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Preface

Globalization has reshaped our world, and it will continue to do so—witness
the growing presence of China, India, and other emerging countries on the world
economic scene in the years since the first edition of this book in 2002. Financial
markets are increasingly interdependent, with dramatic consequences for the
volatility of the world economy, while advances in information technology have
facilitated the globalization of knowledge. With money and other tangible assets
becoming increasingly global and accessible, it is natural that companies are
looking to people as a source of market differentiation.

Faced with the ever-increasing requirements to do things better, cheaper, and
faster, the ability to coordinate effectively and to mobilize human resources
across boundaries becomes critical. Attracting and developing future global
leaders is high on nearly every CEO’s agenda. The battle to grow and prosper in
emerging markets is to a great extent over talent—and here foreign multination-
als face the need to accelerate localization of management just as the fast-growing
locals firms need to enhance their global leadership competencies. Therefore,
most business executives and management scholars agree that the ability to man-
age human resources is crucial if multinational firms are to meet successfully the
challenges they are facing in the dynamic and competitive global environment.

As a consequence of globalization, in multinational corporations strategy, or-
ganizational capabilities, and people management are increasingly intertwined.
Therefore, we set the stage for this book by framing international human resource
management from a general management perspective.

Each chapter in this book is a stand-alone guide to a particular aspect of inter-
national human resource management—from the history of international human
resource management in the first chapter to the functional implications for human
resource professionals in the last; from managing the human side of cross-border
acquisitions to building multinational coordination.

The issues presented in the first edition of this book have been updated
throughout with new information from research and practice. We build on the
traditional agenda of international human resource management—expatriation, xv



how to respond to cultural and institutional differences, and global leadership
development—as well as exploring how companies continue to grow through
mergers and acquisitions, where value depends greatly on the people challenges
of integration, and how cross-border alliances are part of the fabric of organiza-
tional life.

However, readers familiar with the previous edition will notice that in or-
der to address the emerging challenges of people coordination, talent and
knowledge management, and the underlying dynamics of change, we have sub-
stantially revised the structure of our book, adding several new chapters:

• Reflecting competitive demands, the organization of multinational compa-
nies is increasingly multidimensional. If stultifying bureaucracy is to be
avoided, firms must rely on lateral leadership roles to create alignment. Cross
boundaries teams in different shapes and forms become the basic unit of the
multinational firm, so we devote one chapter to discussing HRM issues re-
lated to such mechanisms of horizontal coordination.

• In an increasingly networked world where talented people have many career
options, social capital and organizational culture—shared values, beliefs,
and norms—are the binding glue. Global mindset also helps resolve the
inevitable tensions embedded in international business. Thus, we discuss
how HRM contributes to the social architecture of the multinational firm.

• We summarize the latest evidence from research and corporate practice
regarding how the core global human resource management processes—from
talent attraction and selection, to leadership development and
performance management—need to be redesigned to support the needs of
global organization.

• Knowledge management in multinational firms is largely a people game.
Social networking opens up tremendous possibilities for global knowledge
sharing and the management of innovation. Multinational firms are learning
how to capitalize on this—with new opportunities for HR to make a contri-
bution.

• We build on the experience of leading firms to present a framework for
HR to support the process of change. Implementing rapid change globally is
often an enormous challenge in a complex multinational. Line managers
have to pay close attention to the how’s of change, as well as the what’s–
and the line looks to their HR managers for guidance.

• We address the issue of how multinational firms are globalizing their
HR function and practices. How can they build worldwide consistency
while respecting the realities of local environments? At the same time,
the HR function is undergoing a profound transformation, built around
e-HR, self-help, and shared services, while deepening its business
support role.

• Most fundamentally, we address the question of how firms can cope with the
“both/and” dualities that underlie international management? That is, how can
firms be both local and global in their orientation to human resource
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management, capable of exploiting capabilities today while developing
talent for tomorrow, integrating worldwide operations while at the same
time encouraging local entrepreneurship?

Addressing these issues means that instructors, students, and practitioners
have to go beyond a narrow functional perspective on international human re-
source management. While keeping a clear focus on HRM, we wanted to com-
bine the leading edge of practice with the state-of-the art in theory, building on
research in strategy, international management, organizational theory, and
cross-cultural management, among other domains. Indeed, we argue that what
is exciting about the international human resource management field is that it
must be interdisciplinary in its orientation.

Our teaching, research, and consulting has taken place more or less equally
over the years in North America, Europe, and Asia, and to a lesser extent South
America and Australia. Therefore, our intention has been to write a book on
such issues that is genuinely international in its orientation. The cases we use
to introduce each chapter cover the globe, as do our examples from corporate
practice–Nokia and Nestlé from Europe, GE and eBay from North America,
Haier and Cemex from emerging countries.

The material presented in The Global Challenge is designed for use on ad-
vanced undergraduate, MBA and masters-level courses, as well as executive
programs at business schools and in companies. We strive to provide practical
advice, built on the experience of leaders and organizations as well as research,
but we aspire to more than that. Our objective is to help people to understand
the mindset, the deeper set of attitudes, needed to thrive in a world that is
increasingly characterized by paradox and duality.

We hope that human resource professionals will find this book to be help-
ful in providing new insights and actions as they face up to the paradoxes of
their field. We also hope that our academic colleagues will be stimulated by the
way we have attempted to frame this area.
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CHAPTER 1

The Challenges of
International Human

Resource Management

Global Challenges at ABB

In 1988, a merger between ASEA of Sweden and Swiss firm Brown Boveri created
one of the world’s largest engineering firms, ABB. Both companies already had
extensive international operations, Brown Boveri having begun to establish subsi-
diaries around the world immediately after World War II, and ASEA having started
foreign operations during the 1960s. The newly merged company had sales of over
US$15 billion and 160,000 employees.

Under the leadership of its Swedish CEO, Percy Barnevik, ABB went through a
rapid transformation. In Western Europe, plants were closed and the number of
employees was reduced, while the firm grew its operations in Asia, Eastern Europe,
and North America. Over the next 10 years, ABB bought a large number of compa-
nies as it expanded geographically and diversified into new business areas, includ-
ing engineering contracting and financial services. The company set up numerous
joint ventures with local companies in China and other emerging markets, and
established a 50–50 joint venture in power generation with the French firm Alstom.

Barnevik’s vision was to create an international company that was able to deal
effectively with three internal contradictions: being global and local, big and small,
and radically decentralized with centralized reporting and control.1 The key principle
was local entrepreneurship, so most of the decision making was to be done at the
lowest possible level, in the 5,000 independent profit centers, the business units
(BUs) that became the foundation of the ABB organization.

Beyond the BUs, the firm was structured as a matrix of business segments and
regions. Operations within a country were controlled by influential country managers.
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ABB also established business steering committees and functional councils to coor-
dinate the different units, exploit synergies, and help transfer knowledge and best
practices across the network of local units. The firm developed a management in-
formation system called ABACUS that contained data on the performance of the
profit centers. Barnevik and his team of top managers traveled extensively to ensure
communication and knowledge sharing across units, while international assignments
helped instill all units with the corporate ethos that Barnevik was pursuing: initia-
tive, action, and risk taking.

However, after becoming one of the most admired companies in the world
during its first 10 years, ABB encountered significant problems in its second decade.
The company was affected by the economic downturn in Europe, while in the
United States it became the target for many expensive asbestos-related damage
claims linked to a firm it had acquired in 1989. Most importantly, limitations in the
firm’s management started to emerge.

Many of the smaller acquisitions—often initiated by aggressive and virtually
independent local managers—were not well integrated with the rest of the firm,
leading to different standards and systems as well as product overlap. The firm was
flexible and responsive to the contexts in which it was operating, but had failed to
achieve sufficient global synergies and efficiency. The structure did not work as in-
tended, and conflicts between business areas and national units meant that many
managers felt decision making was unclear. The local profit centers continued to
operate their own human resources management systems, which were at best
aligned at national levels but not at regional or global levels.

Barnevik’s successor Göran Lindahl (1997–2001) attempted to impose more
clarity and discipline by eliminating the regions and giving more power to global
businesses. This only aggravated the confusion, since the divisions had neither the
tools nor the experience to control the local units. Next came Jörgen Centerman, who
made even more radical changes. ABB was reorganized into seven business divi-
sions structured along user markets, with account managers for key customers, and
the previously powerful country manager positions were eliminated. Centerman’s
next key decision was to create centrally designed and operated group processes to
try to improve global control, coordination, and efficiency. However, this top-down
initiative further increased the complexity of the firm, and without country man-
agers in place to coordinate local operations, the company reached the verge of
organizational paralysis.

With the company only days away from bankruptcy, Centerman was replaced in
2002 by a veteran CEO (Hoechst and Aventis), Jürgen Dormann, who immediately
discontinued the group processes initiative, sold noncore businesses, and settled the
asbestos claims in the US. He reinstated the position of country manager and simpli-
fied the company structure around two core global divisions: power and automation.
He also became intimately involved in developing a new global ABB People Strategy,
aimed at linking HRM with the business. A key priority was to make sure that a new
corporate code of conduct would be widely shared and followed.

By the time Fred Kindle was recruited from outside the firm to become CEO in
early 2005, ABB was profitable once again but had shrunk from 213,000 employees
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(in 1997) to 102,000.2 Kindle found a firm with a high degree of local entrepreneur-
ship, creativity, and innovation, but with limited coordination and still unsatisfac-
tory global efficiency. He decided to focus on reducing complexity through common
management processes and guidelines that would help address the drawbacks in
the way the company was operating. The focus was now on improving global oper-
ational efficiency and how to better engage and energize ABB staff around the
world. Barnevik’s contradictions were back on the table.

Overview 3

OVERVIEW

From its inception, ABB wanted to be a fast-growing firm with a wide interna-
tional presence. But over its 20-year history, the company faced overwhelming
complexity as it struggled with contradictory management challenges, trying to
live up to its corporate mantra of “acting local but thinking global.”

In this chapter, we explore the major challenges faced by ABB from the
perspective of the historical development of internationalization and the con-
comitant evolution of personnel management and then human resource
management (HRM).

A look at the history of international business shows that the dilemmas
faced by ABB have always existed. What has changed is the nature and speed of
communication between a company’s headquarters and its subsidiaries around
the world. But the essential problems of being flexible and responsive to local
market needs while avoiding duplication, promoting global efficiency, and co-
ordinating and controlling diverse units and people remain.

In this context, theories about managing people have swung back and forth,
alternating from “touchy-feely” to dispassionately scientific, and we will ex-
plore the different people management theories that have evolved over time. We
will see that leading a complex worldwide organization raises new dilemmas
about how to manage without full control over people and other resources.

Historically, firms have responded to challenges of control and coordination
in two different ways. Some adopted matrix structures, others focused on build-
ing coordination capabilities at the center. We will discuss the advantages and
limitations of these two approaches and the need to align the organization with
the business strategy.

We will then discuss traditional approaches to the challenges of interna-
tionalization. Some firms adopt a multidomestic strategy, with autonomous local
operations that can respond readily to local needs, while others pursue a cen-
tralized, meganational strategy to prevent duplication and make global opera-
tions more efficient. However, for companies that need to be simultaneously
global and local, neither of these strategies is sufficient.

All this leads us to the idea that contemporary global corporations like ABB
face many contradictions. They have to be simultaneously local and global in
scope, centralized and decentralized, capable of delivering short-term results
while developing future assets, managing multiple alliances without full



control, and responding to market pressures to do things better and cheaper and
faster. In the light of this, we examine the concept of the transnational organization,
as developed by Bartlett and Ghoshal, at the heart of which is the notion of living
with contradictions, or what they call the need to maintain “a dynamic balance.”3

DEFYING BORDERS: WHAT’S NEW?

International business is not a recent phenomenon; nor is international HRM a
product of the 20th or 21st century. The Assyrians, Phoenicians, Greeks, and Ro-
mans all engaged in extensive cross-border trade. There is evidence that Assyr-
ian commercial organizations operating shortly after 2000 BC already had many
of the traits of modern multinational companies, complete with head offices and
branches, clear hierarchy, foreign employees, value-adding activities in multiple
regions, and a drive to find new resources and markets.4 Roman organizations
spanning Asia, Africa, and Europe are often heralded as the first global compa-
nies in that they covered the whole of the known world.

Empire building was the primary goal of Roman-style international expan-
sion, with commerce a by-product of the need to clothe and feed the dispersed
garrisons.5 For centuries the dividing line between conquest and exchange, for
instance the Viking raids of the early Middle Ages, remained fuzzy. Even in the
first half of the 20th century, internationalization was still closely associated
with empires and colonization, and gunboats were often not far behind the mer-
chants’ ships. So when can we situate the birth of international companies?

Business historians often refer to the European and American companies of
the 19th century as early versions of today’s multinationals.6 However, some go
back further, arguing that the real pioneers of international business were the
16th- and 17th-century trading companies—the English and Dutch East India
companies, the Muscovy Company, the Hudson’s Bay Company, and the Royal
African Company.7

International Operations in the Preindustrial Era

The early trading companies exchanged merchandise and services across conti-
nents and had a geographical spread to rival today’s multinational firms. They
signed on crews and chartered ships, and engaged the services of experts with
skills in trade negotiations and foreign languages, capable of assessing the qual-
ity of goods and determining how they should be handled and loaded. These
companies were obliged to delegate considerable responsibility to local repre-
sentatives running their operations in faraway countries, which created a new
challenge: How could local managers be encouraged to use their discretionary
powers to the best advantage of the company? The trading companies had to
develop control structures and systems to monitor the behavior of their
scattered agents.

Distance makes control more difficult. This was particularly true in an era
when the means of transport and communication were inseparable and slow.
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The risks of opportunistic behavior loomed large.8 Initially, companies de-
manded not only accounts but also written records of decisions and notification
of compliance with directives from home. However, the high volume of trans-
actions then led to the creation of administrative units to process receipts and
accounts and to handle correspondence at the home office. By the mid-18th
century, the Dutch and English East India companies each employed over
350 salaried staff involved in office administration.

Establishing formal rules and procedures was one way of exercising control,
but this did not eliminate the temptations of opportunistic behavior for those far
from the center. Other control measures were therefore developed, such as em-
ployment contracts. These stipulated that managers would work hard and in
the interests of the company. Failure to do so could lead to reprimand or dis-
missal. Setting performance measures was the next step. These included the ra-
tio of capital to tonnage, the amount of outstanding credit on advance contracts,
whether ships sailed on time, and the care taken in loading mixed cargoes.

Systems were also installed to provide additional information about em-
ployees’ behavior and activities. Ships were staffed with pursers, ships’ captains
were rewarded for detecting illegal goods, and private correspondence was
read to minimize the risk of violations. In addition, bonds were often required
from managers as insurance against private trade. However, there were also
generous financial incentives, such as remuneration packages comprising a
fixed cash component and a sizable bonus. Such a mix of control approaches
was not far from contemporary methods used to evaluate and reward manage-
rial performance in large multinationals.

The Impact of Industrialization

The Industrial Revolution originated in Britain in the late 18th century. The
emergence of the factory system had a dramatic impact both on international
business and on the management of people.

The spread of industrialization in Europe and the United States provided
growing markets for minerals and foodstuffs and prompted a global search for
sources of supply. Technological advances (for example, in mining equipment)
also permitted the profitable exploitation of new territories. The rising need for
raw materials fueled the growth of multinational service companies (trading
and shipping companies, banks, and utilities) to support the expansion of world
trade. British banks were already establishing branches and financing foreign
trade in Australian, Canadian, and West Indian colonies in the 1830s.9 These in-
ternational companies were distinct from the trading companies in that they in-
vested in assets that they controlled in foreign countries, a strategy known as
foreign direct investment (FDI).

Cross-border manufacturing began to emerge by the mid-19th century.
The Great Exhibition of 1851, staged in London, was an early forum for
international benchmarking, and exposed visitors to a number of US prod-
ucts whose parts were built to such exacting standards that they were
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interchangeable.10 Among these products were the Singer sewing machine
and the Colt repeating pistol. Not surprisingly these firms established two of
the earliest recorded US manufacturing investments in Britain: Colt set up a
plant in 1853 and Singer in 1867.

Still, it was difficult to exercise real control over distant operations. The rare
manufacturing firms that ventured abroad often used family members to
manage their international operations. For example, when Siemens set up its
St. Petersburg factory in 1855, a brother of the founder was put in charge. In 1863
another brother established a factory to produce sea cables in Britain. Keeping
it in the family was the best guarantee that those in distant subsidiaries could be
trusted not to act opportunistically.

The international spread of rail networks and the advent of steamships in
the 1850s and 1860s brought new speed and reliability to international travel.
More significantly, the invention of the telegraph uncoupled long-distance
communication from transportation. London was joined by cable to Paris in
1852, and over the next 20 years to Bombay and cities in the US and Australia.
Improved communication and transportation opened up new markets and
facilitated access to resources in distant locations. It became possible for firms to
manufacture in large batches and to seek volume distribution in mass markets.
The rapid growth in firm size provided a domestic platform from which to
expand abroad, paving the way for a surge in international business activity in
the last decades of the 19th century.11

In parallel with developments in transport and communication, industrial-
ization was also having a significant impact on the organization of firms. They
were being reshaped by new manufacturing techniques, by the increased spe-
cialization and division of labor, and by a change in the composition of the
workforce from skilled tradesmen to unskilled workers, previously agrarian,
who were unaccustomed to industry requirements like punctuality, regular at-
tendance, supervision, and the mechanical pacing of work effort.

Consequently, early factories experienced discipline and motivation prob-
lems. To reduce these difficulties, some managers began to pay more attention
to working conditions and the welfare of employees. An early pioneer was
Robert Owen, a British entrepreneur who reproached his fellow manufactur-
ers for spending heavily on machinery yet failing to invest in their human as-
sets. Owen proposed a number of labor policies and even put them profitably
into practice in a Scottish cotton-spinning factory in the 1810s. He provided
workers with housing and places to eat, increased the minimum working
wage for children, reduced working hours, introduced schooling and system-
atic training for employees, and opened evening recreation centers. For these
reasons, Robert Owen has been referred to as the father of modern personnel
management.12

Owen’s message took hold in the US in the 1870s, when a generation of
prominent industrialists sought to apply a philosophy known as industrial better-
ment in their businesses, partly inspired by religious motives, and partly trig-
gered by growing labor management difficulties.
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Prelude to the Modern Era

The late 19th and early 20th centuries saw a number of developments in inter-
national business and in people management practices that warrant the label
“modern.” They led to a degree of internationalization that the world would not
see again until it had fully recovered from the damage to the global economy
created by two world wars.

The Golden Age Pre–World War I

By 1914, the list of companies with foreign subsidiaries was starting to have a
contemporary look about it (see Table 1–1). Singer’s second Scottish sewing ma-
chine factory, opened in 1885, was actually bigger than any of its domestic fac-
tories in the US. The company went on to open plants in Canada, Austria,
Germany, and Russia. The first cross-border merger, between Britain’s Shell and
Royal Dutch, took place in 1907.

Defying Borders: What’s New? 7

TABLE 1–1. Large Multinational Manufacturers in 1914

Number of
Foreign 

Factories Location of Foreign
Company Nationality Product in 1914 Factories

Singer US Sewing machines 5 UK, Canada, Germany, Russia

J & P Coats UK Cotton thread 20 US, Canada, Russia, Austria-
Hungary, Spain, Belgium, Italy,
Switzerland, Portugal, Brazil, Japan

Nestlé Swiss Condensed milk/ 14 US, UK, Germany, Netherlands, 
baby food Norway, Spain, Australia

Lever Brothers UK Soap 33 US, Canada, Germany, Switzerland,
Belgium, France, Japan, Australia,
South Africa

St Gobain French Glass 8 Germany, Belgium, Netherlands,
Italy, Spain, Austria-Hungary

Bayer German Chemicals 7 US, UK, France, Russia, Belgium

American US Radiators 6 Canada, UK, France, Germany, 
Radiator Italy, Austria-Hungary

Siemens German Electrical 10 UK, France, Spain, Austria-Hungary, 
equipment Russia

L.M. Ericsson Swedish Telephone 8 US, UK, France, Austria-Hungary,
equipment Russia

Accumulatoren- German Batteries 8 UK, Austria-Hungary, Spain, Russia,
Fabrik Poland, Romania, Sweden

Source: G. Jones, The Evolution of International Business (London: Routledge, 1996), p. 106.



The growth in international manufacturing sustained a flourishing service sec-
tor, which provided the global infrastructure—finance, insurance, transport—to
permit the international flow of goods. Multinational activity had become an
important element in the world economy. It was a golden age for multination-
als, with foreign direct investment accounting for around 9 percent of world
output.13

In terms of management practice, one concrete legacy of the industrial bet-
terment movement had been the emergence of welfare secretaries in both the
US and Europe.14 Initially concerned with health and safety, education, and so-
cial issues, these welfare specialists quickly appropriated line responsibilities
such as handling grievances. Another new development was the establishment,
first in Europe and soon after in the US, of stand-alone employment offices re-
sponsible for the creation and standardization of certain employment functions,
such as hiring, payroll, and record keeping.15

The beginning of the 20th century also saw the emergence of scientific
management, seen by some as a reaction to the paternalistic excesses of industrial
betterment (see the box “The Pendulum of Management Thought”). Scientific
management encouraged firms to conduct time-and-motion studies, prepare
job specifications, and create wage incentive programs.16 Hence the emergence of
personnel management can be regarded as having a dual heritage, in the move-
ments for industrial betterment and scientific management.
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The Pendulum of Management Thought

The history of management thought shows
pendulum swings in the amount and style of at-
tention paid to people. Successive movements
have alternated in focus between the “hard”
and “soft” aspects of people management.17

Industrial Betterment

This philosophical movement, setting the
foundation for modern personnel manage-
ment, grew from the ideas of Robert Owen
(1771– 1858). Concerned with the impact of in-
dustrialization on individuals and communi-
ties, it rejected the laissez-faire indifference to
working conditions and remuneration levels,
showing concern for employees’ social, edu-
cational, and even moral needs outside the
work environment.

Scientific Management

Developed by Frederick Taylor (1856–1915)
and embraced widely by industry, this move-
ment emerged in the 1910s in part as a reac-
tion to the underlying sentimentalism of the
welfare orientation. Taylor was highly critical of
welfare programs, and his recommendations
fit the needs of employers who wanted to make
more efficient use of a poorly educated labor
pool containing many immigrants. Taylor de-
scribed how employees could be trained for
repetitive tasks, becoming easy to replace. The
Principles of Scientific Management18 became
the first management best seller, and with it
the social gospel gave way to the gospel of
efficiency.
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Human Relations

Criticism of scientific management for treat-
ing the worker as a “living tool” triggered the
emergence of the human relations move-
ment.19 Elton Mayo’s classic experiments at
Western Electric’s Hawthorne plant in the
1930s concluded that human interaction and
paying attention to workers’ needs could
stimulate productivity. This contravened Tay-
lor’s dour philosophy of self-interest, because
it suggested that social factors and the rela-
tionship between workers and management
were keys to performance. Initiatives to en-
hance loyalty, motivation, and satisfaction
flourished during and after World War II.
These included shop floor compensation
systems, schemes for participatory decision
making and job enrichment, and the introduc-
tion of attitude surveys. These developments
bolstered the legitimacy of the personnel
department.

Systems Thinking

The backlash to human relations started in the
mid-1960s. Systems rationalism—characterized
by operational research methods, such as crit-
ical path analysis and the Program Evaluation
and Review Technique (PERT)—was a reaction
to the “touchy-feely” approaches introduced
under the human relations umbrella (including
T-groups and psychodrama). Formal personnel
systems made a comeback, with management-
by-objectives (MBO), pay-for-performance,
and manpower planning leading the way.

Recent Developments

The organizational culture movement in the
1980s can be seen as a response to the mecha-
nistic excesses of systems management, with
its strong belief in planning. The emphasis
turned to the management of meaning for
employees, focusing on how to influence the
values and norms shared by people in the
organization. And in turn the emergence of
business process reengineering in the 1990s
can be seen as a reaction against the “culture”
fashion.

Since the 1980s, however, there has been an
explosion in management research and writ-
ing, with an increasing number of theories and
movements existing in parallel. Human re-
source management, (HRM), began to emerge
as a field of study in the mid-1980s, illustrating
how mutually consistent and integrated HR
practices could support and enhance corporate
performance. The resource-based view of strat-
egy became a dominant perspective in the
1990s, with much emphasis placed on how the
human resources of the firm can provide a basis
for competitive advantage. There were strong
calls for HR professionals to become strategic
partners, closely involved in the formulation
and particularly the implementation of corpo-
rate strategies.20

During the last 10 years, human and social
capital have emerged as major new theoretical
concepts, and most recently, emphasis is being
placed on talent management—seen as critical
for the competitiveness of the firm.

War and Economic Depression

The outbreak of World War I, followed by a period of economic depression
and then World War II, transformed management practices and multinational
activity in very different ways.

These external shocks had a stimulating effect on the development of people
management practices, hastening the spread of new thinking. The sudden



influx of inexperienced workers (many of them women) into factories in 1915 to
service war needs increased the pressure on managers to find ways to improve
productivity rapidly. Tasks had to be simplified and redesigned for novices. To
contain labor unrest, more attention had to be paid to working conditions and
employee demands, which also meant training first-line supervisors. These
initiatives centralized many of the aspects of employment relations previously
discharged by individual line managers.

During World War I, the number of companies with managers specifically
responsible for personnel issues increased dramatically. By 1920, the National
Personnel Association had been formed in the US, and the National Civic
Federation had started to refer to “personnel directors” instead of “welfare
secretaries.”21 This institutionalized a tension that had previously been resolved
by line managers—the competing demands of short-term efficiency (the pro-
duction department) and employee morale (the personnel department). In some
progressive firms, employees began to be viewed as resources and the impor-
tance of unity of interest between the firm and workers was stressed. The 1920s
also saw the development of teaching and research, journals, and consulting
firms in personnel management.22

In the interwar years, economic depression increased the attractions of
union membership. At the same time, the pendulum began to swing back as the
human relations movement gained ground to counterbalance the harsh face of
scientific management.

The Great Depression was the start of a bifurcation in employment practices
in the US and Japan, the latter having gone through a period of rapid industri-
alization and economic growth. Leading firms in both the US and Japan were
experimenting with corporate welfarism in the 1920s.23 However, the depth of
the Depression in the US in the 1930s meant that firms had no option except to
make layoffs and repudiate the welfare arrangements that had been established
in many nonunionized firms. They turned instead to a path of explicit and in-
strumental contracts between employee and employer, with wages and em-
ployment conditions often determined through collective bargaining.24 Because
of the militarization of the Japanese economy, the impact of the Depression was
much less severe on that side of the Pacific. Under legislation fostering “social
peace” in the name of national unity, large firms maintained these welfare ex-
periments, leading step-by-step to an HRM orientation built around implicit
contracts (lifetime employment, corporate responsibility for the development of
staff, and low emphasis on formalized performance evaluation). Endorsed by
the strong labor unions that emerged in postwar Japan, these practices became
institutionalized, reinforcing and reinforced by Japanese societal values.

In the West, World War II intensified interest in the systematic recruitment,
testing, and assigning of new employees in order to leverage their full potential.
Psychological testing used by the military spilled over into private industry.25 In
addition, the desire to avoid wartime strikes led the US government to support
collective bargaining, strengthening the role of the personnel function as a
result.
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If these external shocks had some salutary consequences for the develop-
ment of personnel practices, they had quite the opposite effect on multinational
activities. With the loss of direct investments in Russia in the wake of the 1917
Communist Revolution, firms began to think twice about foreign investment. In
an environment of political uncertainty and exchange controls, this caution was
reinforced by the Great Depression at the end of the 1920s, followed by the col-
lapse of the international financial system. Trade barriers were erected as coun-
tries rushed to support local firms, effectively reducing international trade. The
adverse conditions during the interwar years encouraged firms to enter cross-
border cartels rather than risk foreign investments. By the late 1920s, a consid-
erable proportion of world manufacturing was controlled by these cartels—the
most notorious being the “seven sisters” controlling the oil industry.26 Similarly
in pharmaceuticals, electric lightbulbs, steel, and engineering industries, elabo-
rate arrangements were established among national champions allowing them
to focus on their home markets and to suppress international competition.27

World War II dealt a crushing blow to these cartels, and after the war, the US
brought in aggressive antitrust legislation to dismantle those that remained. By
then there was little incentive for American firms to enter into cartels. While US
firms emerged from the war in excellent shape, European competition was dev-
astated, and Japanese corporations (known as zaibatsu) had been dismembered.
The war had stimulated technological innovation, and American corporations
had no desire to confine their activities to the home market. A new era of inter-
national business had begun.

THE MODERN MULTINATIONAL

Although Europe had a long tradition in international commerce, it was the
global drive of US firms after World War II that gave birth to the multinationals
as we know them today. American firms that had hardly ventured beyond their
home markets before the war now began to flex their muscles abroad, and by
the early 1960s, US companies had built an unprecedented lead in the world
economy. “American companies have spent the past decade running a helter-
skelter race to get located overseas . . . What US business was seeing, in the
words of Chairman Frederic G. Donner of General Motors, ‘is the emergence of
the modern industrial corporation as an institution that is transcending national
boundaries.’”28 Throughout the 1960s, US industrial productivity was the high-
est in the world, accounting for 40 percent of world manufacturing output.29 The
US accounted for almost 70 percent of the R&D undertaken in the OECD.30

American firms also found faster ways of entering new markets. Many
moved abroad through acquisitions, followed by investment in the acquired
subsidiary in order to benefit more fully from economies of scale and scope.31

This was the approach taken by Procter & Gamble (P&G), which established a
presence in continental Europe by acquiring an ailing French detergent plant in
1954.32 An alternative strategy was to join forces with a local partner, as in the
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case of Xerox, which entered global markets through two joint ventures, with
the English motion picture firm the Rank Organisation in 1956, and with Fuji
Photo Film in Japan in 1962.

American service firms followed their clients abroad, but internationaliza-
tion strategies varied. The advertising agency J. Walter Thompson had an agree-
ment with General Motors that it would open an office in every country where
the car firm had an assembly operation or distributor.33 In professional services,
McKinsey and Arthur Andersen scrambled to open their own offices in foreign
countries through the 1950s and 1960s. Others, such as Price Waterhouse and
Coopers & Lybrand, built their international presence through mergers with es-
tablished national practices in other countries. For most others, the route was
via informal federations or networks of otherwise independent firms.

Advances in transport and communications—the introduction of commer-
cial jet travel, the first transatlantic telephone link in 1956, then the development
of the telex—facilitated this rapid internationalization. More significant still was
the emergence of computers as business tools in the late 1950s. By the mid-
1970s, computers had become key elements in the control and information sys-
tems of industrial concerns, paving the way for later complex integration
strategies. Taken together, the jet plane, the new telecommunications technol-
ogy, and the computer contributed to a “spectacular shrinkage of space.”34

Alongside these technological drivers of internationalization, powerful eco-
nomic forces were at work. The Marshall Plan, established to support the re-
building of war-battered Europe, set the tone. Barriers to trade and investment
were progressively dismantled with successive General Agreement on Tariffs
and Trades (GATT) treaties. Exchange rates were stabilized following the Bret-
ton Woods Agreement (July 1944), and banks started to play an international
role as facilitators of international business. The 1957 Treaty of Rome established
the European Community. US firms, many of which already perceived Europe
as a single entity, were the first to exploit the regional integration, laying the
foundations for a European market of a size comparable to that in the US.
European companies were spurred by “the American challenge” (the title of
a best-selling, call-to-arms book by the French journalist and politician Jean-
Jacques Servan-Schreiber in 1967), encouraging them to expand beyond their
own borders.

Staffing for International Growth

In the decades following World War II, virtually all medium- and large-sized
firms had personnel departments, typically with responsibility for industrial
(union) relations and for the functional and operational aspects of employment,
including staffing subsidiaries abroad.35 The newly created international person-
nel units focused on expatriation, sending home country managers to foreign
locations.

The largest 180 US multinationals opened an average of six foreign sub-
sidiaries each year during the 1960s.36 This rapid international expansion opened
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up new job possibilities, including foreign postings. While US firms in the
immediate postwar period had been “flush with veterans who had recently
returned from the four corners of the globe [and who] provided a pool of eager
expatriates,”37 more managers were now urgently needed. People had to be
persuaded to move abroad, both those with much needed technical skills and
managers to exercise control over these expanding foreign subsidiaries. In most
companies at the time, this meant paying people generously as an incentive to
move abroad.

In the late 1970s, horror stories of expatriate failure gained wide circulation—
the technically capable executive sent out to run a foreign subsidiary being
brought back prematurely as a borderline alcoholic, with a ruined marriage, and
having run the affiliate into the ground. Academic studies seemed to confirm
this problem,38 which for some companies became a major handicap to interna-
tional growth. It was no longer just a question of persuading people to move
abroad; it was a question of “how can we help them to be successful?” While the
reluctance to move abroad was increasing, often for family reasons but also be-
cause of the mismanagement of reentry to the home country, concern over the
rising costs of expatriation was growing.

At the same time, back home (particularly in the US and Scandinavia), ini-
tiatives in people management continued to multiply—participative manage-
ment, training initiatives ranging from “sensitivity training” to the “managerial
grid,” the organizational development (OD) movement with its focus on
planned organizational change, work redesign, and the sociotechnical and in-
dustrial democracy movements in northern Europe, to name but a few. While
some academics argued that people were resources rather than just costs, in the
US the term “human resource management” grew as much as anything out of
the need to find a home for these burgeoning initiatives within the firm.39 This
was the intention of AT&T, which in 1971 created a new role of senior vice pres-
ident in human resource development. Others followed suit, although initially
this often amounted to no more than relabeling the personnel department with
a more fashionable term.

International business also became a subject of academic study during this
period. In the early 1980s, the challenges of expatriation started to attract the at-
tention of researchers, reinforced by the newfound legitimacy of HR and the
concern of senior managers anxious about growth prospects abroad. While it
was too early to talk of an international HRM field, international growth was
leading to new challenges beyond expatriation that were to shape this emerging
domain.

Organizing for International Growth

Rapid international growth brought with it the problems of controlling and co-
ordinating increasingly complex global organizations. Here we should point out
that, while many authors use these terms interchangeably, we make an explicit
distinction between control and coordination. We use the term control to refer
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to visible and hierarchical processes and structures, and coordination to refer to
tools that facilitate alignment through lateral interactions and adjustments
across different parts of the multinational (such as cross-boundary project teams
and informal social networks). As we will show later in the book, this distinc-
tion has important implications for people management.

The awareness that international HRM is crucial not just for international
staffing but also for building corporate cohesion and interunit collaboration
grew and matured between the 1960s and 1990s. In April 1963, a special report
in BusinessWeek stated, “Shaped in the crucible of complex foreign competition,
the largest of US corporations have found themselves changing into a new form:
the multinational corporation. . . . The term serves as a demarcation line between
domestically oriented enterprises with international operations and truly
world-oriented corporations.”40 It was becoming increasingly apparent that the
traditional structures were not sufficient to cope with the growing complexities
of managing international business.

This transition was captured by research on the Harvard Multinational En-
terprise Project, initiated in 1965, which raised the question of how to organize
effectively for international growth.41 At an early stage, when foreign sales were of
limited volume and scope, an export department tacked onto sales was sufficient.
As foreign sales grew, the export department would become an international
division within the divisional structure (which was replacing the functional
organization to become the predominant organizational form).42 However, when
this international division reached a certain size, it triggered a transformation of
the company into a “multinational structure.”43

Many firms selling a wide range of products abroad opted for a structure of
worldwide product divisions, whereas those with few products but operating
in many countries would typically organize themselves around geographic
area divisions, as did IBM. The tricky question was how to organize when the
firm had many different products sold in many different geographic markets. It
was not at all clear how companies should deal with this zone of maximum
complexity.

In practice, two responses emerged. Some firms implemented matrix
organizations involving both product and geographic reporting lines; others
increased the number of headquarters staff in coordinating roles. Both of these
routes were ultimately to show their limitations, but the two paths gave rise to
a growing understanding of the potential role of HRM in dealing with the
fundamental problems of cross-border coordination and control.

The Matrix Structure Route

By the early 1970s, several US and British companies (Citibank, Corning, Dow,
Exxon, and Shell, among others) had adopted the idea of the matrix as a guid-
ing principle for their worldwide organization. Right from the start, some man-
agement scholars urged caution. One study of nine British matrix organizations
demonstrated that implementation was hindered by traditional management
behavioral styles,44 and it was also pointed out that a matrix was much more
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complex than reporting lines and structural coordination. A matrix had to be
built into leadership development, control and performance appraisal systems,
teamwork, conflict resolution mechanisms, relationships, and attitudes, antici-
pating the later insight that a matrix has more to do with HRM than it has to do
with structure.45 Few of the companies that opted for the matrix solution had
such supporting elements in place.

Our example, ABB, had a formal matrix organizational structure, com-
plemented by cross-boundary teams and steering groups. The firm needed to
control and coordinate its hugely complex operations, with numerous and
often distant foreign subsidiaries, without being paralyzed by slow, centralized,
bureaucratic decisionmaking. Each time top management made changes
in the structure to address these challenges, the reorganization led to unin-
tended side effects and new challenges. A focus on reporting lines, the first
dimension of coordination, was not sufficient. Attention also had to be paid
to the second dimension of coordination, social architecture—the conscious
design of a social environment that encourages a pattern of thinking and
behavior supporting organizational goals. This includes interpersonal rela-
tionships and interunit networks, the values, beliefs, and norms shared by
members of the organization, and the mindsets that people hold. Barnevik in
particular was conscious of the importance of the social elements of the
international firm, and thus the need for extensive communication, travel,
and relocation of people across units.

A third means of coordination, common management processes, includes
processes for managing talent (including recruitment, selection, development,
and retention of key personnel), performance and compensation management,
and knowledge management and innovation. As ABB’s problems compounded,
it became increasingly obvious to executives that they had to develop and
implement global management processes, although it was less clear how to
do this. Many of their efforts were not successful.

Many companies found matrix structures difficult. Managers were uneasy
about the separation of authority and accountability. The new arrangements
generated power struggles, ambiguity over resource allocation, buck-passing,
and abdication of responsibility. Worse still, the traditional dimensions of product
and geography in many multinationals were overlaid with additional matrix
layers, such as functions, market segments, customer accounts, and global
suppliers. In theory, a manager reported to two bosses, and conflicts between
them would be reconciled at the apex one level higher up. However, it was not
unusual to find companies where managers were reporting to four or five
bosses, so that reconciliation or arbitration could only happen at a very senior
level. The matrix initiative, originally introduced to help cope with complexity,
seemed to be contributing to it.

The difficulties with implementing an effective matrix solution together
with the growing importance of speed in global competition sounded the death
knell for the matrix structure in a number of firms. Although a matrix might
ensure the consultation necessary for sound decision making, it was painfully
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slow. By the time the firm had decided, say, to build a new chemical plant in
Asia, nimbler competitors were already up and running.

By the early 1980s, the call was for clearer accountability, a notion increas-
ingly present in management jargon. Many firms reverted to structures where
clear accountability lay with the product divisions, although some (such as
ABB) retained a structure with many matrix features.46

But if matrix structures were gradually going out of fashion, the matrix prob-
lem of organization was more alive than ever. Both practitioners and researchers
turned their attention to how lateral interaction, adjustment, and teamwork
could provide the flexibility of matrix without its disadvantages. Research re-
views had shown that there were two dimensions of matrix management:47

• The dual or multiple authority relationships (formal reporting lines) reflected
in the structure.

• The horizontal communication linkages and teamwork (for example,
between product and country managers) that a matrix organization fosters.

Most of the disadvantages appeared to stem from the former, while most of the
advantages originated in the latter. This observation found support in new ideas
in organizational theory about the growing demands of information processing
and decision making in complex firms.48 The argument here was that the tradi-
tional hierarchical tools of control (rules, standard operating procedures, hier-
archical referral, and planning) could not manage the growing complexity of
information processing. Organizations required strong capabilities in two areas:
first in information processing and second in coordination and teamwork. There
was an explosion of interest in how to improve coordination while keeping the
reporting relationships as clear and simple as possible.49

Gradually it became clear that the matrix challenges of coordination in com-
plex multinational firms were essentially issues of people and information tech-
nology (IT) management rather than a question of strategy and structure.
Matrix, as two leading strategy scholars were later to say, is not a structure; it is
a “frame of mind” nurtured more than anything else by careful human resource
management.50

The Headquarters Coordination Route

Not surprisingly given all the implementation difficulties, only a small number
of leading-edge companies adopted a matrix for any length of time, although
many tried. Most organizations took the well-trodden path of keeping control
of international activities with central staff. This was particularly true for
German and Japanese companies, but it was also the dominant organizing 
pattern in Anglo-Saxon firms. As with the matrix, this approach was initially
successful but eventually led to inefficiencies and paralysis, as the staff func-
tions at corporate and divisional levels overexpanded in an attempt to cope with
growing coordination needs. Again, speed was shown to be the Achilles heel.

It took a long time to work through decisions in German Zentralebereiche
(central staff departments), and particularly in Japanese nemawashi51 (negotiation)
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processes of middle-up consultative decision making. However, multinationals
from both of these countries were largely export oriented with sales subsidiaries
abroad, and the disadvantages were initially outweighed by the quality of
decision making and commitment to implementation that accompanied the con-
sensus-oriented decision making. Moreover, the complex consultative processes
worked reasonably well as long as everyone involved was German or Japanese.52

The strains of staff bureaucracy began to show in the US in the early 1980s
as companies started to localize, acquiring or building integrated subsidiaries
abroad. With localization of the management of foreign units, the coordination
of decisions by central staff became more difficult, slowing down the process at
a time when speed was becoming more important. Local managers in lead coun-
tries argued for more autonomy and clearer accountability, while the costly
overhead of the heavy staff structures associated with central coordination con-
tributed to the erosion of competitiveness.

Faced with the second oil shock and recession in the late 1970s, American
firms were the first to begin the process of downsizing and de layering staff
bureaucracies, followed by Europeans in Nordic and Anglo-Saxon countries.
The Japanese and Germans followed more slowly. After decades of postwar
international growth, attention in HRM shifted to the painful new challenges of
dealing with organizational streamlining and job redesign, layoffs, and manag-
ing change under crisis. At a deeper level, this was an apprenticeship in how
to master a new contradiction—maintaining loyalty and commitment while
engaging in successive rounds of corporate reorganization.53

The pain of restructuring often started at headquarters, although the conse-
quences quickly spilled over to subsidiaries. In many firms, the pendulum swung
from central bureaucracy to decentralized local accountability, deemed cheaper
and faster. Foreign subsidiaries transformed themselves into independent
“kingdoms”—but the not-invented-here syndrome took hold, and a few years
later the pendulum swung back to centralization. Why? Because the underlying
problem of how to coordinate foreign subsidiaries remained unresolved.

Firms that had pursued the headquarters coordination route came to the
same conclusion as firms that had invested in a matrix structure: They had to
develop nonbureaucratic coordination and control mechanisms by building lat-
eral relationships facilitated by human resource management.54 The control and
coordination problem became another important strand in the development of
international HRM.

HRM Goes International

In the 1980s, the idea that HRM might be of strategic importance gained ground
(see the box “HRM Hitches Up with Strategy”). The insight that strategy is imple-
mented through structure had taken hold—and it was then logical to argue that
strategy is also implemented through changes in selection criteria, reward systems,
and other HR policies and practices. In turn, this challenged the notion that there
might be a “best” approach to HRM—the approach would depend on the strategy.
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HRM Hitches Up with Strategy

In the early 1980s, two significant conceptual
developments in the US gave HRM an iden-
tity as a field, rather than just an umbrella for
multiple initiatives to do with people and the
HR department. They suggested in different
ways that HRM could contribute to the per-
formance of the firm. Underlying both was
the idea from the emerging contingency the-
ory that there is no right way of organizing or
managing people—it all depends on fit with
strategy, specific tasks, and the environment.
These are known respectively as the concepts
of “internal” and “external” fit or consistency.

The first concept originated from the Har-
vard model of managing human assets, which
emphasized the importance of configuring
different HRM policies to ensure internal con-
sistency.55 Research evidence and theoretical
arguments presented between the mid-1980s
and mid-1990s suggested that strong internal fit
is associated with organizational performance,
even convincing those European scholars who
were initially skeptical about American
evangelical rhetoric.56

The second concept was the birth of strate-
gic human resource management, based on the
concept of external fit between the strategy of
a firm and its HRM policies and practices. The
origins lay in the idea of implementing strategy
through changes in reward and other HR sys-
tems. Building on this, Fombrun, Tichy, and
colleagues developed the notion that strategy
should guide the selection, appraisal, reward,
and development activities of the firm,
thereby influencing performance in a future-
oriented direction.57

Strategic HRM was eagerly embraced in
the US, at least within the professional HRM
community. In the battleground for status, it
provided a rationale for elevating the influence

of the HR function. The discipline of human
resource planning, involving detailed method-
ologies to link HRM to strategy formulation,
came into being.58 During the next 10 years, all
self-respecting American firms spent consid-
erable efforts on developing their human
resource strategies.

The idea of strategic HRM was reinforced
and popularized by the 7-S model from early
management best seller, In Search of Excel-
lence.59 The authors set out to distill the char-
acteristics of leading American firms. They
concluded that competitive success stemmed
from a tight configuration between the people
side of the organization (style, skills, shared
values, and staff) and the hard side (strategy,
structure, and systems). In making this fit
argument, they were implicitly placing the
HRM dimension on a par with the dimensions
of strategy and structure that had dominated
organization theory since the earlier writing
of Chandler.60

Although intuitively appealing, the no-
tion of external fit proposed by strategic
HRM proved difficult to put into practice. In-
deed, in an age of increasing discontinuities,
the whole notion of strategic planning was
questioned, especially when the focus of
practical attention in HRM shifted to the
painful nitty-gritty of downsizing and re-
structuring.61 Strategic HRM had perhaps
more to do with change than with detailed
long-term planning. However, the funda-
mental tenet of the strategic HRM movement
is still valid, namely that firms can benefit
from putting in place practices that lead to the
recruitment, development, and retention
of the type of people needed to carry out a
strategy in ways superior to those of their
competitors.



Perhaps appropriate HRM practice also depends on cultural context? This ques-
tion was prompted by the difficulties that expatriates had experienced in trans-
planting management practices abroad, and was supported by growing
research on cultural differences, pioneered by Geert Hofstede’s study based on
the global IBM opinion survey. This showed significant differences in the un-
derstanding of management and organization, even among employees within
the same company.62

The emergence of “the Japanese challenge” in the 1980s as both threat and
icon further highlighted the issue of cultural differences, as well as the strategic
importance of soft issues such as HRM. Numerous studies attempted to explain
how the Japanese, whose country was destroyed and occupied after World War II,
had managed to rebound with such vigor, successfully taking away America’s
market share in industries such as automobiles and consumer electronics. How
had they managed to pull this off with no natural resources apart from people?
A large part of the answer seemed to lie in distinctive HRM practices that helped
to provide high levels of skill, motivation, and collective entrepreneurship, as
well as collaboration between organizational units.63 This was a shock for Western
managers, who suddenly realized that different approaches to management
could be equally successful. It could no longer be assumed that a company
expanding abroad necessarily had superior management practices.

New international human resource challenges were emerging. Many gov-
ernments began to apply pressure on foreign firms to hire and develop local em-
ployees. The combination of government pressures and the cost of expatriation
persuaded some multinational firms to start aggressively recruiting local exec-
utives to run their foreign subsidiaries. This often required extensive training
and development, but as one observer pointed out, “The cost must be weighed
against the cost of sending an American family to the area.”64 At Unilever, for
example, the proportion of expatriates in foreign management positions
dropped from 50 percent to 10 percent between 1950 and 1970.65

However, there was a Catch-22 in localizing key positions in foreign units:
The greater the talent of local people, the more likely they were to be poached
by other firms seeking local skills. Consequently localization was a priority for
only a minority of multinational firms until well into the 1990s, except for oper-
ations in highly developed regions such as North America, Europe, and Japan.66

There were exceptions to this trend, and these tended to be firms that used
expatriate assignments for developmental reasons rather than just to solve an
immediate job need. In these corporations, high potential executives would be
transferred abroad in order to expose them to international responsibilities.
The assumption was that with growing internationalization, all senior execu-
tives needed international experience, even those in domestic positions. For ex-
ample, the vice president of P&G had already pointed out in 1963, “We never
appoint a man simply because of his nationality. A Canadian runs our French
company, a Dutchman runs the Belgian company, and a Briton runs our Italian
company. In West Germany, an American is in charge; in Mexico, a Canadian.”67

This meant that P&G was able to attract the very best local talent, quickly
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developing an outstanding reputation around the globe for the quality of its
management. For local firms in France, Singapore, Australia, and Brazil, P&G
was the management benchmark, and not only in the fast-moving consumer
goods sector. Other firms started to adopt the P&G approach, although this cre-
ated new challenges for international HRM. How does one manage the identi-
fication, development, transfer, and repatriation of talent spread out across
the globe?

The link between international management development and the prob-
lems of coordination and control was established by the landmark research of
Edström and Galbraith. They studied the expatriation policies of four multina-
tionals of comparable size and geographic coverage in the mid-1970s, includ-
ing Shell.68 The research showed that these companies had quite different levels
and patterns of international personnel transfer.69 There were three motives for
transferring managers abroad. The first and most common was to meet an
immediate need for particular skills in a foreign subsidiary. The second was
to develop managers through challenging international experience. However,
the study of Shell revealed a third motive for international transfers—as a
mechanism for control and coordination. The managers sent abroad were
steeped in the policies and style of the organization, so they could be relied
on to act appropriately in diverse situations. Moreover, frequent assign-
ments abroad developed a network of personal relationships that facilitated
coordination.

It appeared that Shell was able to maintain a high degree of control and
coordination while having a more decentralized organization than other firms.
Indeed, one of the basic principles of the Royal/Dutch Shell Group of Companies
(the official title of the corporation until 2006) was to allow subsidiaries a high
degree of local autonomy. This suggested that appropriate HRM practices could
allow a firm to be globally coordinated and relatively decentralized at the same
time. Global control and coordination, it appeared, could be provided through
socialization, minimizing the necessity for centralized headquarters control or
bureaucratic procedures.

These findings drew attention to expatriation, mobility, and management
development as a vital part of the answer to the matrix/bureaucracy problem of
coordination. In truth, the concept was not entirely new—the Romans had
adopted a similar approach to the decentralization dilemma two millennia
before.

By the mid-1990s, with globalization deepening, surveys consistently showed
that global leadership development was one of the top three HRM priorities in
major US corporations.70 In some companies in Europe and the US, international
management development was seen to be so critical that this department was
separated from the corporate HR function and reported directly to the CEO.

These developments also lent substance to an earlier research by Perlmutter,
suggesting that multinationals varied in the “states of mind” characterizing
their operations.71 The first was the ethnocentric orientation, where each subsidiary
was required to conform precisely to parent company ways regardless of local
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conditions. The second was the decentralized polycentric corporation, where each
subsidiary was given the freedom to develop with minimal interference,
providing it remained profitable. The third was the geocentric orientation, where
“subsidiaries are neither satellites nor independent city states, but parts of a
whole whose focus is on worldwide objectives as well as local objectives, each
making its unique contribution with its unique competence.”72 Perlmutter hy-
pothesized that people management practices built this geocentric orientation.
As in P&G, this meant that an individual’s skills counted more than his or her
passport, and there would be a high degree of mobility not only from head-
quarters to subsidiaries, but also from subsidiaries to headquarters and between
the subsidiaries themselves, as with Shell. Perlmutter saw the route from initial
ethnocentrism to geocentrism as tortuous but inevitable.

The research of Perlmutter and Edström and Galbraith suggested that in-
ternational HRM was not just a question of sending expatriates abroad and put-
ting the right person in the right place in foreign environments, important
though these tasks may be. Their ideas provided a framework for understand-
ing the role of HRM in the strategic and organizational development of the
multinational corporation. However, until the early 1990s, the focus of manage-
ment attention, at least in the US, was on the home market problems of restruc-
turing and reengineering. And most of the research (and indeed business school
teaching) in international HRM remained heavily functional in its orientation,
focused on managing expatriate and international assignments.

Accelerating global competition in the 1990s was to change that, as the seeds
of another important idea were sown—that the competitive advantage of a
global corporation lies in its ability to simultaneously balance the forces of local
responsiveness and global integration while at the same time learning across its
geographic and other boundaries.73

ENTER GLOBALIZATION

By the end of the 1980s, the traditional distinction between domestic and multi-
national companies had started to become blurred. International competition
was no longer the preserve of industrial giants; it was affecting everybody’s
business. Statistics from the 1960s show that only 6 percent of the US economy
was exposed to international competition. By the late 1980s, the corresponding
figure was over 70 percent and climbing fast.74

In 1985, Hedlund had noted, “A radical view concerning globality is that we
are witnessing the disappearance of the international dimension of business.
For commercial and practical purposes, nations do not exist and the relevant
business arena becomes something like a big unified ‘home market.’”75 By the
early 1990s, this was no longer a “radical” view.

Globalization surfaced as the new buzzword at the beginning of the 1990s—
see the box “The Meaning of Globalization.” Many of the ingredients of global-
ization had actually been around for several decades. The steady dismantling of
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trade barriers in Western Europe and in North and South America, the increasing
availability of global capital, advances in computing and communications tech-
nology, the progressive convergence of consumer tastes, and, in particular, the
universal demand for industrial products had all been under way for some time.
What made a difference was that these trends now reached a threshold where
they became mutually reinforcing.
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The Meaning of Globalization

Globalization has different meanings to differ-
ent people, often with strong positive or neg-
ative emotional overtones. For many people
it implies that we are becoming all alike—
globalization stands for convergence or ho-
mogenization. This was the first popular use
of the term, spurred by the views of media
giant Marshall McCluhan 40 years ago. If
globalization did indeed mean homogeniza-
tion, most of us would resist since it would
imply loss of heritage and identity.

Indeed, globalization has a variety of
negative meanings for various social groups,
including many activist organizations, linked
together under the “antiglobalization” um-
brella. Some protest again the negative conse-
quences for the environment, others are
opposed to what they see as Americanization or
the supremacy of the free market system, while
many are against the political power of the
multinational corporations, placing the rights
of investors over citizens and individuals.

But there is an alternative view of
globalization—as a source of new opportuni-
ties and increasing choice: more sources of
information, widening markets for talent from
anywhere, better quality and selection of prod-
ucts for consumers (often at lower prices), rich
influence of other cultures.

Take access to international food as an ex-
ample. In most large cities around the world
we have access to an ever greater choice of

food—French, Japanese, Thai, Mexican, In-
dian, Italian, Chinese. . . . We choose what we
eat, and we enjoy having the diversity of
choice. But we do not live in a single global
village, so while sushi is everywhere in
California, California sushi is quite different
from sushi in Japan.

In this context, what many economists
and political scientists mean by globalization
is an increasing interdependence and inter-
connectedness. That is the sense in which
we employ the term globalization in this
book. We live in villages of different sizes and
design that are, despite their differences, in-
creasingly connected.

“Globalization, global integration is a
widening, deepening and speeding up of
interconnectedness in all aspects of contem-
porary life from the cultural to the criminal,
the financial to the spiritual.”76 Events in
the housing market of the US have powerful
consequences for an industrial firm in
Frankfurt or a retailer in Ho Chi Minh City. To
meet global competition, Toyota no longer
makes a whole car in a single location—it
might make the front traction in China and the
engine in Japan, and carry out final assembly
close to the customer. Operations in the
integrated multinational are separate but
interdependent.

So when people use the word “globaliza-
tion,” check out first what they mean by it.



First of all, economic barriers such as national borders became less relevant
(but not irrelevant!) as governments dismantled the barriers to trade and invest-
ment that once segmented the world economy. At the same time, widespread
deregulation and privatization opened new opportunities for international busi-
ness in both developing and developed countries. The multinational domain,
long associated with the industrial company, was shifting to the service sector,
which by the mid-1990s represented over half of total world FDI.77 Problems of
distance and time zones were further smoothed away as communication by fax
gave way to e-mail and fixed phone networks to wireless mobile technology.

Globalization was further stimulated by the inevitable but still unexpected
fall of communism in Russia and Eastern Europe. Together with China’s adop-
tion of market-oriented policies, huge new opportunities were opened to inter-
national business as most of the world was drawn into the integrated global
economy. Back in the 1970s, world trade was already growing nearly 20 percent
faster per annum than world output. This intensified in the 1980s, with world
trade growing 60 percent faster than world output, and global FDI increasing
even faster than trade. That period also saw the US share of world FDI decline
from 50 to 26 percent, bringing it much more in line with the weight of the US
in the world economy. Meanwhile Japan, with a strong international rather than
domestic focus, increased its share of world FDI from 1 to 20 percent during the
period 1967–1990.

International business was not just growing in volume; it was also changing
in form. Much of the early theorizing depicted a step-by-step progression to
international status, as mentioned earlier.78 By the late 1980s, many companies
were learning how to grow through various types of alliances, including
international licensing agreements, cross-border R&D partnerships, interna-
tional consortia such as Airbus, and the joint ventures that were increasingly
used to expand quickly into emerging markets. The creation of the Single Euro-
pean Market in 1992, which then became the European Union, triggered an un-
precedented wave of cross-border mergers and acquisitions that continue to
accelerate in frequency and size.

Multinationals increasingly located different elements of their value-adding
activities in different parts of the world. Formerly hierarchical companies with
clean-cut boundaries were giving way to complex arrangements and configu-
rations, often fluctuating over time. The new buzzword from GE was “the
boundaryless organization.”79 With increasing cross-border project work and
mobility, the image of an organization as a network was rapidly becoming as ac-
curate as that of hierarchy. For example, a European pharmaceutical corporation
could have international R&D partnerships with competitors in the US and
manufacturing joint ventures with local partners in China, where it also out-
sourced sales of generic products to a firm strong in distribution. The new
arrangements meant that companies might cooperate along some segments of
the value chain and compete along others.

Another characteristic of the emerging competitive environment was the
breakdown of historic sources of strategic advantage, leading to the search for
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new ways to compete. Traditionally, the only distant resources that multina-
tionals sought were raw materials or cheap labor. Everything else was at home:
sources of leading-edge technology and finance, world-class suppliers, pressure-
cooker competition, the most sophisticated customers, and the best intelligence
on future trends.80 The home base advantage was so strong that multinationals
could maintain their competitiveness while they gradually learned to adapt
their offerings to fit better with local needs (thus supporting an incremental
approach to international expansion).

Global competition was now dispersing some of these capabilities around
the world. India, for example, developed its software industry using a low-cost
strategy as a means of entry, but then quickly climbed the value chain, just as
Japan had done previously in the automobile industry. The implication of such
developments was that multinational firms, especially US firms, could no longer
assume that all the capabilities deemed strategic were available close to home.

With the erosion of traditional sources of competitive advantage, multina-
tionals needed to change their perspective. To compete successfully, they had to
do more than exploit scale economies or arbitrage imperfections in the world’s
markets for goods, labor, and capital. Toward the end of the 1980s, a new way
of thinking about the multinational corporation came out of studies of how
organizations were responding to these challenges. The concept of the transna-
tional organization was born.

The Roadmap for Managing Globalization

If there is a single perspective that has shaped the context for our understand-
ing of the multinational corporation and its HRM implications, it is Bartlett and
Ghoshal’s research on the transnational organization.81 To this we can add
Hedlund’s related concept of heterarchy and Doz and Prahalad’s studies on the
multi-focal organization, all of which have origins in Perlmutter’s geocentric
organization.82 We will be referring frequently to their findings and concepts in
this book, for all of these strategy and management researchers grew to believe
that people management is perhaps the single most critical domain for the
multinational firm. None of them had any interest in HRM by virtue of their
training, but all were drawn to the HRM field by findings from their research.

Doz and Prahalad began to link the fields of multinational strategy and HRM
when researching the patterns of strategic control in multinational companies.83

As they saw it, multinational firms faced one central problem: responding to a
variety of national demands while maintaining a clear and consistent global
business strategy. This tension between strong opposing forces, dubbed local re-
sponsiveness and global integration, served as a platform for much subsequent
research and came to be seen as the central challenge for the multinational com-
pany. It was captured by Sony’s “think global, act local” aphorism, also adopted
by ABB as its guiding motto.

These concepts were developed further by Bartlett and Ghoshal in their
study of nine firms in a sample of three industries (consumer electronics, branded
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packaged goods, and telephone switching) and three regions (North America,
Europe, and Japan).84 They discovered that these companies seemed to have fol-
lowed one of three internationalization paths, which they called “administrative
heritage”:

• One path emphasized responsiveness to local conditions, leading to what
they called a “multinational enterprise” and what we prefer to call multi-
domestic (we use the term multinational in its generic sense, as a firm with
operations in multiple countries). This led to a decentralized federation of
local firms led by entrepreneurs who enjoyed a high degree of strategic free-
dom and organizational autonomy. Close to their customers and with
strong links to the local infrastructure, the subsidiaries were seen almost as
indigenous companies. The strength of the multidomestic approach was lo-
cal responsiveness, and some European firms, such as Unilever and Philips,
and ITT in the United States, embodied this approach.

• A second path to internationalization was that of the “global” firm, typified
by US corporations such as Ford and Japanese enterprises such as Mat-
sushita and NEC. Since the term global as used by Bartlett and Ghoshal is
now, just like the term multinational, commonly applied to any large firm
competing globally, in this book we prefer to call such a firm the meganational
firm. Here, worldwide facilities are typically centralized in the parent coun-
try, products are standardized, and overseas operations are considered as
delivery pipelines to access international markets. The global hub maintains
tight control over strategic decisions, resources, and information. The
competitive strength of the meganational firm comes from efficiencies of
scale and cost.

• Some companies appeared to have taken a third route, a variant on the
meganational path. Like the meganational, their facilities were located at
the center. But the competitive strength of these “international” firms85 was
their ability to transfer expertise to less advanced overseas environments,
allowing local units more discretion in adapting products and services.
They were also capable of capturing learning from such local initiatives and
then transferring it back to the central R&D and marketing departments,
from where it was reexported to other foreign units. The “international” en-
terprise was thus a tightly coordinated federation of local units, controlled
by sophisticated management systems and corporate staffs. Some American
and European firms, such as Ericsson, fit this pattern, heralding the grow-
ing concern with global knowledge management.

It was apparent to Bartlett and Ghoshal that specific firms were doing well be-
cause their internationalization paths matched the requirements of their industry
closely. Consumer products required local responsiveness, so Unilever had been
thriving with its multidomestic approach, while Kao in Japan—centralized and
meganational in heritage—had hardly been able to move outside its Japanese
borders. The situation was different in consumer electronics, where the central-
ized meganational heritage of Matsushita (Panasonic and other brands) seemed
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to fit better than the more localized approaches of Philips and GE’s consumer
electronics business. And in telecommunications switching, the international
learning and transfer ability of Ericsson led its “international” strategy to dom-
inate the multidomestic and meganational strategies of its competitors.86

Perhaps the most significant of Bartlett and Ghoshal’s observations was that
accelerating global competition was changing the stakes. In all of these three in-
dustries, it was clear that the leading firms had to become more transnational
in their orientation—more locally responsive and more globally integrated and bet-
ter at sharing learning between headquarters and subsidiaries. What has been
driving this change? Increasing competition was shifting the competitive posi-
tioning of these firms from either/or to and. The challenge for Unilever (like ABB
in the opening case) was to maintain its local responsiveness, but at the same time
to increase its global efficiency by eliminating duplication and integrating man-
ufacturing. Conversely, the challenge for Matsushita was to keep the economies
of centralized product development and manufacturing, but to become more
local and responsive to differentiated niches in markets around the world.

The Transnational Solution

The defining characteristic of the transnational enterprise is its capacity to steer
between the contradictions that it confronts. As Ghoshal and Bartlett put it,

. . . managers in most worldwide companies recognize the need for simultaneously
achieving global efficiency, national responsiveness, and the ability to develop and ex-
ploit knowledge on a worldwide basis. Some, however, regard the goal as inherently un-
attainable. Perceiving irreconcilable contradictions among the three objectives, they opt
to focus on one of them, at least temporarily. The transnational company is one that over-
comes these contradictions.87

However, it is not clear that all international firms are destined to move in a
transnational direction. While all companies are forced to contend with the di-
mensions of responsiveness, efficiency, and learning, and intensified competi-
tion heightens the contradictory pressures, these features are not equally salient
in all industries. Moreover, the pressures do not apply equally to all parts of a
firm. One subsidiary may be more local in orientation, whereas another may be
tightly integrated. Even within a particular function, such as marketing, pricing
may be a local matter whereas distribution may be controlled from the center. In
HR, performance management systems may be more globally standardized,
whereas reward systems for workers may be left to local discretion. Indeed, this
differentiation is another aspect of the complexity of the transnational—one size
does not fit all.

Transnational pressures have been strongest in certain industries, such as
pharmaceuticals and automobiles, where firms must be close to local authorities
and consumers, while at the same time harnessing global efficiencies in product
development, marketing, and manufacturing. In other industries, such as steel,
paper, and printing, the pressures to be locally responsive or globally integrated
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were less strong, at least in the past. In certain environments, developing a dif-
ferentiated transnational approach would not be appropriate. Indeed, researchers
argued that “unnecessary organizational complexity in a relatively simple busi-
ness environment can be just as unproductive as unresponsive simplicity in a
complex business environment.”88

While industry characteristics influence the strategic approach of the firm89—
multidomestic, meganational, or transnational—companies also have some
degree of choice. Take the case of the brewing industry, where two neighboring
firms have taken contrasting paths. Everyone has heard of the Dutch company
Heineken through its global Heineken and Amstel brands. But how many had
heard of InBev before it acquired the iconic American Anheuser-Busch beer?
Based just across the border in Flemish-speaking Leuven in Belgium, and in
partnership with Brazilians, InBev owns over 200 brands across the world, in-
cluding Stella Artois, Bass, Labatt, Leffe, and Brahma. InBev is pushing some
global brands, but continues to invest in its large portfolio of local brands. Thus,
notwithstanding industry imperatives, different models may be equally viable
provided that there is good execution, consistency in implementation, and
alignment between HRM and competitive strategy.

In many ways, the transnational concept drew its inspiration from the con-
cept of the matrix. But transnational is neither a particular organizational form
nor a specific strategic posture. Rather it is an “organizational model,” a “man-
agement mentality,” and a “philosophy.”90 The transnational challenge is there-
fore to create balanced perspectives91 or a “matrix in the mind of managers.”92

Ghoshal and Bartlett argue that the role of top management in the transna-
tional is now less about managing strategy, structure, and systems than it was
in the past. Structure cannot cope with the complexity, while strategic initiatives
come increasingly from the entrepreneurial activities of local businesses around
the globe rather than from the center. The challenge for senior management is
instead to build a common sense of purpose that will guide local strategic ini-
tiatives, to coordinate through a portfolio of processes rather than via hierarchical
structure, and to shape people’s attitudes across the globe.93

The early research on the transnational enterprise focused on one major
contradiction, local versus global. Researchers then began to examine this ten-
sion as it appeared in different functions within multinationals, including
HRM.94 Clearly, a relevant question was the extent to which HR policies and
practices should be adapted to fit not only the local cultural context but also lo-
cal institutional rules, regulations, and norms. If the multinational decentralized
the responsibility for HRM and adapted practices to the local environment, it
could suffer from a lack of global or regional scale advantages within the HR
function, forgo the possibilities of interunit learning within the corporation, and
fail to use HRM effectively to enhance coordination. A failure to address issues
related to corporate social responsibility in a globally consistent manner could
also cost the company dearly. Siemens experienced this when a corruption scan-
dal erupted in 2007, as did Nike, severely criticized for not having tightly su-
pervised labor practices across its global network of suppliers.
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In another stream of research that followed Bartlett and Ghoshal’s initial
work on transnational organizations, emphasis was put on the ability of multi-
nationals to identify and transfer ideas from a foreign unit to other parts of the
corporation and to leverage capabilities on a global scale. The box “From Tai-
wanese Fishermen to a Global Market Opportunity” illustrates the advantages
of learning locally.

Capabilities and Knowledge as Sources of Competitiveness

Today, management, strategy, and international business scholars are increas-
ingly focused on capabilities and knowledge as drivers of competitive advantage.
A core organizational capability (or core competence) is a firm-specific bundling
of technical systems, people skills, and cultural values.95 To the extent that they
are firm-specific, such organizational capabilities are difficult to imitate because
of the complex configuration of the various elements. The capabilities can there-
fore be a major source of competitive advantage (although their very success can
also create dangerous rigidities).

The distinguishing feature of a capability is the integration of skills, technolo-
gies, systems, managerial behaviors, and work values. For example, FedEx has
a core competence in package routing and delivery. This rests on the integration
of barcode technology, mobile communications, systems using linear program-
ming, network management, and other skills.96 The capability of INSEAD or IMD
in executive education depends on faculty know-how integrated with program
design skills, marketing, relationships with clients, the competence and attitude
of support staff, reward systems, and a host of other interwoven factors that
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From Taiwanese Fishermen to a Global Market Opportunity

A story often told at Nokia, the Finnish mobile
phone manufacturer, communicates clearly
the transnational spirit and what it means to
be both local and global.

When product penetration by mobile
phones was still fairly low, a Nokia sales man-
ager, on holiday in Taiwan, noticed that the
local fishermen all carried mobile phones. It
dawned on him that this might be the tip of a
neglected market. Perhaps the greatest potential
for the firm’s products was not sophisticated
urbanites, as the central marketing people
thought, but rather people in remote areas
where the cost of laying a network of telephone

cables was prohibitive (or impossible, in the
case of fishermen).

The Taiwanese fishermen themselves did
not represent much of a marketing opportu-
nity. The strategy makes sense only on a larger
scale, if the company focuses on clusters of
users with similar needs scattered interna-
tionally. It is therefore a good example of the
transnational challenge. The company has to
be sensitive to local needs in order to spot
such opportunities in the first place; but then
it needs to be global in order to exploit the
opportunity across all sorts of potential
markets.



have evolved over the years. We will return to this concept extensively in the
following chapter.

Another crucial source of competitive advantage comes from the firm’s abil-
ity to create, transfer, and integrate knowledge. At the heart of the surge of aca-
demic and corporate interest in management of knowledge lies the distinction
between explicit and tacit knowledge. The former is knowledge that you know
that you have, and in organizations explicit knowledge is often codified in texts
and manuals. The latter is personal, built on intuition acquired through years of
experience and hard to formalize and communicate to others. One of the main ap-
proaches to knowledge management is to build collections of explicit knowledge
(on customer contacts, presentation overheads, etc.) using software systems, and
to make that knowledge available via an intranet. Another approach is to focus on
building connections or contacts between people in the organization that can be
used to transfer tacit knowledge.97 Many professional firms have gone down this
route, for instance by creating yellow page directories or internal “Facebook” plat-
forms that allow consultants to find individuals who have relevant experience
and encouraging the development of informal relationships among people inter-
ested in a certain topic area.98 In a world where the retention of people is more dif-
ficult, it is particularly important to retain and transfer their knowledge.

Kogut and Zander have argued cogently that the source of advantage for
multinational firms is this ability to transfer and recombine knowledge across
borders.99 Corporations that do not have the capacity to do this well will in-
evitably run into problems and will be defeated by those who can.

It should be added that these ideas about the source of competitive advan-
tage are related to the resource-based perspective of the firm, which views it as a
bundle of tangible and intangible resources. If such resources are valuable to the
customer, rare, difficult to purchase or imitate, and effectively exploited, then
they can provide a basis for superior economic performance that may be sus-
tained over time. This view quickly attracted the attention of HRM scholars
because its broad definition of resources could be applied to HRM-related ca-
pabilities, such as training and development, teamwork, and culture. Resource-
based theory helped to reinforce the interrelationship between HRM and strategy.
It provided a direct conceptual link between an organization’s more behavioral
and social attributes and its ability to gain a competitive advantage. This influ-
ential view, based largely on research on multinational corporations, has con-
tinued to play an important role in current strategy and HRM thinking.

Toward a Flat World?

The process of globalization has continued in the new century. In his influential
book The World is Flat, Thomas Friedman suggests that the world has become
“flat.”100 He argues that 10 “flatteners” (see Table 1–2) have produced a more
level competitive playing field for individuals, groups, and companies from all
parts of a shrinking world. While the process of globalization was previously
driven mostly by countries and then by corporations striving to expand their
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TABLE 1–2. Friedman’s 10 Forces That Flattened the World

Flattener 1: The collapse of the Berlin Wall on November 9, 1989,
11/9/89 marked the end of the Cold War, allowing countries from

the other side of the Wall to join the world economy.

Flattener 2: The Internet (symbolized by Netscape going public on
8/9/95 August 9, 1995) has become accessible to everyone,

enabling people to communicate digital information
around the world.

Flattener 3: Machines interact and individuals from anywhere 
Work-flow software collaborate on the same digital content.

Flattener 4 : The ability of individuals (and communities) to 
Open-sourcing collaborate on projects online—examples include 

open-source software, blogs, and Wikipedia.

Flattener 5: Parts of companies’ value chains are handled by other
Outsourcing firms (often in lower-cost countries) that can handle them

more efficiently.

Flattener 6: Firms relocate parts of their activities to lower-cost
Offshoring locations to reduce costs.

Flattener 7: Global streamlining and optimization of companies’ total 
Supply-chaining supply chains.

Flattener 8: Company employees perform services, such as product
Insourcing repairs, for other firms.

Flattener 9: Rapid and wide search for information through Google
In-forming and similar search engines.

Flattener 10: Personal digital devices, like mobile phones, personal 
The steroids assistants, and voice-over-Internet protocol (VoIP).

Source: T.L. Friedman, The World Is Flat: A Brief History of the Twenty-First Century (New York: Farrar, Straus and

Giroux, 2005).

influence and integrate their activities, what Friedman calls “Globalization 3.0”
is driven more by the ability of individuals, groups, and firms to collaborate and
compete internationally using the tools of the increasingly virtual world—
personal computers, broadband communications, and work-flow software.
Developments in communications and transportation led to step changes in
internationalization in the past. As the digital revolution becomes accessible to
all across the globe, this is happening all over again today.

The forces described by Friedman have contributed to many of the changes
in the world economy that we have seen during the last 10 years. China has con-
sistently attracted large amounts of FDI as it has become the factory for the
world,101 while India has become an incubator of new multinationals in global
businesses that did not even exist 10 or 15 years ago, such as IT support and
process outsourcing contracts.



Even with the world deeply in recession as the first decade of the 21st
century draws to a close, multinationals from high-growth developing and
emerging markets have become major global investors. Large international
acquisitions by firms like Tata Steel from India, which bought the Anglo-Dutch
group Corus, among others, and CEMEX from Mexico, the world’s largest
building material company, have transformed industries that were traditionally
dominated by firms from developed countries. The shift away from countries
such as the US and Japan dominating lists of the world’s largest companies is
clear. Out of the world’s 500 largest corporations, the US lost 26 of its 177 spots
between 1999 and 2008 and Japan no fewer than 55 of its 81. The winners were
emerging countries like China (from 10 to 29), South Korea (12 → 14), India
(1→ 7), Taiwan (1 → 6), Mexico (2 → 5), Brazil (3 → 5), and Russia (2 → 5).102

Have these developments reduced the challenges of addressing people
management in multinationals? Our answer is an emphatic no. Multinational
firms still face complex questions of how to enhance global coordination; how
to pursue both global efficiency and local responsiveness in their operations;
and how to achieve successful global exploitation of existing competencies
while also exploring new knowledge and innovations. As we will argue
throughout this book, people management is an integrated part of how multi-
nationals can deal with these issues. In today’s economy, international HRM is
increasingly a global challenge for multinationals from all parts of the world.

THE EVOLUTION OF INTERNATIONAL HRM

Looking back over time, we can detect waves of alternating theories and ideologies
in the management of people (see the box “The Pendulum of Management
Thought” earlier in this chapter). These swings reflect an underlying tension
whereby the organization is sometimes viewed as a “community,” where people
are team members and assets, and sometimes as a “market,” in which people are
resources.103 On one side, we have the soft rhetoric of industrial betterment, human
relations, and organizational culture, which emphasize normative control, arguing
that organizations are collectives held together by shared values and moral in-
volvement and that control can be exercised by shaping the identities and attitudes
of workers. On the other side, we find ideas that focus on the hard rhetoric of ra-
tionalism and productivity improvement, applying methods and systems to indi-
viduals who are assumed to have an instrumental rather than affective orientation
to work—scientific management, systems rationalism, and reengineering. Today
powerful computer-based applications for connecting people in global networks
go hand in hand with a renewed emphasis on shared corporate values.104

As we have seen, the challenges of foreign assignments, adapting people
management practices to foreign situations, and coordinating and controlling
distant operations have existed since antiquity. It is only during the last 50 years
that specialized personnel managers have begun to assume a responsibility for
these tasks. With the acceleration of globalization, these and other international
HRM issues have developed into a central competitive challenge (see Table 1–3,

The Evolution of International HRM 31



32 CHAPTER 1: The Challenges of International Human Resource Management

TABLE 1–3. From Personnel Welfare to International HRM

Developments in 
People Focus

Dates International Business Practice Theory

1870s Early manufacturing Welfare programs—first Industrial betterment
FDI experiments with improving 

working conditions, training 
schemes, and common wage policies.

1900s Appointment of welfare (or social)
secretaries to handle grievances, 
manage workers’ transfers, run the sick 
room, provide recreation/education.

1910s The golden age of Time-and-motion studies, fatigue studies, Scientific management
international business job analysis, and wage administration 

emerge as new tasks for the employment 
manager.

1920s International cartels Employment policy setting is 
increasingly centralized in a staff function 
responsible for hiring and firing, keeping 
performance records, and handling 
disciplinary problems.

1930s Multidivisional Replicating the protective structures Human relations
organizations proposed by labor unions through 

due process, disciplinary procedures, 
and complaint systems. Counseling and 
interviews are established as a staple 
ingredient of personnel practice.

1950s US companies Manpower planning is introduced. 
expand abroad The recruitment, testing, and assignment 

of employees become more systematic 
with a wide battery of practices spilling 
over from wartime experience.

1960s Focus in US on An increased focus on leadership Systems thinking about
1970s expatriation; matrix development. Managers expect careers, organization

structures and staff not just jobs. Succession planning and 
bureaucracies expatriation policies are developed.

HRM becomes the umbrella for 
flourishing people management 
initiatives.

1980s US faces stronger HR planning grows and dies. Strategic HRM; 
competition from Involvement with corporate organization culture
Japan and Europe; restructuring, managing layoffs,
rationalization and outplacement. Greater attention
and consolidation to talent development.
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Developments in 
People Focus

Dates International Business Practice Theory

1990s Globalization Greater localization. Growing Resource-based view of
awareness of the role of HRM in the firm; the concept of 
providing corporate cohesion. the transnational 
Global leadership development 
becomes vital. Attention to alliances 
and cross-boundary merger integration. 
Focus on developing human capital 
leads to interest in social capital, 
supporting innovation and knowledge 
management.

2000s The growth of Competitive advantage through speed Social capital; tension,
multinationals from and adaptation, differentiation rather paradox, and duality
emerging markets than imitation. Increasing emphasis  on 

global knowledge management. IT/
Internet-based solutions and outsourcing
drive reengineering of HR practices 
and processes. Increased global reach of 
the HR function. Social architecture 
becomes the frontier challenge for HRM.

which traces the developments in practice and theory over the last 140 years).
As Floris Maljers, former cochairman of Unilever, put it, “Limited human
resources—not unreliable or inadequate sources of capital—have become the
biggest constraint in most globalization efforts.”105 Many scholars studying the
multinational firm today, whatever their discipline or background, would agree.

The centrality of these HRM issues has increased over time. For example, as the
bottom-line consequences became more visible, concern over expatriation broad-
ened to include the understanding that it was not just about sending managers
abroad but also about helping expatriates to be successful in their roles and future
careers. The scope of expatriation has changed—today expatriates come not only
from the multinational’s home country but also from other, third countries. Local-
ization of staff in foreign units became a new imperative, leading to the complex
task of tracking and developing a global talent pool. As globalization started to have
an impact on local operations, for example in China, it also became clear that even
local executives need to have international experience. Challenges of knowledge
and innovation management and implementation problems in the number of in-
ternational ventures, alliances and cross-border mergers, and acquisitions further
highlighted how HRM influences the success of internationalization strategies.

As the ABB case illustrated, the failure of structural solutions to address the
problems of coordination and control led to an increased focus on how HR prac-
tices might assist in providing cohesion to the multinational firm. HRM and
strategy came together in the transnational concept that helped to dissolve
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many of the traditional boundaries in organizational thinking. Today, the strate-
gic importance of international HRM is widely recognized.106

The increasing centrality of international HRM issues has blurred the
boundaries between this domain of academic study and others. Once no more
than an appendix to the field of personnel/HR management, international HRM
has become a lens for the study of the multinational enterprise, the form of orga-
nization that dominates the world economy. Understanding the complex chal-
lenges facing today’s global organizations calls for interdisciplinary work with
scholars of strategy, institutional economics, organization, cross-cultural man-
agement, leadership, change management, organizational culture, and others.

While this book draws on many different theoretical perspectives from mul-
tiple disciplines on issues related to international HRM, as we have seen in this
chapter, and as we shall see throughout the book, the last perspective is proba-
bly the most critical for understanding the multinational corporation in general
and the international HRM area in particular. The manager experiences this du-
ality perspective as a paradox or contradiction, and as the need for balance in
response to the tension created by opposites. This view is at the heart of Bartlett
and Ghoshal’s notion of the transnational, and is discussed by other writers on
strategic HRM in multinational enterprises.107 The tension between pursuing local
adaptation, seeking global efficiency through scale advantages, and exploiting
disparities between national (labor) markets is also dominant in Ghemawat’s
recent influential work on global strategy.108 We will be developing this idea fur-
ther in the next chapter, where we look at the different faces of human resource
management in the international firm.

OUTLINE OF THIS BOOK

Having set the stage here, in Chapter 2 we develop the conceptual framework
that underlines the book. We examine the relationship between strategy,
organizational capabilities, and HRM, and we present the HR Wheel used
to map the domain of human resource management. Chapter 2 also outlines dif-
ferent stages of HRM in multinational firms: the builder, the change partner, and
the navigator who steers through the dualities of international management.

The next two chapters review the globalization strategies of local respon-
siveness and global integration in depth. Chapter 3 addresses the HRM implica-
tions for firms that emphasize local responsiveness, discussing how multinational
firms are under pressure to respond to the local cultural, institutional, and social
environment. Chapter 4 focuses on the strategy of global integration. The
chapter discusses the organizational control tools needed to achieve advantages
of global scale and scope and examines in detail the challenges of managing
expatriation. The control and coordination mechanisms used in multinational
enterprises are discussed in this and several subsequent chapters. Table 1–4
presents these mechanisms and shows where they are discussed in the book.

We then look at the different methods of coordination. Structural coordina-
tion mechanisms examined in Chapter 5 include multidimensional structures,
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TABLE 1–4. Control and Coordination Mechanisms

Where Discussed 
Control Mechanism Explanation (Chapters)

Personal Centralized decision making and 4, 5
monitoring by headquarters 
management and expatriates

Formal Standardization and formalization 4, 5
of rules and processes

Output Performance measurement 4, 9

Normative Specification and diffusion 4, 6
of shared values, beliefs, and norms

Coordination Where Discussed 
Mechanism Explanation (Chapters)

Structural Multidimensional structures, lateral 5
governance mechanisms, global teams

Social Shared values, beliefs, and norms; 6
global mind-sets; social capital

Process

• Talent Processes for attracting, assessing, 7, 8
management selecting, developing, and 

retaining talent

• Performance Processes for establishing 9
management performance criteria and goals, 

for following them up, and for 
providing rewards based on performance

• Knowledge and Processes for enhancing knowledge 10
innovation acquisition and sharing, innovations
management

cross-boundary teams, cross-boundary roles and steering groups, and virtual
teams. Social coordination mechanisms of social capital, shared values, and
global mindset are discussed in Chapter 6. Four chapters (Chapters 7–10) deal
with key processes in international HRM: talent acquisition and retention, talent
development, performance management (including compensation), and knowl-
edge and innovation management.

Subsequently we examine three complex people management challenges in
global firms: facilitating change through HRM, managing alliances and joint
ventures, and cross-border merger and acquisition integration. Chapter 11 ad-
dresses one of the most salient emerging domains in international HRM: how to
plan and implement large, complex processes of change. Chapters 12 and 13



deal with the critical HRM issues in alliances and acquisitions that complement
organic strategies for international growth.

The final chapter addresses the implications of recent and future develop-
ments for HR professionals in multinational firms.

The focus of this book is explicitly on international HRM in large complex
multinational firms rather than small or medium-sized enterprises, although a
number of issues that we will cover are of direct relevance for a broad spectrum
of firms. We will present examples from firms drawn from all regions of the
world, including eBay, GE, IBM, and Procter & Gamble from the US, Toyota
from Japan, Haier from China, leading European multinationals like ABB, Nokia,
and Shell, and companies without nationalities such as Schlumberger or Arcelor-
Mittal. Each chapter starts with a short case, highlighting the issues that we will
discuss.

As the HR contributions to internationalization increase in importance, the
boundaries between the HR function and line management become blurred, as
do the boundaries with other management functions, such as strategic plan-
ning, information technology, marketing, corporate communication, and oper-
ations. Throughout this book, we will be taking a broad managerial perspective,
addressing “the manager,” regardless of whether that manager works as a line
or general manager or as a professional in the HR function. However, from time
to time, we will also address challenges (and their implications) that are specific
to HR in most firms. The convention that we use is to refer to “HR” whenever
we mean the functional domain, and “HR practices” when referring to corpo-
rate practices for managing people for which the HR function is at least partly
responsible. When we talk about human resource management, or HRM, we are
adopting a generalist perspective.

TAKEAWAYS

1. To know why international business evolved in the way it did, we need to
understand how our predecessors resolved dilemmas such as exercising
control from afar before modern transport and communication were
developed.

2. Industrialization drove both internationalization and the evolution of
personnel management. World War I had a negative impact on
internationalization but a stimulating effect on personnel practices.

3. With the emergence of the modern multinational in the expansion years
after World War II, the first international personnel units were set up to
manage international assignments. Until the 1990s, expatriation was the
dominant focus.

4. Increasing geographical spread allied to growing product ranges led some
multinationals to adopt the matrix, a big conceptual advance but a
structural solution that is very difficult to manage.
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5. In most firms, the headquarter bureaucracies grew to cope with the
increasingly complex problems of international coordination and control.
With increased global competition, these bureaucracies became too costly
to maintain.

6. The emergence of the Japanese challenge represented a shock for Western
managers, leading to the realization that there were actually “two best
ways”—and if there were two best ways, then there might be more.

7. International firms have always muddled through dilemmas and
contradictions, often in a pendulum fashion. These contradictions became
apparent as firms were pushed to be responsive to local needs and globally
integrated at the same time. Such contradictions are the hallmark of the
transnational organization.

8. All multinationals face transnational pressures, but not with equal force.
Firms started to realize that HRM could help them combine local
autonomy with a high degree of global coordination.

9. As more emphasis was placed on capabilities and management of
knowledge as sources of competitiveness and the resource-based
perspective on strategy took hold, HRM came to be seen more and more as
one of the keys to building sustainable competitive advantage.

10. The complexity of issues in the international HRM domain requires us to
take an interdisciplinary perspective.
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CHAPTER 2

Human Resource
Management in the
International Firm: 

The Framework

Lincoln Electric Ventures Abroad

The 110-year-old Ohio-based Lincoln Electric Company has long been a favorite
case used by business schools to show how human resource management can
contribute to sustainable business performance. The largest manufacturer of
welding equipment in the world, Lincoln motivates its American employees
through a distinctive compensation system and a culture of cooperation between
management and labor, based on one of the founders’ fervent beliefs in self-reliance,
the necessity of competition for human progress, and egalitarian treatment of
managers and employees. Introduced by family management in the 1930s, the
incentive system is based on piece rates and an annual bonus linked to profits that
can amount to over half of employees’ income. To determine the bonus, production
employees are appraised on four criteria: output, quality, dependability, and
ideas/cooperation.

Abroad, Lincoln Electric invested successfully in Canada (1925), Australia (1938),
and France (1955), but until the late 1980s the firm still focused mostly on its do-
mestic market. The company had enjoyed unrivaled and much-acclaimed growth
and prosperity, driving its domestic competitors (including GE) out of the business.
Led by a management team that had never worked outside the United States, the
firm then decided on a bold strategy for internationalization, spending the equiva-
lent of over half its sales on building greenfield plants in Japan and Latin America,
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and on 19 acquisitions in various European countries and Mexico.1 Tremendous op-
portunities were envisaged to leverage Lincoln’s manufacturing expertise and HRM
system internationally, implementing its motivational and incentive system, which
already worked well in France and other foreign operations. Combining the most
productive and low-cost manufacturing operation with high quality, Lincoln
seemed destined to dominate the global market.

The rapid international expansion turned out to be a disaster. Lacking managers
with international experience, the firm was forced to rely on acquired managers who
were not familiar with Lincoln’s culture and who wanted to maintain their own au-
tonomy. The only new country where its incentive system and culture took gradual
hold was Mexico. In most of Europe and Japan, where piece-rate payments are
viewed with deep suspicion, Lincoln’s approach was rejected. In Germany, with its
35-hour workweek, employees would not agree to working nearly 50 hours when
necessary, as they did in the US. The tight link between sales and manufacturing—
another pillar of Lincoln’s success—disintegrated, and inventory ballooned while
sales stagnated in the recession of the early 1990s. To fix the problem, senior
managers with strong international track records were recruited from outside
the company. A new team then sold off or restructured most of its international
acquisitions.

Lincoln’s failure was the consequence of poor transfer of HRM practices abroad,
in spite of the phenomenal success of its approach at home. When Lincoln again ex-
panded its international operations in the late 1990s, it kept the expensive lessons
from its previous internationalization attempt in mind. The company relied more on
joint ventures and alliances and, if necessary, adapted its management approach to
fit local conditions. It also gradually built a cadre of managers with international ex-
perience who were transferred to the foreign units. In 2008, the company again en-
joyed record sales and profits, with 40 percent of sales stemming from its expanding
foreign operations. However, in spite of the significant progress made, Lincoln still
experienced challenges in managing people in its overseas units. For instance, in
China it continued to struggle to find, develop, and retain talented local profession-
als and managers.2
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OVERVIEW

In this chapter, we lay out the conceptual framework that underlies this book.
We start with a central question: How does human resource management add
value in international firms?

HRM can contribute most significantly to firm performance when HR prac-
tices support the organizational capabilities that allow the company to compete
successfully. Lincoln’s major capabilities in the US were the extremely high pro-
ductivity of its workforce and the consistent high quality of its products. Equally
important was the firm’s high level of operational flexibility as US employees’
pay was tied to firm performance and the workers agreed to adjust their working
hours to meet market demands. These organizational capabilities helped create



superior value for customers, and were difficult for Lincoln’s competitors to
copy. In short, the HR practices in Lincoln’s US operations helped build and
support the firm’s capabilities.

Business strategy and the creation of distinct organizational capabilities are the
core of our conceptualization of HRM and its role in the multinational corporation.
Building on this core, we will review the HRM domain consisting of a number of
key elements that we represent as different parts of an HR Wheel. These include
guiding principles for HRM decision making, the development and implementa-
tion of HR practices in different parts of the corporation, the roles of the HR func-
tion of the firm, and HR outcomes that contribute to value creation in the enterprise.

In our discussion of HRM we distinguish between three different stages and
the related roles. In the first stage the metaphor is that of a builder who puts ba-
sic HRM foundations in place. This is not only a question of developing indi-
vidual HR practices such as compensation and development—consistency
between HR practices and the work organization is also crucial. Consistency is
Lincoln’s strength in the United States. The finely tuned interrelationship of the
firm’s organizational practices contributed more to its performance than its in-
centive system—coherence that was lost when Lincoln moved abroad.

Over time, builders may become administrative custodians, and this can be-
come a challenge in the second stage of HRM, which we describe with the
change partner metaphor. Markets, technologies, and competitive conditions all
change with time, as does firm strategy. At this stage, HRM’s contribution to
performance is to facilitate organizational realignment in order to respond to
changes in the external environment and strategy. Moreover, as firms develop
their international activities, there are particular challenges in finding a balance
between pressure to adapt HRM practices locally while maintaining consistency
across locations and units. This is a complex and less understood process, at
least from the HR perspective.

As the need for change speeds up, it is necessary for HRM to anticipate the
future. There is a dualistic pattern in changes facing the global organization re-
flecting the tension between opposing forces—for example, between local adap-
tation and global integration, centralization and decentralization, and between
evolutionary progress, focused on exploiting resources, and revolutionary
change, focused on developing new resources. The third stage of HRM, and the
final topic of this chapter, puts the emphasis on steering through these dualities—
the navigator role. This aspect of HRM is particularly important for the transna-
tional organization, defined by the contradictions that it confronts.

BUSINESS STRATEGY AND ORGANIZATIONAL CAPABILITIES

Strategy has to do with making forward-looking choices under conditions of
uncertainty—choices about which parts of the value chain the firm will focus
on, what it will develop and do in-house rather than buy in from outside, 
the geographical markets it will serve, and myriad other choices that are
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important for the long-term direction of the firm. Strategic management is a
broader term, encompassing the process of deciding on strategy as well as its
implementation.

Since the inception of the field of strategic management in the 1960s its main
preoccupation has been with the question of why some firms are more success-
ful than others. Initially, little attention was paid to the role played by human
resources. During the 1980s, strategy meant competitive positioning based on
the analysis of industry characteristics.3 But it soon became clear that having the
right strategy is not enough; what also matters is the capacity to execute that
strategy. Execution is to a greater or lesser extent always a question of people—
having the right leaders to implement the strategy; training and coaching peo-
ple in the new skills and behaviors that are required; realigning performance
management and rewards to the new strategy; and all the challenges of manag-
ing major change. The initial focus of strategic human resource management
was on strategy implementation.

Strategy implementation is closely associated with the management of
change and realignment (which we review briefly later in this chapter). The
resource-based view of the firm that came into prominence in the early 1990s
provided a different and complementary view, shifting the focus to sustainable
performance and turning the spotlight even more on the firm’s internal resources.
To achieve superior, long-term economic performance, Barney proposed that the
organization’s resources should be valuable to the customer, rare, and difficult to
purchase or imitate.4

Today, this view is widely accepted in the field of strategic management, where
human resources and other intangible resources, like organizational culture and
reputation, have moved squarely to the center of the debate about why some firms
are more successful than others. Not surprisingly, HR scholars have also widely en-
dorsed the resource-based view of the firm as a theoretical foundation for their
work, arguing that the firm’s pool of human resources as well as its processes for
managing them can constitute bases for sustainable competitive advantage.5 They
must also be intimately linked to the firm’s business model and strategy.

However, in practice, linking HR (and other organizational) processes with
business strategy has proven difficult. Many different HR strategies can support
a particular business strategy. How can the firm make the right choices about
the policies and practices needed to implement the strategy? This question can
be resolved by focusing on the features of the organization that support the busi-
ness strategy—the kind of activities and processes at which the firm should
excel, bringing us to the concept of organizational capabilities.

Organizational Capabilities

A formal definition of organizational capability is “the ability to perform repeat-
edly a productive task which relates to a firm’s capacity for creating value through
effecting the transformation of input to output.”6 In short, organizational
capabilities refer to the firm’s ability to combine and leverage its resources to
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bring about a desired end.7 3M’s long-term track record in innovation, Toyota’s
continuous improvement process in manufacturing, and the ability of Southwest
Airlines to deliver excellent customer experiences at a low price are examples of
such capabilities.8 Not all companies compete through organizational capabilities,
but those who do generally earn higher returns because their competitive ad-
vantage is more sustainable. From this perspective, the HRM elements of an or-
ganizational capability are closely linked to strategy. 

Organizational capabilities are often difficult to unravel and thus hard to
imitate. Let’s consider the case of Lincoln. A casual observer may consider the
company’s piece-rate incentive system as driving the business model—aggressive
pay-for-performance stimulates high productivity. However, high productivity
alone does not provide sustainable differentiation. Other companies can achieve
high productivity, through automation or by outsourcing production to a low-
cost location, for example. In addition to workforce productivity, at the core of
Lincoln’s successful business model is the elasticity of its cost structure—the
ability to transform fixed costs into variable costs, essential in an environment
with high volatility of demand. Anything that HRM at Lincoln can do to con-
vert fixed costs to variable costs is given priority—so production workers are
expected to reduce their working hours in economic downturns and increase
them when demand is high.

In most cases, a firm must put in place a range of capabilities to create value,
although usually there are only a few that drive the company’s competitive ad-
vantage. These differentiating capabilities must satisfy three criteria:9

• They must create value for the customer—doing something that does not
add value to the customer, however well it is done, cannot be a source of
competitive advantage.

• The capability has to be rare and unique—if competitors have a similar
capability, it cannot be a source of competitive advantage.

• The capability has to be difficult to duplicate—otherwise it will quickly be
replicated by competitors.

It should be noted that even if a specific capability may be essential to a partic-
ular business model, it will not contribute to competitive advantage unless it
satisfies these criteria. The difference between enabling and differentiating
organizational capabilities is important. For example, in the pharmaceutical
industry, conducting R&D in strict compliance with regulatory rules is an
enabling capability, while doing it faster and more cheaply than competitors
may deliver differentiation.

Implementing Capabilities

Implementing a competitive and robust HR strategy that supports the business
requires the HR leadership to think ahead about some important questions:

• What are the essential characteristics of the business model?

• What differentiating and enabling organizational capabilities should
support the business model?
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• What behaviors and actions will be required to drive these capabilities?

• What people strategies (HR practices) would lead to these desired behaviors?

Long-term success is driven far more by consistency and coherence in answer-
ing these questions than by the quest for “best practices.” A number of firms
have tried to copy Lincoln’s compensation system, but failed. What they have
missed is that at Lincoln, the piece-rate system is only one of the tools that drive
cost flexibility and productivity. It is the unique bundling of people manage-
ment and organizational practices that produces the desired effect.

There is another even more intangible element in Lincoln’s way of imple-
menting capabilities. Piece-rate systems of pay are often associated with adver-
sarial relationships between employers and employees. However, at Lincoln,
the relationship between management and employees is characterized by a high
degree of mutual trust. Again, there are many elements to this trust. Careful at-
tention is paid to fixing the piece rates, which do not change unless there are
unusual circumstances and full consultation. The firm has a distinctive employer
brand that leads to the self-selection of people attracted by its entrepreneurial
culture and the possibility of earning generous bonuses. Without the trust that
has evolved over decades in the US plant, Lincoln’s capabilities would fall apart.
Its executives are conscious of this. When the disastrous foreign expansion led
to large corporate losses in the 1990s, Lincoln borrowed money to be able to con-
tinue to pay bonuses to its US workers since these generous bonuses were a part
of the psychological contract that existed between the workforce and the com-
pany.10 If the company had broken its side of the deal, this would have seriously
jeopardized the employees’ trust in management and destroyed the workers’
belief in what is fair—high financial rewards in return for high productivity and
flexible work practices.

Consider another highly successful US firm, Southwest Airlines. From its
launch in 1971, Southwest adopted a strategy of short point-to-point flights,
frequent departures, and low fares. The firm has been profitable every year since
its inception, in a volatile industry marked by poor profitability. Southwest’s
success is partly the outcome of a successful low-cost business model.
Southwest uses a single aircraft type, often operates from underused second-
ary airports that are free from congestion and cheaper than large international
airports, and it provides no food on board. While these characteristics may be
easy for other airlines to imitate—and many have tried—its pool of hard-
working, customer-oriented, and productive employees who turn Southwest
planes around in considerably less time than its competitors need has not been
easy to replicate.

Indeed Southwest’s management strongly believes that its real competitive
advantage lies in its employees and the customer service they provide.11 Since
its creation, Southwest has developed a unique culture, dubbed the “Southwest
Spirit,” and personified by founder and long-standing CEO Herb Kelleher. The
Southwest culture, with its emphasis on having fun at work, puts a premium on
the behavior of its employees. Through multiple rounds of interviews, the
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company rigorously screens job candidates for positive, team-oriented, and
customer-centric attitudes. The organizing principle of Southwest is teamwork
rather than specialized job descriptions, and employees are expected to “do the
right thing” (one element of the Southwest Spirit). The fact that employees own
more than 10 percent of the company’s stock keeps them aware of the impor-
tance of retaining Southwest’s outstanding record of on-time arrivals and cus-
tomer service. In short, the capability of Southwest to get planes full of repeat
customers in the air fast is supported by a set of well-aligned HR practices that
are implemented consistently across the whole organization.

The Lincoln and Southwest cases illustrate how organizational capabilities
help to sustain firm performance. Human resource practices are consistent and
have played important roles in building the differentiating capabilities of these
firms. However, these examples also raise two other points.

First, HR practices that have a positive impact on firm performance for a
particular firm with a particular business model in a particular industry may not
do so in other situations. There is no single recipe for success. For instance,
Lincoln pays its employees large bonuses based on their individual performance
while Southwest Airlines does not pay any individual bonuses, driving
motivation through a strong team and customer-oriented culture.

Second, although there is a tendency for firms in the same industry to adopt
HR practices that are relatively similar, since they are all influenced by the dom-
inant technology of the sector, companies in the same industry may also differ
in their intended organizational capabilities and how these are implemented
through HR and other practices. For instance, the workforce strategy of Ryanair—
perhaps the most successful budget airline in Europe—with its emphasis on a
contingent workforce and confrontational employee relations, could not be
more different than that of Southwest.12

Organizational Capabilities in Multinational Firms

In this book, we introduce examples from around the world of successful com-
panies that are able to outperform their competitors in part because of their peo-
ple management practices: for example, Haier in China, CEMEX in Mexico,
Lincoln Electric and Southwest Airlines in the United States, Infosys in India,
Michelin in France, Toyota in Japan. While they deploy very different HR prac-
tices, all these companies are clear about which organizational capabilities are
needed to support their business model, and they make sure that their HR prac-
tices drive the necessary actions and behaviors.

However, as these companies internationalize, the challenge they face is
how management practices that successfully support organizational capabili-
ties in one country can be adapted to another. Southwest Airlines has not yet en-
countered this issue as it only operates in the US, but the troubled journey of
Lincoln overseas shows how difficult it can be to transfer organizational capa-
bilities abroad—the underlying HR practices do not necessarily travel well to a
different environment. Lincoln Electric executives regarded their HR practices
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as a major source of competitive advantage. Yet these practices generally failed
when transferred to the newly acquired units abroad. As an organization ex-
pands internationally, culture and institutional context make the issue of how
HRM contributes to company performance even more complex.

The concept of organizational capability is relevant to multinational firms
not only from the perspective of good management of the process of interna-
tionalization. As we discussed in Chapter 1, starting with the ABB case, the
capacity of the multinational firm to master the global control and coordination
challenge, and to manage the multiple tensions and conflicting demands em-
bedded in international business, is in itself a key organizational capability.

THE HR WHEEL

In the previous section we introduced the concept of organizational capabilities,
which alongside strategy implementation, provide the centerpoint for HR
activities in any business organization. These capabilities (a) are based on
underlying principles that guide HRM in the firm; (b) are reflected in distinct
HR practices that are supported by (c) different roles of the HR function, leading
in turn to (d) a set of desired organizational outcomes. These four fully inte-
grated parts of the total HR system determine how HRM operates in multina-
tional corporations.

We use the metaphor of the “HR Wheel,” presented in Figure 2–1, to capture
the dynamic and interdependent relationship between these four elements. We
will discuss each part of the HR Wheel in turn, but we will focus in particular
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on the guiding principles, as these determine to a large degree what kind of HR
policies and practices will be implemented inside the firm.

Setting the Guiding Principles

We start the discussion of the HR Wheel with a proposition that three guiding
principles are at the foundation of human resource management in multina-
tional corporations:

• Internal consistency.

• Differentiation.

• Balancing dualities.

The three principles are complementary, although in practice most multinational
companies approach their implementation in a gradual manner—starting with
consistency, then developing a more differentiated approach, and finally
mastering how to respond to the dualities embedded in cross-border people
management.

Internal Consistency

The principle of internal consistency refers to the way in which the firm’s HR
practices fit with each other and with other elements of the work organization,
such as the degree of specialization of work tasks and the extent to which work
is organized around teams rather than individuals. For example, if a firm invests
a great deal of money in skill development, it should emphasize employee re-
tention through constructive feedback, competitive compensation, and career
management. It also should empower employees to contribute to the organiza-
tion and reward them for initiative.13 Some form of explicit management phi-
losophy will help ensure this consistency across all practices. Such combinations
of HR practices lead to a whole that is more than the sum of its parts. Conversely,
having a reward system that pays for individual performance when the work is
organized around teams would constitute what some describe as a “deadly
combination” of work practices.14

Consistency is important for organizational performance. Let’s return to
Lincoln Electric to illustrate this point. Lincoln has a highly consistent approach to
HRM, and its widely publicized piece-rate and bonus systems are only one part
of a finely tuned set of practices that evolved over 50 years.15 The factory work-
ers view themselves as individual entrepreneurs who are rewarded generously
if they perform well. The US plant is basically run by the workers, with only one
supervisor per 58 workers.16 The incentive system goes hand in hand with a
radical belief in the equality of management and employees—no-holds-barred
consultative mechanisms, open-door practices, and total transparency about
company results. Similar compensation principles apply equally to executives,
managers, and factory workers. The appraisal system has evolved step-by-step
over the decades and supports the strategy of the firm: high quality at the low-
est possible cost, and flexibility to meet changing demand.
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In practice, there are three different aspects of consistency to consider. The
first is single-employee consistency—whether employees experience appraisal,
promotion, compensation, and other HRM elements as complementary or con-
flicting. Studies of the impact of HRM on employee attitudes and behavior show
that performance suffers because of loss of motivation, commitment, and initia-
tive when members of staff experience these practices as inconsistent, owing to
poor design or conflicting management priorities.17 The second aspect is con-
sistency across employees—whether employees in similar roles and making the
same contribution but of different genders, ethnic origins, or backgrounds (e.g.,
expatriates vs. locals) are treated equally.18 The third aspect is temporal consis-
tency, or continuity over time. If practices and policies are constantly changing,
there will be confusion and dysfunctional frustration among employees.19 All
three aspects of consistency can be found in Lincoln Electric’s US operations.

So far, we have discussed consistency in terms of the content of HR
practices—the way in which the firm recruits, selects, develops, and manages
the performance of its employees. However, these practices should also display
consistent themes or messages, often embodied in some management philosophy
or value system that supplies the necessary coherence.20 If the messages picked
up by employees through work practices are clear and consistent, a stronger
positive effect on employee attitudes and behavior can be expected.21 But some-
times HRM rhetoric conflicts with the reality that employees perceive, and this
can undermine HR’s credibility. We have seen an example during our work in
Brazil, where some well-intentioned HR executives championed an HRM phi-
losophy they had learned in the US and Europe, while local staff typically saw
the message as so remote from reality that the HR function was discredited.22

All this highlights the importance of consistency between the espoused
HRM strategy, the HRM policies, and the actual practices in different parts of
the organization. For instance, company executives may state that they have a
merit-based pay system. But if the firm does not have valid processes for mak-
ing sure that employees are in fact paid on merit, the staff may feel unfairly
treated, leading to a drop in organizational commitment and effectiveness.23

The challenges of achieving a good fit between HRM strategies, policies,
and practices are particularly difficult in multinational corporations with oper-
ations in different cultures and institutional contexts. While the firm may es-
pouse a worldwide HRM philosophy supported by globally standardized HRM
policies, actual practices often reflect the local cultural and institutional context,
and therefore differ across countries. Local managers often ignore the global
philosophy and policies—“Great idea, but unfortunately it does not apply
here”—and the result is inconsistency in the deployment of HRM across the
organization.

Differentiation

While there are good reasons for emphasizing internal HRM consistency, there
is a risk of taking consistency too far. Companies that focus too much on build-
ing and optimizing a well-integrated set of consistent HR practices run the risk
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of creating a rigid system that may be costly and difficult to adapt to changing
demands. Therefore, the principle of consistency must go hand in hand with the
principle of differentation.

While differentiation in HRM practices due to geographic location
receives most attention in the HRM literature—especially when it relates to
multinationals—there are actually at least three complementary notions of
differentiation that need to be considered:

• Differentiation across employee groups.

• Differentiation across subunits (geographies and/or business lines).

• Differentiation from other firms, both multinational and local.24

First, not all employee groups are equally important for the success of the
organization. Firms that apply the same HR practices across all employee
groups run the risk of underinvesting in the talent that is crucial for long-term
success while overinvesting in people who are easily replaceable. Practices that
are appropriate for one part of the workforce may not be optimal for another.
Lepak and Snell’s work on different HR architectures has been influential in this
area (see the box “Differentiation among Employee Groups”).25
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Differentiation among Employee Groups

Lepak and Snell suggest that one can juxta-
pose two dimensions—strategic value and
uniqueness—to arrive at a matrix of four
groups of employees, each with different
employment relationships and appropriate

configurations of HR practices, as presented
in the following figure.

Core employees have high strategic value
and are unique to the firm, fulfilling two of the
criteria that constitute a viable basis for
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competitive advantage. Firms have a strong
incentive to invest in and retain this
talent pool. Some configuration of high
performance/commitment-based HR prac-
tices is a natural approach to managing this
employee group. In multinational corpora-
tions, this core group typically includes senior
managers, high potentials, specialists with
unique and critical skills, and some technical
professionals.26

The employees in the quadrant of high
strategic value but low uniqueness are also
likely to be employed on a long-term basis.
However, since their human capital is not
unique to the firm they can be replaced more
easily, so it makes less sense to invest heavily
in their development. The drivers at UPS and
DHL fall into this category.27 However, the
distinction between this and the former group
is not always clear-cut. Sales professionals
may be easy to replace, but those with close
relationships with customers are not.

It may make more sense to engage people
with firm-specific know-how but of low
strategic value through long-term partner-
ships with service providers than to employ
them full-time. For instance, firms often choose
to outsource certain HR processes such as
recruitment or international compensation
and benefits, in long-term collaboration with
specialized service providers. An example is
Nokia, which uses PricewaterhouseCoopers
for issues related to the international transfer
of personnel, and IBM for many of its IT
processes.

Finally, there are certain necessary tasks
that neither are of high value nor require unique
knowledge or skills. These tasks tend to be
either carried out by temporary employees or
outsourced on a relatively short-term competi-
tive basis. Examples include clerical work and
maintenance tasks of various kinds that are
only loosely coupled with the way in which the
company produces value for its customers.

Lepak and Snell’s arguments in favor of differentiating HR practices among
employee groups are compelling and in line with what we see in many corpo-
rations. One study of Spanish firms concluded that 70 percent used all four
modes of employment;28 another showed that companies did indeed use differ-
ent combinations of HR practices to manage employee groups that varied in
terms of strategic value and uniqueness.29

While the benefits of differentiating HR practices between employee groups
apply to most organizations, differentiation across subunits is of particular im-
portance to multinational firms. They are often under considerable pressure to
differentiate or adapt their HR practices to the institutional and cultural envi-
ronments in which they operate.

Failure to make sensible adaptations to different environments may be
costly, as the Lincoln case shows. The US executives spearheading the com-
pany’s internationalization in the late 1980s and early 1990s believed strongly in
the effectiveness of their work practices, and so these were introduced without
much adjustment in the newly established or acquired subsidiaries abroad.
However, local managers often disagreed with the appropriateness of (for
example) worker consultation or autonomy over working hours, while local
employees and unions rejected other practices. In many countries, the proposed
practices were simply illegal, at odds with national labor laws and regulations.



Lincoln’s approach may seem naïve, but many firms have walked the same
path with great enthusiasm. Successful companies, particularly those that have
operated unchallenged for long periods of time in home markets, sometimes
adopt a universalist approach to HRM when they expand internationally. They
find out the hard way that some degree of local differentiation is necessary—
which can in turn compromise the consistency of HR practices and necessitate
a careful rethinking of the company’s management approach.

Does this mean that companies must always adapt their practices to fit with
the cultural and institutional environment? Is “When in Rome, do as the
Romans do” always a good guideline? Such a conclusion would be as naïve as
the “one best way.”

In our view, the Lincoln story should not be interpreted as implying that re-
ward and appraisal systems that link compensation closely to individual
and/or company performance will never work in, say, Germany. After careful
analysis, an appropriate conclusion might be that such an approach to HRM
might work in Germany: if the firm is able to recruit staff who find such a re-
ward system attractive; if the work system can be designed to measure individ-
ual performance; if the compensation system complies with local labor law; if
appropriate practices can build employee trust in management; and so on.

Some of these ifs might rule out the use of such a system or render it exces-
sively expensive, but highly variable reward systems may pop up in the most
unlikely places if properly implemented.30 Lincoln’s mistake was not that it
tried to take its unique approach to people management abroad. When firms
globalize it makes sense to build on what makes the company unique and suc-
cessful in its home country. However, the Lincoln management seemed to be un-
aware of how far its management approach could vary from local norms and
how difficult it might be to change the behavior of managers and employees in
acquired companies who had no experience of the Lincoln Way.31

Some HR professionals consider that it is arrogant, if not fundamentally
wrong and improper, to be different in a foreign culture. However, having HR
practices that are distinctively different from those in local firms can help to re-
cruit and retain local talent who are attracted by the unique features of the multi-
national. The hallmark of cross-cultural understanding is being able to go
beyond rudimentary stereotypes, knowing where one has to conform with the
environment and where one can be different. Understanding where to push and
where to give in to cultural and instititutional considerations—in short, how to
balance the two—is part of the global know-how at the core of people manage-
ment in the transnational corporation.

This brings us to the third and probably most potent aspect of differentia-
tion, focusing on the distinctiveness of the firm’s approach to HRM. Sustainable
competitive advantage rarely comes from either copying others or being like
them—it invariably comes from being different from other firms. As we noted
earlier, a capability has to be rare and unique, as well as difficult to duplicate, in
order to confer sustainable competitive advantage. Differentation stems from
how the firm’s unique combination of HR practices makes it stand out from
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other organizations, often in subtle and invisible ways that are embedded in the
culture of the enterprise.

While the necessity for differentiation is widely accepted within the fields
of strategic management and marketing, where being different is key to firm
performance, the importance of competitive differentiation has received much
less attention in HRM. Although it may be intuitively obvious that commodity-
type HR cannot produce distinct organizational capabilities, when we attend
HR conferences around the world we are struck by the amount of effort that
goes into collecting information about what other firms are doing, rather than
into thinking about how to differentiate. In particular, recruitment, development,
and performance management are three HR processes with great potential for
creating differentiation.

For example, attracting and retaining the right people involves marketing
the firm as an employer. Unless the firm stands out from its competitors in the
labor market, it is unlikely to appeal to potential employees with the required
skills and attitudes. In the Cleveland, Ohio, area where Lincoln Electric’s main
factory is located, the company’s unique work practices are well known. This
enables the company to recruit self-reliant individuals who are attracted by its
highly competitive work system. Lincoln’s strong employer brand is an impor-
tant reason why it has been so successful in the United States—but it is also one
element of its competitive advantage that is not easy to transfer abroad.

Other firms that follow a distinct path to developing competitive capabili-
ties are also known for paying careful attention to recruitment and selection.
Toyota’s meticulous assessment of all job candidates from hourly workers to
senior executives is legendary.32 And P&G with its traditional (some might say
archaic) emphasis on long-term careers and promotion from within attracts
600,000 applicants worldwide and rigorously selects the 2,700 it deems the very
best (including testing for attitudinal fit).33 No apologies there for not being
trendy. But in both the P&G and Toyota cases, differentiation also goes hand in
hand with consistency, which takes us to the third guiding principle of multi-
national HRM—balancing dualities.

Balancing Dualities

The importance of balance—in other words, deciding how far to focus on one
particular goal, issue, or principle at the expense of another—is one of the cen-
tral messages of this book. We will elaborate more on this issue when discussing
the navigator stage of HRM, managing the numerous tensions that exist
between opposing forces, later in this chapter. Here we limit our scope to the
consistency–differentiation duality.

In case of a multinational firm, there are no simple answers to the questions
of how, and how far, to adapt HR practices abroad. While differentiation across
locations can help the multinational achieve a better fit with the various environ-
ments in which it operates, too close alignment of HR practices to each external
location (country or region) is likely to lead to a loss of integration—global ineffi-
ciencies, lack of learning across units, and problems of control and coordination.
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The tension between differentiation on the one hand and consistency and
integration on the other has traditionally been resolved through structural
choices—indeed, differentiation and integration form the fundamental DNA of
organizational design.34 Corporations build their basic structure—traditionally
differentiating either by geography (regional structures) or by business (prod-
uct line structures)—to maintain consistency and coordination within units, but
allowing differentiation between them. However, the situation of the transnational
organization is more complex. It faces multiple pressures for differentiation—
on geographic/regional, business, customer or global account, and global project
lines—as well as increasing needs for coordination. We discuss the structural
choices that organizations can use to respond to these pressures for multidi-
mensional organization in Chapter 5.

However, multinational firms also use social mechanisms to address this
duality of high needs for both differentiation and integration.35 Relationships
between employees from different parts of the corporation help people to
understand and constructively deal with the often conflicting goals of local
responsiveness, global efficiency, and interunit coordination. In addition to
facilitating social networks, corporations may invest in developing shared val-
ues and a global mindset among their employees—that is, a way of thinking that
incorporates the dualities and contradictions they face in their daily work.

Designing Core HR Practices

With the three guiding principles in mind, the next step is to put them in action.
Every firm has to cope with a number of basic and vitally important HRM
tasks, such as getting the right people into the right place at the right time—
attracting, motivating, and retaining people. These are the core tasks of HRM,
the facet that is most familiar, and that is dealt with in myriad books on the
topic. Organizational performance will suffer if these tasks are not executed
well. To guide our discussion, Table 2–1 provides a simple framework to struc-
ture the key HR practices.

We will discuss many of the specific HR practices listed in Table 2–1 in con-
siderable detail in Chapters 7–9. In this chapter, we provide a brief introduction
to these practices and point to some of the key challenges that multinationals
have to confront. We should point out that with our focus on managers and
knowledge workers in multinational firms, we address the important area of
labor and industrial relations only briefly in the context of institutional
differences among countries.

Recruitment and Selection

Companies worldwide face the challenge of meeting their demand for human
capital and attracting new employees with the desired skills and competencies.
Without an appealing and differentiated employee value proposition, including
a set of HR practices potential job applicants will find attractive, it is difficult for
the firm to fight the “war for talent” that characterizes emerging and growing
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markets in both good and bad times.36 How can global firms build a strong em-
ployer brand in different parts of the world? The importance of brands has long
been recognized in global marketing, and contemporary HR thinking about
employer branding has clearly been influenced by insights from the field of
marketing.37

The most suitable people have to be selected on the basis of their fit with the
organization, a specific vacancy, and their future growth potential. A variety of
selection and assessment methods are used to choose between external and in-
ternal candidates for jobs, but with big differences in their applicability across
cultures and legal contexts. The importance of diversity is increasingly ac-
knowledged in multinational firms across the world—yet most multinationals
still staff their top positions with men from the home country. One of the biggest
challenges facing tomorrow’s transnational corporations is how to do more than
pay mere lip service to diversity.

Another question multinationals have to resolve is whether to develop their
own talent or increase their reliance on recruiting from outside. But regardless
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TABLE 2–1. Key Human Resource Practices

Recruitment and selection
• Workforce planning
• Employer branding
• Recruitment
• Induction and socialization
• Selection
• International transfers
• Termination and outplacement

Development and training
• Training (on-the-job and off-the-job)
• Talent assessment and reviews
• Succession planning
• Career management
• Coaching and mentoring
• Leadership development

Performance management and rewards
• Job evaluation
• Goal/standard setting
• Performance measurement
• Appraisal and feedback
• Compensation and benefits
• Rewards and recognition

CommunicationA

Labor and industrial relationsA

A In this book, these practices will be considered only in passing.



of the balance between build and buy, investment in recruitment, selection, and
the subsequent development of talent will not be a viable business proposition
unless the company can retain people and profit from its investment. An attrac-
tive compensation package and good development opportunities, a sound rela-
tionship with the boss, and the possibility of maintaining a healthy (or at least a
reasonable) work–life balance are just some ways to reduce the attrition of core
talent.

Development and Training

Developing future global leaders is a particularly high priority for the multi-
national firm, and is usually one of the major strategic preoccupations of top
management. But what is a good leader, and how can a multinational with
many distant operations identify people with leadership potential outside the
home country? There are two main difficulties: First, there are significant per-
ceptual differences about what constitutes good leadership among different cul-
tures; and second, the skills needed at senior leadership levels are different from
those at lower levels.

People develop most by taking on and learning from challenges. For inter-
national leaders, this implies demanding assignments, working outside their
domain of functional and geographic expertise. Most new or promoted em-
ployees do not immediately have the skills needed for their jobs, so these must
be developed through on-the-job learning, coaching, mentoring, or formal
training. However, the bigger the challenges that people take on, the higher the
likelihood that they will make significant mistakes that can be costly for
the firm. Training, coaching, and mentoring should therefore be part of a people
risk management strategy.

Leadership development has traditionally been managed top-down, with
the corporation focusing on the development of a select group of high-
potential individuals. This is increasingly complemented by bottom-up
job markets and resourcing. Investment in globalized HR processes and self-
help e-technology can facilitate the deployment of talent across borders,
potentially adding great competitive advantage, although there are wide
implications for career management (which becomes the responsibility of
the individual) and for control. An increasingly important task for most
multinationals is integrating top-down and bottom-up approaches to talent
development.

Performance Management

Performance management is a process that links the business objectives and
strategies of the firm to unit, team, and individual goals and actions through
periodic performance appraisals and rewards. It has three successive phases:
setting goals and objectives; evaluating and reviewing performance as well
as providing feedback; and linking rewards and development outcomes to
appraisal results. Implementing this process creates a number of challenges for
any multinational firm.
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Effective goal setting depends on frank and honest two-way communica-
tion between superior and subordinate.38 This is not easy to achieve where
there are differences between both parties, not only in the terms of hierarchy
and gender—which in itself may elicit different responses across cultures—
but also in corporate status (expatriate vs. local). Similarly, cultural issues may
impact the applicability of various performance appraisal tools, such as 360°
feedback.

Praise is generally well accepted around the world, although positive feed-
back is not free from cultural implications (e.g., distinguishing one individual in
a collectivist culture). But dealing with low performance is a different matter.
Whether the issue is “maintaining face,” a major issue in some Eastern cultures,
or legal constraints affecting employers’ discretion around performance issues,
multinational firms generally find it difficult to manage low performance con-
sistently across borders.

More than any other element of the HR Wheel, performance management
puts into stark relief the perennial tensions of global integration versus local
adaptation. This is of particular relevance to multinationals, like Lincoln, where
the performance management system is one of the core tools to drive its differ-
entiating capabilities.

Defining the HR Function Roles

This book is about how multinational corporations can deal with the challenges
of global operations and improve their performance through the way they man-
age their employees. We argue that this task is a joint responsibility of top exec-
utives, line managers, and HR—but in this section we will focus mainly on the
tasks and roles of the specialized HR function.

The academic HRM literature contains several conceptualizations of the
tasks and roles of the HR function.39 We distinguish between the three follow-
ing roles:

• HRM process and content development.

• HR service delivery.

• Business support.

These three roles correspond to the way in which many multinationals organize
their HR function. For instance, Unilever structures its HR functional activities
into shared service centers, expertise teams, and business partners. P&G initially
organized all basic HR tasks into three regional service centers, and later out-
sourced them to IBM, retaining responsibility for development and business
support. For several years, Nokia has made a distinction between functional
and business HR. While business HR professionals work closely with the cor-
porate executive group and the management of the business unit with which
they are affiliated, functional professionals are organized centrally and have re-
sponsibility for the development of HRM tools, processes, and policies, as well
as for the delivery of operational HR services.
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We provide a brief overview of these different roles here. In Chapter 14 we
will elaborate on each of these roles in more depth, and discuss how multina-
tionals can develop the required competencies among their HR professionals.

HRM Process and Content Development

The key outcomes of the HRM process and content development role are HR
policies and practices that help the firm maintain and enhance the organiza-
tional capabilities needed to execute its business strategy.

Professional knowledge of state-of-the-art HRM is a necessary point of de-
parture for this role. Learning from others is essential—but blind pursuit of the
latest best practice is not. HRM decisions should be based not on trends but on
a thorough analysis of what is needed to support the unique organizational
capabilities essential to the business. Central to the process and content devel-
opment role are the three guiding principles of HRM presented earlier in this
chapter: consistency between HR practices and with other parts of the work
organization; differentiation in HRM across employee groups and subunits,
as well as from other firms; and balancing critical dualities, such as global
integration and local responsiveness.

Given the constant pressure to do more with less, organizing HRM process
and content development is a challenging task for any multinational firm. The
organization of global expertise depends on the structure of the company, but
the traditional solution is to have functional experts at headquarters with a
global responsibility for tasks such as talent and performance management. It is
essential that these experts have deep international experience and can look
beyond the home country. Another solution is to decentralize responsibility for
developing policies, processes, and tools to a center of global expertise located
in a subsidiary that has particular capabilities in the functional area in question.
ABB has followed this route, delegating the responsibility for developing its
shared service concept to India. And if the lead role is in the hands of businesses
or regions, then global committees and task forces could be used to enhance
broader coordination.

HR Service Delivery

The key task in the HR service delivery role is for core HR processes to be car-
ried out at low cost and with a desired service level. The interface with HRM
process and content development must be managed carefully.

Over the last 15 years, considerable pressure has been put on HR depart-
ments to cut costs and reduce the number of personnel involved in administra-
tive tasks. In response, e-HR solutions have been developed that shift much of
the transactional HR work to employees and managers themselves using self-
help tools; HR service centers have been established; and elements of HR have
been outsourced.

It has been estimated that today employees can obtain online answers to
60 percent of the HR questions they have about holidays, pensions, regulations,
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and routine transactions.40 While investments in standardized HR processes
and IT systems can be considerable, they can also enable the introduction of new
capabilities, for example facilitating global internal labor markets and cross-
border deployment of professional talent.41

Shared service centers began to emerge in the 1990s as larger firms realized
that many administrative tasks could be carried out in a more standardized
manner, undertaken at a central location in the country or on a regional basis.
A clear trend has been to locate service centers in low-cost settings in Central
America, Central and Eastern Europe, and India.

Certain HR processes have been outsourced for many decades—companies
rely on headhunters and recruitment firms for recruitment and selection, and on
business schools for management training programs. The trend toward out-
sourcing larger parts of HR has intensified in recent years, although firms
should obviously keep in-house practices that are strategically important to its
competitiveness.

Although effective HR service delivery is unlikely to translate into any
sustainable competitive advantage for the firm, failure to execute these basic
services can put the firm at a competitive disadvantage and will certainly hurt
the credibility of the HR function. The importance of efficient, high-quality HR
services must not be underestimated in the search for what may seem like more
prestigious and high-profile roles for the HR profession.

Business Support

The business support model describes the activities of HR professionals who work
directly with line and top managers on business, organizational, and HRM chal-
lenges. These “HR business partners,” as they are often called, typically report
to the person in charge of the business unit, with an indirect (dotted line) rela-
tionship to the corporate HR department. In contrast to the specialist knowledge
of the process and content development role, the business support role requires
broader generalist competence.

A key part of the business support role is to contribute to strategy
discussions by highlighting the people aspects of strategy implementation
and capability development. HR professionals should have a seat at the
table when these discussions take place—which is not always the case.42

Senior HR managers also work with senior management on strategically
important issues related to organizational design and cohesion, talent
management, performance management, knowledge and change manage-
ment, acquisitions, and alliances—strategic challenges we discuss later in
this book.

Business partners often become natural links between business units and
the functional centers of expertise in the corporation, as well as the service cen-
ters. Yet not all this work is strategic. An indispensable part of HR business sup-
port is dealing with more mundane operational tasks and helping line managers
to resolve employee issues and concerns.
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Focusing on Organizational Outcomes

HR practices, guided by a set of principles and with the HR function playing im-
portant roles, ultimately lead to desired organizational outcomes of human re-
source management—the final element in the HR Wheel framework outlined in
Figure 2–1. We have identified three interwoven critical outcomes that together
contribute to the process of value creation:

• Human capital and social architecture.

• Change capability and strategic agility.

• Sustainable performance.

The first outcome focuses on the quality of people and social connections in the
corporation; the second highlights the dynamic capabilities of the organization;
and the third is focused on long-term business success.

Human Capital and Social Architecture

The human capital of employees is the first outcome of HRM. Do employees
have the knowledge and skills needed for the firm to implement its strategy?
The world is full of strategies and business plans that are discounted by analysts
and investors who know that the enterprise does not have the human capacity
to execute them better and faster than its competitors. To what extent are cur-
rent and planned HR practices building the organizational capabilities needed
for future success?

HR practices, such as performance feedback, coaching and development,
and attention to fair process in decision making,43 also shape employee atti-
tudes, which may be just as important for firm performance as knowledge and
skills. While the literature on organizational behavior deals with many different
employee attitudes, which companies often measure using so-called “engage-
ment surveys,” employee commitment to the organization is particularly rele-
vant.44 Several studies have confirmed that a high level of affective commitment
is associated with better firm performance,45 and individuals who are highly
committed are less likely to leave the organization.

However, the people management practices of the corporation have addi-
tional implications that are seldom discussed in the traditional HRM literature.
The HRM activities of the firm play important roles in shaping what we call the
social architecture of the global organization: its social capital (the structure and
strength of social relationships between individuals and units); shared values,
norms, and beliefs (organizational culture and the extent to which it provides
social glue or cohesion); and the global mindset that leaders and other members
of multinational organizations must display.

Change Capability and Strategic Agility

The second critical HRM outcome is the change capability of the multinational
firm. A crucial question here is how well the firm can manage the long-term
transition toward a transnational organization characterized by global integration,
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local responsiveness, and worldwide management of knowledge and innova-
tion.46 We discuss this in Chapter 11.

The multinational must excel at worldwide implementation or execution of
operational strategies and business plans. Execution depends on both good plan-
ning and acceptance of decisions. Since most decisions will arouse some degree of
resistance, particularly from successful or autonomous units, it is important that
the way in which those decisions are reached is seen as fair in order to maintain
commitment and loyalty. Indeed, the execution of strategy and business plans is
at the heart of strategic human resource management, and facilitating the man-
agement of change is a vital part of the business support role of HR professionals.

A growing number of industries are characterized by continuous strategic
change in technology, markets, and competitor moves. Strategic agility is
needed if firms are to survive, and HRM is a crucial element in explaining why
some multinational companies are more agile than others.47

Sustainable Performance

Sustainable performance—the ability of the firm to retain its competitiveness over
a prolonged period of time—is the third organizational outcome of the HR Wheel.

The impact of HRM on firm performance is at the center of a hot debate that
has been raging for some years. Much of this debate has focused on the choice
of HR practices. Although there may not be a single best way of managing peo-
ple, the evidence suggests that having a coherent set of HR practices that pro-
mote employee skill development, motivation, and involvement pays off in
most circumstances. These practices are often labeled as high-performance
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Research on HR Practices and Firm Performance

Much research confirms that HRM can have a
significant positive effect on firm perfor-
mance. For example, an analysis of the results
from 92 studies of 19,319 organizations, car-
ried out in a variety of industries and coun-
tries, revealed a correlation of 0.2 between the
use of high-performance/commitment work
practices and various measures of firm per-
formance.49 The most influential of these
studies was undertaken by Huselid and Becker,
who explored the payoff from careful selection
of staff, investment in training and develop-
ment, and performance management.50 They
collected data on HR practices and on
economic and accounting performance from

968 large and medium-sized firms in 35 US in-
dustries. To measure accurately the independ-
ent effect of HR practices, the researchers
controlled for variables that affect firm perfor-
mance, such as industry, firm size, union cov-
erage, sales growth, and R&D intensity. One
standard deviation in the use of such practices
enhanced profitability by more than US$4,000
per employee and increased market value by
more than $18,000 per employee.51 These are
impressive findings, indicating that invest-
ment in a collection of high-performance/
commitment HR practices really pays off,
and that the financial returns can be very
significant.



work systems, high-commitment HRM systems, or high-involvement HRM.48

The box “Research on HR Practices and Firm Performance” summarizes the
relevant research.

However, one limit of prescriptive viewpoints concerning HR practices is
that they are static, whereas our world is highly dynamic. All industries—and
some more than others—periodically go through cycles of growth and decline,
created by fluctuations in supply and demand for their products or services. In
2008–2009, we witnessed one of the most dramatic changes in the global eco-
nomic climate since the Great Depression in the 1930s. In some industries, com-
panies went from booking record profits to suffering record losses in the course
of three to four months. In a turbulent environment, sustainable performance
depends on being able to cope with these cycles, anticipating the downturn in
boom times and building for the future in lean periods.

Paradoxically, the most difficult time to invest in human capital and
social architecture is during times of growth, when managers are typically
scrambling to take advantage of opportunities and are too impatient to invest
in long-term global processes. The best time to make these changes and
investments is during lean periods—as long as the firm has made sure it
has sufficient funds in anticipation of a downturn. Indeed, we suggest
later that the best metaphor for understanding change in multinational
organizations is steering—navigating smoothly between good and harsh
times, between global integration and local responsiveness, between short
term and long term.52

Egil Myklebust, who headed Norway’s largest firm, Norsk Hydro, for
10 years between 1991 and 2001, understood this well. Norsk Hydro was an
international company focused on cyclical industries like fertilizers, metals, and
oil. Myklebust had known many ups and downs, and he told us that his role as
CEO was to cut off the tops and bottom of the cycles in his own mind. “In the
boom times, when everyone is scrambling to launch projects and to hire people,
my role is to push for caution and make sure there is ultra-sound justification.
Otherwise hasty actions will worsen the downturn that surely lies ahead. And
when people are taking the axe in the pits of the downturn, I have to push peo-
ple to be bold and optimistic; otherwise we won’t be in a position to take ad-
vantage of the good times ahead.”53

THREE STAGES OF HRM IN MULTINATIONAL FIRMS

So far we have discussed the management of human resources without
paying much attention to shifts in the HRM challenges facing firms as they
grow and internationalize their activities. Our research and experience over
more than three decades lead us to believe that it is useful to conceptualize
three different stages in the contribution that HRM can make to value cre-
ation in multinational firms, as shown in Table 2–2. We refer to these as stages
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because development in most organizations goes from the simple to the
complex.

We call the first stage “building HRM”—getting the basics of HRM into
place and ensuring their coherence across practices and with the work organi-
zation. The strategy and organizational capabilities of the firm are relatively stable
givens, supplying a point of departure for the development of appropriate core
HR practices. While this task is often the responsibility of the HR department—
the metaphor here is that of a builder—the involvement and support of line
management in the development of the HRM basics are essential.

The second stage is “realigning HRM” to meet the needs of the changing ex-
ternal and internal environment. Shifts in the marketplace and the structure of
competition, the emergence of new technologies, and/or a change in business
strategy all call for realignment within the firm. The focus is on reconfiguring
and changing the approach to HRM to implement new strategies effectively.
This typically involves a partnership between line management and the profes-
sionals within HR, and we use the metaphor of the change partner to describe the
tasks undertaken by HR.

The third stage may be described as steering via HRM. While most will rec-
ognize our description of the first two stages, from both the HRM literature and
practice, the third stage may be less familiar. At this point, business strategy and
human resource factors cannot be separated; both are completely interlinked.
The focus is on developing the capabilities of the organization and its people to
thrive in a world of global competition and continuous change, which means
managing constructively the tensions between dualities, such as short-term
operating results and long-term growth, global efficiency and local responsive-
ness, the need for change and the continuity required by execution. We use the
role metaphor of the navigator who steers the organization forward between
opposing forces.

Each of these stages reflects a different theoretical perspective, and each has
different implications for international HRM.
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TABLE 2–2. The Three Stages of Human Resource Management

Focus of Theoretical 
Activity attention perspective Metaphor

Building Foundations—getting Internal Fit (across HRM and The builder
HRM the basics in place consistency work practices)

Realigning Adjusting to Change Fit (with environment The change 
HRM environmental and and strategy) partner

strategy change

Steering Long-term Constructive Duality The navigator
via HRM capability tension between

development opposites



Building HRM: Focus on Foundations

Some years ago one of the authors of this book was invited to participate in
a panel advising an international organization on its HR policies. The other
panelists consisted of academics and senior HR executives from companies like
3M and GE. The participants were grappling with some of the intricacies of
strategic aspects of human resource management and its role in managing
change, when GE’s Frank Doyle brought us down to earth. “This is all well and
good,” he said. “But do you know what Jack Welch [CEO of GE at the time]
would fire me for? It would not be for some failure in ‘strategic human resource
management,’ but it might happen if we ever had serious problems with the
pension fund.”

The first stage of HRM may not be the most glamorous, but we cannot
emphasize enough that there is nothing wrong with being intensely focused on
getting the foundations right. If the “HR factory” does not work effectively, the
function will have no credibility with line management when it comes to tack-
ling other challenges. Talk of becoming a “business partner” will be dismissed
as hot air. Early on, when it was expanding rapidly, Nokia sought our advice
about how to focus the HR function. The company was becoming a fast-moving
“shoot-before-you-aim” organization, and the HR professionals were unsure
about the role they should play. We advised them to focus first on building solid
HR foundations rather than trying to be “strategic partner” or “change agent.”
They came back to us later and told us how sensible that advice had been.

A company that has failed to build up solid, basic HRM foundations in re-
cruitment and selection, development and training, and performance manage-
ment will be severely handicapped when it ventures abroad. It will not have the
codified experience either to avoid making mistakes or to learn from its experi-
ences. It will find it difficult to manage the movement of expatriates to foreign
affiliates and their return home because it will not have the basic systems and
processes in place. Companies without good HRM processes and tools may be
disadvantaged in joint venture negotiations: Foreign partners will be wary of
entering an alliance with a firm that does not have the proven sophistication in
people management to make the joint venture work.54 Acquisition integration
will be a nightmare. Differences in management approach between two firms
that are to be merged, including HRM, can be worked through if they are clear
and transparent—but it is difficult to merge two firms that lack clearly articu-
lated approaches.55

The core HRM foundations must be built in close alignment with the strat-
egy and context of the firm. The theoretical perspective behind the first face of
HRM is that of fit—with strategy, as well as fit between elements of HRM and
other parts of the work system. This is an inward-oriented perspective on the
firm, focusing on capturing the benefits of internal consistency, which we dis-
cussed earlier in this chapter. The expectation is that HRM (and the other ele-
ments of work practices) will support the organizational capabilities that the
firm is trying to build.
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Building solid and consistent foundations can take years, even decades.
Pushed by the desire for internal consistency, HR policies and practices tend to
crystallize into a particular HRM configuration. And once policies and practices
in selection, performance management, and so on become established, they be-
come rigid. Like the foundations of a building, the resulting configuration of HR
practices is difficult to modify without impacting the entire system. Often chang-
ing one element might entail reconsidering everything else, which is not a simple
task in large complex organizations—we have seen again and again how employ-
ees and managers react negatively when the rules of the game are changed.

Not surprisingly, some HR professionals may over time become overcautious
and conservative rather than proactive. For example, HR managers may resist
moving to a reward system linked to competence rather than the job to attract
people with valuable skills. Not only would this change undermine a finely tuned
salary system; it might also threaten the job evaluation/ranking system linked
to titles that give people status in the wider community. It would threaten em-
ployees’ concept of the career ladder, the authority structure of the firm, relation-
ship norms between bosses and subordinates, and so on—many of the elements
of the hidden structure of working life in an organization.

In many firms, HR professionals have a tendency to become stuck at the HR
foundation stage, becoming administrators of their systems, attempting to refine
or patch over the holes, rather than trying to adapt to or anticipate changes in
markets, technology, and strategy.56 The builder becomes a custodian—sometimes
in the pejorative sense of an administrative janitor. Maintaining internal consis-
tency becomes an end in itself, and, in the long run, at the expense of firm per-
formance. HRM may be critical to the success of the business, yet HR practices
sometime constitute the biggest obstacle to much-needed change.

This HR handicap is a widely discussed and well-known global phenomenon,
as true of Japan and South Korea as it is of the US and Germany. The response has
been changes in the HR service delivery element in our HR Wheel—service
centers, self-help e-HR, and outsourcing. And as we will discuss in Chapter 14,
changes in HR foundations are accelerating through the use of new information
and communication technology and further standardization of core HR processes.

In the current dynamic and competitive business environment the need for
proactive human resource management moves us on to the second stage of
HRM, managing change.

Realigning HRM: Focus on Strategic Change

Compared to the building stage of HRM, the realignment stage has a more out-
ward focus. The theoretical perspective framing this stage is that of external fit
between an organization and its competitive environment (see Table 2–2). Major
shifts in markets, technologies, competitors’ strategies, and socio-political con-
texts compel equally major changes in strategy. New capabilities must be
explored and developed as the competitive advantage of traditional capabilities
is eroded.
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The implementation of new strategies and the development of new capa-
bilities will invariably require a reconfiguration of HRM practices. We use the
term realignment because it captures this necessity to reconfigure the different
elements of the whole system.57 In stage two, the focus is on the dynamics of
change, realigning for the future while managing the immediate needs of the
present. If practices remain rooted in the past, pouring more resources into re-
inforcing the old HRM foundations is likely to damage performance.

Fit is still the framework of the second stage of HRM. But achieving fit is
more complicated now, since the need for internal consistency must be comple-
mented by a focus on adapting to new demands in the external environment
and/or firm strategy. There is a potential contradiction between the first two
stages. Surely the achievement of external fit will mean destroying the internal
coherence—the optimal alignment of different organizational elements—that
constitutes an important reason for the firm’s current good performance? This
is indeed correct. There is a tension between these two perspectives—any
process of change involves tension.

Change as Realignment

Over the last 20 years, we have discussed the following proposition with
thousands of line and HR managers across the globe: “The ultimate (though
perhaps unattainable) objective of every human resource professional is to
do him or herself out a job.” The responses vary, more between firms than
between countries. Overall, roughly half agree and half disagree, with little
difference between line and professional HR managers. We can summarize the
usual debate about our proposition as follows: If the world were static, the ideal
might indeed be to cut back radically on the HR function, once good founda-
tions have been built. Routine matters can be automated, those requiring
expertise can be outsourced, and line managers can decide on many strategic
matters concerning HRM. But the world is not static. We face continual and
never-ending change and the need for constant realignment, and so this requires
a dedicated HR function.

Conceptually, if a firm adopts a consistent strategy toward international-
ization, the problems of realignment and strategic change will be minimized.
Firms adopting a strategy of global efficiency take a consistent stance—policies
and practices are determined by the center, although some adjustments are usu-
ally made locally by trusted expatriates. Some locals are socialized into the
global mold, so they can be given more responsibility. Any realignment, from
changes in recruitment strategy to technological change, will also be managed
by the center. Those adopting a strategy of local responsiveness take the oppo-
site, but equally consistent, stance of allowing each local unit to develop its own
distinctive approach to people management. Local management will have to
figure out how to work through strategic changes. In reality, both extremes are
rare, since most firms experience some degree of transnational pressure.58

Practical and conceptual issues about realignment and strategic change are
dealt with throughout this book.59 Here we will mention only briefly some of the
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issues that are particularly important for the change partner tasks undertaken
by HR professionals.

HR as Change Partner

A profound understanding of the firm’s business strategy and its people
implications is the necessary starting point for a process of HRM realignment.
Unfortunately, this may not always be the case.

Companies organizing an international HR workshop sometimes contact
us. They want input on how they can develop “more strategic HRM” as a part
of their companies’ change efforts. They tell us about all the ambitious change
projects that they have under way, in terms of competence management, suc-
cession planning, 360° feedback, appraisal system development, and the new
seminars they have launched on managing change. “That’s fine,” we say, “but
tell us about the strategy for your business and what organizational capabilities
you need to build.” All too often there is a long pause . . . and then, “Well, we’ll
have to get back to you about that.”

HR professionals—at the very least those in senior positions within the
function—must know the business well enough to be able to articulate clearly
the implications of the new strategy for the organization. Close interaction is
needed between the people in more functionally oriented HRM process and
content development roles, and those in business support, to tackle the chal-
lenges of realignment. Further, it is very difficult for HR professionals to do a
good job unless strategic and people planning processes are closely linked.

How can this work in practice? Today, much attention is turned to perfor-
mance management and capability (or competence) analysis as a way of linking
strategic goals to objectives. On the basis of studies with a consortium of eight
international firms operating in the UK, including BT and Hewlett-Packard, most
of whom were undergoing strategic reorientation, Gratton and her colleagues
see the realignment task as focusing on two cycles, short-term and long-term.60

The short-term cycle links annual business objectives to individual perfor-
mance through performance management—objective setting, performance
measurement, rewards, and short-term training. At the heart of the cycle is the
analysis of the gap between current capabilities and the strategic vision for the
future, leading to appropriate corrective changes.61 The long-term cycle focuses
on linking long-term strategy to its people implications, with an emphasis on
leadership development, wider workforce development (e.g., skills that will be
needed to manage future technologies), and organizational development (e.g.,
greater needs for flexibility and responsiveness). We discuss the need for a
global process of performance management in transnational firms later in the
book.62

With their expertise in people and organizational dynamics, HR profession-
als can play critical roles as sparring partners to line management in discussions
about how to manage the process of change—how to engage key stakeholders,
assess inevitable resistance, adapt to cultural differences, empower new champi-
ons, and communicate the new strategy so that people lower down in the
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organization and across the world understand the implications for them—just a
few of the issues we will return to in Chapter 11.

One of the least recognized challenges in managing change in multinational
firms is accepting that change and reconfiguration often take some time to
achieve. Gratton articulates this well when emphasizing the temporal dimen-
sion of HRM.63 It took the pharmaceutical giant GSK 10 years to meet its goal of
developing a capability in rapid product development. This required creating
new work processes in the shape of cross-functional teams; changes in perfor-
mance management, as well as selection and development; realigning technology
and workflows; redesigning career paths; and implanting new shared norms and
values. Similarly, it took P&G and Nokia more than a decade to build a premier
local management cadre for their operations in China.

Some of the dualities central to the next phase of HRM become apparent in
the process of realignment. One notable dilemma is the need to manage today’s
operational requirements while realigning toward future needs. One of the basic
laws of change is that it comes at a cost—upheaval, disruption, and internal
preoccupation, as well as large investments of time and energy. One is always
better off in the short term by not changing, simply doing better what one did
yesterday. HR managers may have a legitimate concern that line and top man-
agers overreact to external changes and become too focused on change, result-
ing in the loss of internal consistencies and efficiency. Communicating these
concerns to top management without being labeled a change blocker requires
an HR function that has both credibility and confidence.

The Dangers of Fixation on Change

If there is a danger of becoming stuck in a custodial orientation at the building
stage, as we discussed earlier, there is also a corresponding danger of becoming
fixated on change.

Fixation is often the result of poor change management that is excessively
focused on delivering solutions without understanding the broader context. Each
new management team scrambles around to find new solutions to ongoing chal-
lenges. Since employees do not understand the problems, and since final goals are
unclear, these solutions fail to yield the expected results. Another management
team is brought in, under greater pressure to come up with new solutions, and
the cycle repeats itself. Gradually a cynicism about change programs and initia-
tives builds up among employees. They learn to ignore the rhetoric of change,
quietly carrying on with their work and their own lives—until real change is
brought about through crisis. The lesson is that real change requires continuity
(one of the steering dualities in the next stage of HRM). This continuity can be
provided only if top management has a clear focus on long-term vision and
goals, leaving the detailed solutions to those who will implement them.

Excessive mobility under the guise of international management develop-
ment can exacerbate change fixation. Each new expatriate leader will start off a
new change initiative—for instance, driving the local unit toward cost reduction.
Just as the change is beginning to take hold, the expatriate is transferred and a
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new successor is appointed. Since there are few brownie points for implement-
ing what someone else has started, the new expatriate will take the unit off in a
different direction, say toward improved customer service. The focus of that
person’s successor is morale boosting and teamwork, and after that the goal re-
turns to cost reduction. There is accountability for change, but not for execution.

The ABB case introduced in Chapter 1 is an example of these disruptive
swings. Every time top management reset the direction for the organization, in
an attempt to reclaim control and capture synergies, the result was actually the
opposite—more fragmentation and anarchy. Redrawing the chart at the corpo-
rate center is easy; the hard part is aligning all the processes needed to make it
happen. Without solid HRM foundations, managing the change process in a
complex global firm like ABB is impossible.

In some firms, top management focuses exclusively on change, improve-
ment, stretch, and constant realignment, exploiting robust but short-term per-
formance management systems. The danger is that foundations may be neglected,
leading to instability. Each year, the targets are stretched further. The previous
year’s achievements justified a good bonus, and now represent the baseline for
further achievements in the current year. This creates a treadmill atmosphere
where more and more is squeezed out of the organization. Longer-term strate-
gic and organizational development is ignored. No one takes the time to listen
to others. There is no time to worry about morale, loyalty, and climate. No one
tracks the turnover and retention rates that herald the dangers.

However, continuous change has become a reality in many sectors, and
with accelerating global competition there are no signs that the pressures for
change will go away. In many industries, particularly the new high-tech, soft-
ware, professional service, and e-based sectors, the process of change is acceler-
ating. Technological and product life cycles grow shorter, and competitive
changes succeed one another in waves. As this process speeds up, it is necessary
to anticipate future changes and to build the future into the present—the third
stage of multinational HRM.

Steering with HRM: Focus on Dualities

In the third stage of HRM (see Table 2–2), the task of the navigator is to steer be-
tween dualities. An organization cannot go through constant realignment. Some
measure of temporal consistency is important for employees, and every process
of realignment exacts a cost. However, there is a dualistic pattern in change,
seen, for example, in swings of the pendulum between centralization and de-
centralization, evolutionary progress focused on exploiting resources and revo-
lutionary progress focused on developing new resources. Why not exploit the
advantages of decentralization while anticipating tomorrow’s needs for greater
coordination? Why not try to find a way of balancing the focus on today while
investing in tomorrow? This is the challenge facing the navigator, steering
through dualities and paradoxes. It is a task that is particularly important for the
transnational corporation.
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Understanding Dualities

Some of the early work on organizational dualities originated with research on
that ultimate, though elusive, dependent variable in organizational studies—
organizational effectiveness. A number of studies since the early 1980s have sug-
gested that the concept of organizational effectiveness is difficult to pin down,
first because organizational effectiveness is a multidimensional concept, and
second because those dimensions involve opposites. For example, Quinn’s data
led him to suggest that multiple opposing dimensions underlie thinking about
effectiveness—control and flexibility, internal and external focus, focus on both
means and ends.64 To be effective, an organization must possess attributes that
are simultaneously contradictory, even mutually exclusive.

We refer to such opposites as dualities,65 although other terms are used, such
as competing values,66 dilemmas,67 and dialectics.68 They express themselves as
paradoxes. These opposites are not either/or choices, the appropriateness of
which depends on a particular context (as in contingency theory), but dualities
that must be reconciled or dynamically balanced. Some of the many dualities
facing organizations and groups are shown in Table 2–3.

The proponents of the duality school of thought emphasize the limits of fit
theory, arguing that excessive concern with fit or consistency leads to seesaw
pathologies, cycles of complacency (when there seems to be a good fit) alternating
with crisis/transformation (when lack of fit is addressed). Fit or contingency
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TABLE 2–3. Some of the Dualities Facing International Firms

Managing today’s assets–building tomorrow’s assets
• Satisfying customer needs–being ahead of the customer
• Short term–long term
• Exploitation–exploration

Loose–tight
• Opportunistic–planned
• Entrepreneurship–control/accountability
• Flexibility–efficiency

Competition–partnership

Low cost–high value added

Differentiation–integration
• Decentralization–centralization
• Unit performance–corporate integration
• Individual accountability–team responsibility

Change–continuity
• Speed of responsiveness–care in implementation

Professional–generalist
• Technical logic–business logic

Taking risks–avoiding failures

Task orientation–people orientation



theories are too static for the fast-moving modern age, and they leave little room
for understanding organizational dynamics.

Although there is not yet any single, seminal, theoretical exposition of
duality theory, the concept, along with associated ideas of paradox and the
dynamics of virtuous and vicious circles, is broadly accepted, and applied to
many areas of management apart from challenges of the multinational firm—
strategic management, knowledge management, new product development,
change management, leadership style, and cross-cultural behavior, to mention
just a few.69 Research is emerging to support this perspective.70

One important claim of duality theory is that any positive qualities taken
too far become negative or pathological.71 Instead of trying to maximize some-
thing, an organization should try to ensure that it maintains at least a minimal
level of attention toward a desirable attribute. For example, an organization
requires a minimal degree of consensus, but not so much that it will stifle the
dissension that is the lifeblood of innovation; and it needs a minimal degree of
contentment, sufficient to ensure that key people remain with the firm, but not
so much that arrogance or complacency emerges.

The pace of change has recently highlighted many of the paradoxical fea-
tures of contemporary business organizations. In the past, dualities expressed
themselves in a leisurely way. There were the ebb and flow of centralization and
decentralization; there were long periods of evolution within an existing prod-
uct life cycle, alternating with short periods of revolutionary crisis when the
technology changed.72 Fueled by the pressures of globalization, pendulum
swings have become more frequent as competition compresses time frames. As
product life cycles speed up, as swings between undercapacity and overcapac-
ity shorten, strategic agility becomes vital.73

In this world of rapid change, an important duality is that firms have to
leverage their existing resources to make profits today, and at the same time
develop new resources that will be the source of their profits tomorrow. Lever-
age (called exploitation by academics) involves concern for efficiency, execu-
tion, production, and short-term success, but excessive focus leads to “the
failure of success.” Resource development (or exploration) involves innova-
tion, learning, risk taking, experimentation, and focus on long-term success.74

However, an excessive focus on development is risky, compromising the
survival of the firm. Indeed, the duality behind resource leverage and
development is at the heart of the resource-based view of the firm.75 While
the transnational firm faces the local–global dilemma, it also faces this
exploitation–exploration dilemma.

Steering between Dualities

While the notion of fit may allow us to capture the match with a specific context
at a particular point in time, duality theory recognizes that this context is likely
to change in the future. Opposing forces—such as differentiation and integra-
tion, external and internal orientation, hierarchy and network, short term and long
term, planning and opportunity, rational analysis and emotional involvement,
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change and continuity—can never be reconciled once and for all. They create
tensions that must be anticipated and managed.76

The navigator or helmsman is a useful metaphor for understanding how to
deal with these tensions.77 The job of the navigator at the helm of a vessel is to
manage a constant but varying tension between the need to maintain a particu-
lar course and changing winds and currents. Steered by a skilled navigator, the
path of a boat toward its destination is a series of controlled zigzags in response
to wind and current. The unskilled helmsman fights to maintain headway, over-
correcting when the boat is blown off course, failing to anticipate the storms and
calms that lie ahead. The resulting path is a series of wild zigzags as the boat
veers from crisis to crisis.

Charles Hampden-Turner, one of the pioneers of duality theory (or dilemma
theory as he calls it), shows how tensions caused by dualities can lead to virtu-
ous or vicious circles of organizational development.78 Most firms have to steer
between opposing forces like functional excellence and interfunctional coordi-
nation, low cost and high flexibility, mass and niche marketing. Some firms fo-
cus on a fixed strategy—for example, aligning the firm to the development of
functional excellence. This might lead to initial success. But when that success is
threatened by opposing pressures (for example, slow decision making caused
by lack of coordination among functions), leaders often respond by reinforcing
what led them to be successful in the first place, increasing the pressure for func-
tional excellence. At an extreme, this “failure of success” paradox leads to a vi-
cious circle of threat, reinforced efforts, and further threat, culminating in crisis.

In contrast, the leaders of other firms appear to anticipate the need for a
change in course, gently steering specialized functions toward greater teamwork
before the problems of slow decision making show up. Alternating between one
course and the other, they steer toward their aims of higher profits and better
return on investments in a virtuous spiral of increasing capabilities in both func-
tional excellence and integrated teamwork. We have called this process of capa-
bility development “sequenced layering.”79 Mastering this process is of critical
importance to transnational firms.

As we mentioned earlier, duality theory is also the theoretical basis for
many recent developments in the field of strategic management. The term am-
bidexterity has been used to describe the extent to which firms are able both to
explore new areas and build new capabilities while exploiting their existing
strengths.80 This concept has also been embraced by some senior executives. For
example, Jeff Immelt, current CEO of GE, uses the term ambidexterity to stress
the fact that his company must excel at both exploration and exploitation in its
global operations81—with the additional challenge of mobilizing the entire
global organization around a concept that most non-English speakers find hard
to spell!

Dualities and Transnational Management

As we discussed in Chapter 1, understanding dualities is a cornerstone for
effective transnational management, since the defining characteristic of the
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transnational enterprise is its capacity to steer between the contradictions it
confronts. Thus the duality perspective that lies behind this third stage of
HRM goes hand in hand with the management of the transnational enterprise—
or rather the steering of the transnational firm. There are two particular
dualities confronting the transnational enterprise that we will highlight
in this book—the duality of local responsiveness and decentralization versus
global efficiency and centralization, and resource exploitation versus
resource exploration.

In Chapter 1 we discussed how many firms traditionally internationalized
by decentralizing responsibilities to their subsidiaries and local business units.
Decentralization has many advantages, including proximity to customers, a
heightened sense of accountability, more local innovation and entrepreneur-
ship, and better employee morale. The trouble is that decentralization has a
shadow side. After initial success, it often leads to reinventing the wheel, the
not-invented-here syndrome, duplication of back office functions, slow re-
sponse to technological change, difficulties in dealing with matrix pressures,
and lack of shared resources to respond to emerging needs. These “handmaid-
ens of decentralization,” as Bartlett and Ghoshal have called them, often prompt
firms to swing back to centralization, until bureaucracy, loss of responsiveness,
and the inability to retain good people turn the pendulum to decentralization
once again.

After several swings, organizations begin to realize that decentralization
(local autonomy) and centralization (global integration) are a duality. Even
though there may be an immediate advantage to decentralization and local re-
sponsiveness, a future movement in the direction of the organization must be
anticipated. One executive expressed this with apt advice to senior manage-
ment: “Organize one way, manage the other way.” If the structure is currently
being decentralized, senior management attention should be focused on build-
ing coordination links across units. If the structure is centralized, the focus of at-
tention should be on preventing the loss of local entrepreneurship.82

Organizing one way but managing the other way requires a change of
thinking among local leaders, part of what we call global mindset. While act-
ing as local entrepreneurs, they also need to have a clear understanding of
global strategy. Strategic management becomes a process that involves all key
leaders around the world, and local managers need to have a global perspec-
tive. The role of people in central staff positions, including corporate HRM, is
not to tell local people what to do or to solve their problems for them—that
would be incompatible with the need for local autonomy. Instead, central staff
must act as network leaders, getting people together to face up to common
problems.

The challenges of managing dualities are of crucial relevance to HRM. All
organizations maintain corporate control and coordination through hierarchy,
budgets, rules, and centrally managed processes and procedures. But as the
needs for coordination grow, more rules, more control, and more bosses at the
center simply will not work—this will only kill local entrepreneurship and drive
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away good people. These classic tools need to be complemented with more sub-
tle mechanisms of horizontal coordination, such as lateral governance, social ar-
chitecture, leadership development, performance and knowledge management.
These coordination tools are to a large degree the application of human resource
management, as we discuss at greater length and in greater detail throughout
this book.

TAKEAWAYS

1. To add long-term value, HRM has to support the development of
organizational capabilities that differentiate the firm from its competitors,
and help the firm implement its business model successfully.

2. Differentiated capabilities must satisfy three criteria: They must create
value for the customer, be rare and unique, and be difficult to duplicate by
competitors.

3. Keep the guiding principles of HRM in mind—internal consistency of
human resource and work practices; differentiation among employee
groups, between locations, and from other competitors; and balancing
dualities.

4. Every firm has to cope with a number of basic and vitally important HRM
tasks: attracting and recruiting employees, developing and retaining
people, and managing and rewarding performance. The core HR task—
getting the right people into the right place at the right time—must not be
neglected.

5. The HR function covers three roles: HRM process and content
development, HR service delivery, and business support. Each of these
distinct but interrelated roles is important, and they all need to be staffed
by competent HR professionals.

6. Human capital and social architecture, change capability and strategic
agility, and sustainable organizational performance are the key
organizational outcomes of HRM.

7. It is useful to conceptualize the three stages of how HRM creates value in
multinational firms. The theoretical perspective behind the builder is
internal consistency; behind the change partner, it is the fit with the
changing environment and strategy; and behind the navigator, it is the
duality theory.

8. Beware of the dangers of becoming stuck at specific HR stages. Builders
may become administrative custodians, losing the business credibility
necessary to act as change partners. Change partners may neglect the
importance of internal consistency and solid foundations.

9. One of the ways in which HRM contributes to organizational performance
is in helping the firm adjust to environmental change. However, since
change involves significant realignment, this often takes much more time
(continuity) than people expect.
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10. Organizational effectiveness is inherently paradoxical, requiring opposing
strategies and capabilities. Two dualities of concern are centralization
versus decentralization (reflecting the global–local dilemma) and resource
leverage versus resource development (also known as exploitation versus
exploration).
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CHAPTER 3

Becoming Locally Responsive

E-Bay in China

In March 1998, Meg Whitman was recruited to become the CEO of eBay—three
years after the e-business firm had been founded by the French entrepreneur Pierre
Omidyar. At the time, eBay had only 50 employees and US $4.7 million in
revenues, and operated only in the United States. When she stepped down as CEO
of the California-based firm 10 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.1 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 been struggling to grow in some key markets
in Asia.2

eBay’s entry point to Asia was Japan in 2000. Its business model for Japan, as
for all the other international markets it had previously entered successfully,
was essentially the same as for the US (for example, 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 venture with the Japanese Internet company Softbank and invested
heavily in an aggressive advertising campaign to promote its services.3 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 then starting from
zero, eBay entered Taiwan, Korea, and India through partnerships and partial
acquisitions of local firms. This was the strategy chosen in potentially the biggest
market opportunity of all: China. In March 2002, eBay bought a 33 percent stake
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in EachNet, China’s first and largest online consumer-to-consumer (C2C) trad-
ing site. The CEO of EachNet, Shao Yibo, was a native of Shanghai who had
graduated from Harvard, worked at Boston Consulting Group, and developed
EachNet with eBay as his model. One year later, eBay bought the rest of
EachNet. Within a short time, eBay/EachNet had become the clear market leader
for C2C business in China, with a dominant 85 percent market share.

However, local competition began to push back very quickly.4 The biggest
challenge came from a start-up formed by Chinese Internet entrepreneur Jack
Ma. Ma already had a highly successful business-to-business auction site called
Alibaba (in which Softbank from Japan and later Yahoo! were major investors).
Ma was concerned that eBay/EachNet would establish a beachhead from which to
attack his very profitable B2B activities. So in 2003 Ma set up his own e-commerce
company Taobao (“hunt for treasure”) as a direct competitor to eBay.

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 would not do so for at least three years.5 While
eBay’s Chinese site had a layout and features similar to those in the rest of the
world, Taobao presented a site full of popular local and cultural features (such
as horoscopes). Critically, Taobao developed a new payment system linked to
physical delivery of the goods, as Chinese customers did not fully trust the
credit card–based systems like PayPal that eBay was using. Taobao—unlike
eBay—also allowed the seller and buyer to interact directly. This was a clever
way of dealing with issues of trust in a society where there is very limited trust
between people who do not know each other personally. Finally, to build
customer confidence, Taobao decided to provide customer service support by
telephone—again, not something supplied by eBay.6

The challenges of integrating EachNet and eBay further aggravated the lat-
ter’s problems of establishing the company in China. Many members of the
original EachNet team felt that they had been sidelined after the acquisition,
when eBay managers from places like Germany and Taiwan were brought in to
help with the integration. EachNet senior executives, including Shao Yibo, rapidly
left the company. In order to achieve economies of scale, eBay moved EachNet’s
Internet platform to its US–based global server, as it had done systematically
when integrating other foreign units. In 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.”7

Despite following Taobao’s example with free product listing, by the end of
2006 eBay’s market share was down to 20 percent. 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.8 All eBay/EachNet business would be merged into a joint venture man-
aged by Tom Online; only eBay China’s global trading remained independent.
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OVERVIEW

The story of eBay in Asia provides a vivid example of the potential problems fac-
ing multinational corporations that fail to adapt to local demands and compet-
itive conditions. In this chapter we examine how firms respond to the diverse
environments they face in international markets. We start with a presentation of
the business advantages of a multidomestic strategy focused on local respon-
siveness, and then turn to its people management aspects.

It may not be enough to have HR practices that are adapted appropriately
to local conditions. This aspect of responsiveness typically goes hand in hand
with the localization of management, including not only how top positions are
staffed in overseas units but also the influence of local managers on key deci-
sions. In the second part of this chapter we discuss management localization as
the foundation of a local responsiveness strategy, along with its pitfalls and les-
sons for a successful implementation.

Of all aspects of localization, the management of people has to be most cog-
nizant of the cultural and institutional contexts facing the multinational firm
abroad. Therefore, the core part of the chapter focuses on global diversity. We
discuss three different theoretical perspectives that provide insights on sources
of diversity and their implications for people management.

The first perspective on diversity builds on the idea that people and com-
panies are products of the societal cultures of which they are a part. The second
emphasizes national business systems, which require understanding the insti-
tutional arrangements in the host context. The third centers on the networks to
which the company belongs, focusing on how managers tend to copy the prac-
tices of their peer groups. We use examples of differences in HR practices across
countries as illustrations, and review the question of whether or not there is ev-
idence of increasing global convergence in approaches to the management of
people.

We conclude the chapter by considering the limitations of a multidomestic
strategy.

ROOTS OF RESPONSIVENESS

At the core of the multidomestic strategy is the argument that local responsive-
ness helps to overcome the “liability of foreignness” that firms may suffer from
when entering new markets.9 When firms expand beyond their national borders
they are often under pressure to adapt their operations; the greater the differ-
ence between the home country and the potential market, the more they may
have to adapt their existing way of operating to respond to the local context. As
we have seen in the case of eBay, not knowing how to manage in the unfamiliar
environment, and/or not having products and services that fit local require-
ments, puts foreign companies at a disadvantage compared with their local
competitors.
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Local responsiveness was the route followed early in the internationaliza-
tion process by companies such as Nestlé and Unilever at the beginning of the
20th century. In an era when communication and transport were restricted,
customer preferences around the world were fragmented. Perhaps more
importantly, logistical barriers meant that the cost of shipping goods interna-
tionally and the delays involved offset the economies of global mass produc-
tion for all but a limited range of products. In markets where local competitors
were likely to emerge, it was often preferable to set up a fully integrated local
operation.

Rising trade barriers in the 1920s and 1930s forced even the most ardent pur-
suers of global economies to set up manufacturing facilities behind high tariff
walls, further encouraging local responsiveness. The onset of World War II iso-
lated some overseas operations from their parent organizations, especially those
located in Europe. For example, the fear of takeover by Nazi Germany led
Philips to spin off its companies in Britain and the United States and to restruc-
ture them as legally independent companies owned by trusts.

The US companies that internationalized in the 1960s and 1970s faced less
initial pressure to be responsive to national differences and encountered fewer
barriers to capitalizing on global economies of scale. But since then, the market
leaders in most business sectors have become more evenly matched on access to
capital, know-how, and technology. In a world of increased global connectiv-
ity,10 local responsiveness—the capacity to sense and answer the varied needs of
customers and other stakeholders—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 in the late 1990s, triggered by the slow
responsiveness of the global headquarters in Atlanta to changing local markets
and to food safety incidents around the world.11

In the process of “rediscovering” local responsiveness, our understanding
of it has also changed. For a long time, the term “local” was generally under-
stood to imply “national.” For cultural and institutional reasons, nations remain
important drivers of differentiated needs, but they are by no means the only
ones. One of the challenges for multinational companies is precisely to differen-
tiate responsiveness needs more finely, market by market. In fact, “local” refers
to any market that is distinct from others. Clearly, “local” needs can be aggre-
gated at various levels, with pressures for responsiveness differing significantly,
not just between countries but also within countries.

For example, Japanese manufacturing firms entering the US and Europe for
the first time during the 1980s tended to place their new plants in rural locations
rather than in traditional manufacturing centers. Typically they set up in regions
where the value system (tightly knit communities) and institutional environ-
ment (for example, unionization and supplier networks) were both closest to
Japan and most flexible—the Midwest in the US, Wales in the UK.

From the multinational firm’s point of view, some regions and markets may
be more distant than others.12 For example, research on foreign companies in
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Brazil revealed that those coming from countries with strong ties to Brazil (in
terms of language and institutional similarity, geographical proximity, colonial
history, and immigration) were usually more successful than firms from coun-
tries with weaker ties to the country.13 Also, there is some evidence that firms
moving 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.14 Given such findings one might urge man-
agers to pay careful attention not just to market opportunities but also to ease of
entry in terms of social, cultural, and institutional factors, especially with re-
spect to their impact on human resources.

Business Advantages of Local Responsiveness

A locally responsive company is likely to be more receptive to local trends,
emerging needs, and product usage patterns—and therefore less likely to miss
subtle market opportunities. eBay has (so far) failed to respond properly to
contextual demands in Japan and China, but it is not the only US Internet giant
to struggle internationally. Google is the most popular Internet search engine
in many countries, but it has failed to overtake the leading local Internet
search engine Yandex in Russia.15 According to industry observers, Google has
wrestled with the complexities of the Russian language, been slow to develop
local payment methods, and generally failed to understand the local market
in Russia.16

However, a multidomestic strategy based on local responsiveness has many
advantages that go beyond facilitating entry into foreign markets and adapting
products and services to local customer tastes and preferences. By presenting a
local face and acting like a domestic firm, the foreign firm may reach a wider
customer base and compete more effectively in local labor markets. Responsive-
ness also includes a firm’s business practices, such as the way it handles rela-
tionships with suppliers, distributors, and local government, and the approach
it takes to people management.

The drivers of local responsiveness come from a mix of market, organiza-
tional, and political considerations (see the box “Business Drivers of Local
Responsiveness”).

Conforming to local business practices and developing ties to local author-
ities are especially important. If a firm becomes a local insider, it is more likely
to have a say in the shaping of new policies and regulations, and to be invited
to play a significant role in industry or trade associations. In this way it can gain
valuable information and have a better chance of participating in local deals. As
global oil companies like Shell and Exxon recognize, it is important to be close
to local authorities in the regulated world of petroleum exploration and mar-
keting. However, there are also potential dangers involved. Being too close to
the authorities can create its own risks—for example, if the local government
comes under attack for questionable practices. This happened to Shell, which
had links with the regime of the former Nigerian leader General Sani Abacha.
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Business Drivers of Local Responsiveness

Industry Characteristics

In certain business sectors, there is little
competitive advantage to be gained from stan-
dardizing or coordinating across different
subsidiaries. For example, nonbranded foods
and small household appliances face weak
forces for global integration because of an ab-
sence 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 compa-
nies, such as Danone (foods) or Unilever (non-
durable goods), have tended to respond to
different customer expectations, preferences, or
requirements. But even businesses with global
recipes, such as McDonald’s or Disney, may
be forced to modify their offerings to cater to
local traditions 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.

Local Substitutes

Competition from local products or services
with different price/performance characteris-
tics 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,
contrary to its worldwide policies, introduced
a locally manufactured brand of appliances in
Eastern Europe to compete against low-priced
competition.

Markets and Distribution

National differences in market structure and
distribution channels can have repercussions
on pricing, product positioning or design,
promotion, and advertising. For example, the
distribution infrastructure, particularly in
emerging markets, may require adjustments
to product design or packaging in order to
cope with the challenges of dust, heat, or
bumpy roads.

Host Government Regulations

Host government concerns—for national de-
velopment or national security—may force a
business to be locally responsive. Petrochemi-
cal firms have to build close relationships with
national authorities controlling a resource that
is critical for economic development. Local
content requirements can force a firm into de-
velopment partnerships with suppliers. Retail
practices that are standard in the US, such as
opening 24/7, or refunding the price difference
on any item sold for less elsewhere, are illegal
in Germany, forcing Wal-Mart to adapt its ap-
proach when it entered the German market.17

Consumers around the world perceived Shell as colluding with a corrupt
government, compromising its corporate image.

Another more recent example is from the Internet search industry. For several
years Google had a Chinese-language version of its search engine (google.com)
that operated outside of China. However, the Chinese government closely



monitored the search engine, once closing it down for two weeks, continuously
using a firewall to block access to sites blacklisted by the government, and slow-
ing down the search in general. In January 2006, Google decided to open up a
new Chinese-speaking version in China (google.cn), and the company agreed to
adhere to Chinese self-censorship laws and regulations.18 This guaranteed faster
and more reliable access for users in China, who could still access the old
google.com site to compare search results. However, the decision by Google to
follow Yahoo! and Microsoft in accepting self-censorship in China was heavily
criticized in the United States, where company executives were called into Con-
gressional hearings to defend their actions.19

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.20 Cultural differences are one reason, but by no means
the only one. National regulatory pressures are equally if not more important—
on forms of workplace representation, employee participation, fiscal incentives
for training, acceptable practices 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. These prac-
tices are nominally illegal, yet not uncommon in Japan, but in Germany they
would certainly land the company in court. Moreover, HR practices are typically
subject to scrutiny by labor unions, whose strength and attitudes toward man-
agement 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 adhere more closely to
parent company norms. Because people management tools are context-specific,
one response is simply to delegate HR practices entirely 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 context is often framed as a
Hamlet choice: To adjust or not to adjust, that is the question. In fact, people
management is not a monolithic domain. For example, research on foreign com-
panies in China shows significant differences in the degree of localization in re-
cruitment, training, compensation, performance appraisal, and promotion
criteria,21 and we explore reasons for these differences in this chapter. Also, HR
practices for rank-and-file employees may correspond more to local norms than
practices affecting executives.22

Some HR practices are more contextually bound than others. Some can be
regarded as high-context, others as low-context, to borrow from Hall’s termi-
nology.23 Low-context practices are more explicit, based on clear frameworks,
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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 dependence on local norms and values, such as conflict resolu-
tion, and how objectives are set and performance appraisals conducted.

While the focus of our discussion so far is on people management practices,
it is important to keep in mind that people management (HRM) impacts the
organization at different levels—from guiding principles, policies, processes,
and tools, to actual operating practices.24 The practices are shaped by company
principles, policies, and processes, but they are typically more locally adapted,
compared to guiding company principles that may be designed to apply uni-
versally around the world. Even in a multinational corporation, with globally
standardized HR policies, processes, and tools, we are likely to find variance in
how these are implemented across and within foreign subsidiaries.25

IMPLEMENTING LOCALIZATION

To be locally responsive, it is not sufficient for multinationals to have HR prac-
tices that are appropriately adapted to local conditions—responsiveness typi-
cally goes hand in hand with localizing management, including not only how
top positions are staffed in overseas units but also the influence of local man-
agers on key decisions. Although local responsiveness does not always imply
localization—experienced international managers can often be effective repre-
sentatives of the local voice to the corporate center—expatriate staffing strate-
gies are difficult to sustain in the long term. The difficulties facing eBay in China
were partly associated with the fact that the company was not able to retain tal-
ented Chinese managers.

Localization takes a variety of forms. Our focus in this chapter is on the
people aspect—systematic investment in the recruitment, development, and
retention of local employees who can take over the running of local operations.
Unilever provides one of the earliest documented examples of this policy in
action. Sensitive to the national aspirations of newly independent countries,
the company started to replace expatriates with indigenous managers.
Known internally as the “ization” policy, it started in the 1930s and 1940s with
“Indianization” and “Africanization” of local subsidiaries.26

Since then, localization has become part of the corporate mantra for multi-
national enterprises around the world. Building strong local management teams
is considered a sign of enlightened management and especially of good corpo-
rate citizenship. It is a lever for attracting local talent worldwide and for
improving the firm’s international perspective, and represents an integral
strand in the globalization strategy of many companies. We explore this further
in Chapters 7 and 8, where we discuss talent management.

However, localization goes beyond staffing and retention. Our concept of
localization equates it with the degree of local responsibility for decision making.
Asubsidiary may have only one expatriate, but if that individual makes all decisions
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of importance, 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
synonymous 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.

The case for localization of management is strong and straightforward:

• Better local understanding of markets, customers, and opportunities.

• Goodwill among local authorities and the local media.

• Improved local network connections.

• Enhanced employee commitment and motivation.

• Lower costs.

Local employees nearly always have a better understanding of the
vernacular—the cultural, institutional, and business environment in which the
company operates—and they are usually better at managing a local workforce.
Localization helps foreign multinationals penetrate the network of personal and
business contacts needed to build and consolidate a presence in the country.

While some expatriates are capable of surmounting some linguistic and
cultural barriers, generally their expatriate status works against them. Expatriates
are often dismissed as “temporary fixtures”—why would key industry players
or government officials bother to cultivate relations with someone whose
assignment is going to end in the near future?

Authorities often evaluate foreign firms by their degree of localization,
while the media, politicians, and trade union officials also tend to stress the
importance of local talent development. Some governments—for example, most
of the Gulf states—impose quotas, restrict work permits, or impose fiscal controls
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
employees’ concerns are given due consideration, they may have difficulty
eliciting commitment. Employee commitment is also likely to suffer if decision
making is centralized at corporate headquarters. This was demonstrated in the
negative reactions of local managers toward the way eBay integrated the newly
acquired EachNet and transferred decision-making authority for many areas to
its California 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 as a sign of
the company’s lack of trust in them. In contrast, the presence of influential local
executives in a subsidiary supplies role models for younger employees and
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improves recruitment and retention. Moreover, local executives may find it
less difficult than expatriates to implement difficult decisions, such as layoffs
or reorganization. Expatriates’ allegiance is more suspect, and their decisions
are more closely scrutinized.

Big compensation packages for expatriates are often a source of ill feeling
within the organization, as local employees often have detailed knowledge of
expatriates’ salaries and allowances. The localization of management can
reduce the high costs of maintaining a large contingent of expatriate managers.
However, focusing on localization only from a cost perspective could lead to
decisions driven only by short-term bottom-line effects, to the detriment of
other considerations, such as corporate governance, development of common
culture, and knowledge transfer. Further, in an increasing number of locations,
the cost of employing a high-quality local executive is approaching that of an
expatriate.

Overcoming Barriers to Management Localization

Many international companies actively promote localization to increase local
responsiveness, but progress is often slower than they would like. The process
of localization is complex. Localization has to be acknowledged as an important
goal,27 and achieving this requires sensitivity to its people dimensions as well as
accountability—all backed up by a sustained strategy for the development of
local managers. It is revealing that while there is voluminous research on
expatriation, there is far less on the challenges of localization.28

Attracting and Developing Local Talent

The attraction and development of capable local managers is the foundation of
successful localization.29 Recent improvements in the educational system in
China and other emerging markets have improved the qualifications of the lo-
cal labor force. However, two interrelated problems continue systematically to
plague corporate efforts to localize. First, because of high demand and limited
supply, competent local managers are often hard to find. Second, once found,
they may be hard to retain. These two problems sometimes create a dilemma:
If good local managers are going to leave us in any case, why bother to invest
time and money in developing them?

While there are no silver bullets to solve these problems, there are initiatives
that many companies can implement, starting with a focus on the attraction and
development of local talent.

1. Establish a visible presence. In many emerging markets, there may be a
genuine scarcity of talent with specific functional or managerial competences,
while competition in the labor market is keen. The challenge even for
well-known international firms is that they do not enjoy the reputational
advantage over their peers that they may have at home. In every market they
enter, they start from scratch. The first step is therefore to build a visible
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presence in the local labor market—forging links with educational institu-
tions, offering scholarships, sponsoring sporting events or charitable activities.
For instance, each member of top management at GE China has been allo-
cated one leading university for which he or she is personally responsible.30

2. Adjust selection criteria. Developing a generic set of recruiting criteria is
often difficult. For example, when recruiting experienced managers in
Russia, Cadbury’s quickly realized that it had to scrap its “global” requirements
concerning work experience and educational background—they were sim-
ply not relevant in local conditions. Selecting on competencies may also not
work. Instead, recruiters may look for candidates with the right attitude—
to critical company values, teamwork, learning—even if they are not imme-
diately ready with respect to functional skills, which can be developed
through on-the-job and off-the-job training.

3. Sell careers, not just jobs. When talking to prospective recruits, the com-
pany should communicate its localization objectives and connect those
plans to the career prospects of local managers. When Schlumberger
recruits engineers in Russia, the company knows that they have the same
career prospects as those recruited in France or the US, and that the perfor-
mance criteria are the same. A reputation for thorough training and skill de-
velopment 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 develop-
ment, through formal training programs, international assignments, and indi-
vidual coaching and mentoring. It may even involve building local training
institutions, as many multinational firms have done in China, where Motorola
has established a Motorola University, Schlumberger has helped local engineer-
ing establishments reach world-class standards, and the Ericsson Academy has
for many years offered an MBA program to its local employees and customers.

Recruiting locals who have graduated abroad is another popular strategy to
address the talent gap. However, in some emerging markets such as China,
where access to education abroad was for a long time restricted to the privileged
elite, tensions between locals and “pseudo-locals”—returnees with freshly
minted foreign MBAs commanding salaries well above market rates—produce
the kind of 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
accessing 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 relatively small (though growing). Many headhunters who service multi-
nationals 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
gaishikei (foreign-affiliate) world.
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Managing Retention

A disproportionate number of local managers trained to take over expatriate po-
sitions never actually fill those posts or do so only briefly. One study identified
biased selection and inappropriate training as part of the explanation but found
that a more significant factor was that terms and conditions after training did
not measure up to what the external market offered to ambitious and well-
trained individuals.31 The company expects a return on its training investment,
but competitors may poach the most talented products before this can happen.

Given the length of time that is often needed to develop qualified local man-
agers, which may include investing in basic education that 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 each former expatriate position.32

Inevitably, this drives up costs, and can create a temporary surplus of skilled
managers, allowing rival firms to benefit from the company’s development ef-
forts. US automobile companies and German carmakers with US manufactur-
ing sites systematically raid Japanese 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; com-
panies such as GE and Procter & Gamble believe it is worth it.

Consider the environment facing multinationals in Russia. Before the fall of
the Berlin Wall, the country contained only a handful of foreign firms. Today,
thousands are based there, resulting in significant competition for well-qualified
employees. In addition, more Russian firms—several of which already feature
in the ranks of Fortune Global 500—are able to make attractive employment
offers, further increasing the competition.33 The local educational and training
infrastructure still needs time to close the gap between demand and supply. Not
surprisingly, staff turnover is high.

Inevitably, compensation figures 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
the vast majority of companies claim to pay in the top market quartile. 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
comprehensive packages, including private health programs, interest-free
loans, or housing assistance.

As a result, salary costs for capable local staff are increasing around the
world. The lament of a general manager of a Japanese bank in London, as he
struggled to retain qualified specialists wooed by European and US institutions
in the City—“for us localization is no longer a cheap alternative”34—heard a
decade ago, can be heard today in nearly any location where multinationals are
present to any significant degree.

Ultimately, an attractive compensation package is necessary but not enough—
there are always other companies that can offer more.35 The decisive factors may
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have more to do with career development and involvement in decision making.
The multinational firm has to be prepared to develop and promote talented peo-
ple more rapidly than it traditionally did at home, and support them with the
necessary training, coaching, and feedback. Mapping the career paths of high-
potential local candidates is an important signal of the company’s commitment
to them.36 Social climate may also be important. Company atmosphere, friend-
ship 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.37

Localization Starts at the Head Office

For all its advantages, localization is unlikely to be successful if it is only a fad-
dish whim of transient expatriate general managers or regional directors. Break-
ing out of that vicious circle requires long-term corporate commitment right
from the top. Systematic recruitment and development of local managers re-
quire a long-term organizationwide effort that transcends the good intentions of
individual managers. While the positive or negative outcomes of localization ef-
forts are most visible within the subsidiary operations involved, the core of the
problem may actually be far away, in the corporate center.

The fundamental bottleneck of localization is often the capacity of corporate
headquarters to interact effectively with locally hired executives. For example,
in last 20 years we have observed several Japanese multinationals who aggres-
sively recruited capable local staff, recognizing correctly that the weakness of
local management is an obstacle to faster global growth. However, within a
relatively short period the newly appointed local managers left in frustration
because they could not get the job done. What was going on?

Historically, the international growth of Japanese multinationals was coor-
dinated through an informal network of Japanese executives, carefully orches-
trated from the center that controlled the critical resources. Although nominally
in positions of substantial authority, the newly hired non-Japanese executives
were simply not able to secure the resources necessary to drive the local busi-
ness forward. They did not have the personal connections or even the language
ability to communicate with the head office, which was generally staffed by
managers without much, if any, international experience. Only when these
headquarters managers were replaced by more global-savvy executives, as hap-
pened at Matsushita during the early 2000s, did localization efforts begin to
show results.

Expatriates Are Responsible for Localization

Building a capable local management team does not happen overnight. It needs
preparation.38 Although the corporate or regional HR function is usually in
charge of developing plans for the localization of management, most of the
day-to-day responsibility for successful localization rests with expatriates in

Implementing Localization 93



senior management positions within the subsidiary.39 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.

1. Expatriate selection. The key issue in expatriate selection is determining the
experience profile necessary to drive localization. In addition to the profes-
sional skills expected of any expatriate, they need to be able to share knowl-
edge, and coach and mentor their local successors. As the China-based HR
manager of a large US manufacturing company put it, “Expatriates should
be able to transfer information even to people who don’t know what ques-
tions to ask.”40 These skills are in short supply in most organizations, and
cultural and language differences only compound the challenge.

The young high potentials that Shell traditionally sent out to emerging
markets were not successful in managing the localization process. They had
neither the motivation nor the depth of experience to pass on their skills.
A local manager in East Asia observed, “Most expatriates learn on the job,
and the locals end up teaching them.”41 Gradually, and sometimes only under
pressure from host governments, Shell changed tack, making sure that a
sufficient number of expatriates had knowledge and experience to share.

2. Mandate and timing. Prior to the assignment, the localization objectives
and time table should be clearly identified as key objectives. Unless these
expectations are articulated, expediency and the need to meet business
results and other quantitative performance indicators will dominate, with
only token attention given to identifying training needs and developing
local managers.42 However, doing this well takes time, as the tasks associ-
ated with developing a local successor—including transfer of technical
know-how, business knowledge, and corporate norms, as well as introduc-
tions to networks of people back at headquarters—may take longer than the
typical two- or three-year expatriate posting. An unrealistic schedule will be
ignored or poorly implemented.

Expanding its brewery operations into China and Vietnam, San Miguel
used a “two-plus-two-year” assignment rule for its Philippine expatriates:
two years to settle in and identify a local successor, and two years to develop
him or her. ABB’s objective in China was to try to localize senior manage-
ment positions in new units within five years.43

3. Measurements and rewards. Expatriates take the localization challenge se-
riously to the extent that they are measured not just on their business per-
formance but also on their ability to develop local managers. The
localization objective will seem all the more authentic if the company at-
taches incentives to its implementation. One study recommended replacing
the traditional hardship allowance with a “successful completion bonus” for
expatriates who train competent local replacements.44 However, it must
be clear that successful completion means more than just installing a local
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successor. We know of several multinational corporations in China that pay
bonuses to expatriates who have groomed successors only if the latter are
assessed as performing well after 12 months in the new job.

On the other hand, appointing a local face who does not have qualifications
and credibility can sometimes be more detrimental to the morale of the local
workforce than no localization. It reinforces doubts about whether the
foreign owners know how to run a local business . . . so it may be time to head
for the door. One way of evaluating performance against localization objec-
tives is to include feedback from multiple sources, both expatriate and local.

However, probably the most compelling incentive for expatriates to drive
effective localization may be the prospect of an attractive follow-up assign-
ment. If there is high uncertainty about repatriation and future career, where
is the incentive to train local successors who are destined to make the expa-
triate obsolete? Repatriation planning therefore plays an important role in
supporting successful localization.

Avoiding the Localization Traps

It is important for international companies to take localization initiatives seriously
right from the start. Companies that fail to do so can find themselves caught up
in a dangerous 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 troubleshoot-
ers 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 have to start again from
scratch, but by this time in an atmosphere of 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 are bound to suffer.

Localization is not a one-time effort. The challenge does not end with the
appointment of a competent local management team. Once implemented, local-
ization efforts need to be sustained and carefully managed. Often, the cost of
developing and promoting local managerial talent is such that efforts are scaled
back as soon as the first generation of local managers takes over. However, if
local managers do not have an interest in investing in the next generation
of leaders, whom they may even see as threats to their leadership positions, then
localization will be doomed to fail.

At one UK affiliate in Nigeria, the first group of local managers received
extensive training and support, but the next generation was not given the same
opportunities. Naturally, with their career path blocked by their local seniors, the
best were tempted away by other opportunities, and when the seniors retired or
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moved on, there were no capable candidates left in the succession pipeline. The
expatriates and consultants (disguised expatriates) who were parachuted back in
to refill the vacuum were viewed by many local employees as evidence of a hid-
den agenda at headquarters to discredit the localization process.45

Strong leadership in the HR function that will protect the localization ini-
tiative from parochial interests is an essential condition for its success. Indeed,
one somewhat paradoxical trap is localizing the leadership of the HR function
too early in the process. While a local HR manager may be best at operational
matters—knowing the culture, employment legislation and labor market, and
coping with local employee relations—she or he may not have the experience
needed to develop a coherent long-term localization strategy or the influence at
headquarters to ensure its implementation.

Localization is important, but anything taken to an extreme can create a
pathology. Excessive localization can lead to empire building, unwarranted
respect for the local status quo, and ultimately loss of control by the head office.
Put simply, if everyone is local, who is global? When the corporation is so local
around the world that opportunities for horizontal cross-border mobility are
limited, it becomes difficult to develop managers with broad global experience.
Indeed, localization should be viewed as a step on the journey toward trans-
national management development and not as an end in itself.

UNDERSTANDING DIVERSITY

So far, we have pointed to the advantages of responsiveness and to the benefits of
localization of management. The underlying assumption is that in order to compete
effectively in international markets, 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 comment upon three theoretical perspectives for under-
standing diversity. They relate to the cultural differences between the context in
which the parent company and its local subsidiary are embedded (know your-
self 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

The cultural perspective maintains that the values (i.e., notions of what is desir-
able) shared by members of a social group shape, and are at least to some extent
shaped by, collective beliefs, behavior, and artifacts.46 Members of a society
internalize 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 this perspective, attention typically focuses on how the local culture
influences the activities of foreign firms in the country. But the starting point for
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sensible local responsiveness is recognizing that the parent organization is
embedded in the societal culture of its home country. This cultural embedded-
ness may have an effect on its international strategy, how the multinational con-
trols and coordinates its foreign units, and the prevailing views held by parent
company executives about effective management practices. Simply put, before
you try to understand other people and the practices and strategies that may be
effective abroad, you had better understand yourself. In this chapter we will
focus on societal culture, postponing our discussion of organizational culture to
Chapter 6.

Research about Work-Related Values

The most influential body of literature concerning values in international business
relates to cultural differences between countries. Its foundation is Hofstede’s
landmark book Culture’s Consequences, which describes research conducted in
the late 1960s, and is grounded in one of the largest databases about workplace
values ever analyzed—attitude surveys of 116,000 IBM employees in 53 coun-
tries.47 Hofstede’s study showed that despite IBM’s strong integrative culture,
national culture played an important role in differentiating work values.

In his analysis, Hofstede identified four “universal” dimensions along
which cultures could be compared: individualism/collectivism, power distance,
uncertainty avoidance, and masculinity/femininity. Hofstede argued that these four
dimensions influence the way in which organizations are structured and man-
aged. Some years later he added a fifth dimension: long- versus short-term ori-
entation. Though at times heavily criticized,48 Hofstede’s work continues to
influence the field and is well known among managers worldwide. His quanti-
tative measures of culture gave birth to the notion of “cultural distance” be-
tween home and host country and allowed the cultural perspective to infiltrate
other fields of international business research.

The work of Hofstede was complemented by Laurent’s research, which
showed bigger differences in managerial beliefs among people working for the
same company in different nations than among people working for different
companies within one nation.49 Following a similar line of inquiry, Trompenaars
and Hampden-Turner have compiled a large database documenting systematic
cross-cultural variances in the relative importance of opposing values, such as
achievement versus ascription and universalism versus particularism.50 They
identify seven cultural “tensions” (see Table 3–1) that they believe companies
(and managers) should be aware of since these could influence the transferabil-
ity of management practices across borders.

Recently, a multinational team of researchers (GLOBE) conducted another
large-scale study of cultural differences in that they collected and analyzed data
on cultural values and practices and leadership attributes from over 17,000 man-
agers in 62 societies.51 Partly overlapping with Hofstede’s conceptualization of
cultural dimensions, the GLOBE project identified nine cultural dimensions
along which various societies can be ranked.52 Table 3–2 shows the scores for a
number of countries.
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TABLE  3–1. Seven Cultural Tensions

1. Universalism versus particularism: When no code, rule, or law seems to cover 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?

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 considerations of the wider team, organization, collectivity, or
community to which they belong?

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

5. Sequential versus synchronic view of time: Should managers get things done as
quickly as possible, regardless of the negative impact that their actions may have on
others, or should they synchronize efforts so that completion is coordinated and the
negative impact minimized?

6. Achieved versus ascribed status: Should individuals be judged primarily or solely
by their achievements, or 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 discretion in decision making, or should relationships be delimited by
hierarchy?

Source: Adapted from C. Hampden Turner and A. Trompenaars, Building Cross-Cultural Competence (New York:

Wiley, 2000).

GLOBE dimensions like differences around assertiveness allow us to un-
derstand the problems of interpersonal relations and teamwork when working
across cultures. When there is a conflict or a problem that arouses strong feel-
ings, people from some cultures (Israel and the Netherlands, for example) will
tend to be direct and assertive in confronting what they see as the issue; others
will find this distressingly aggressive, to the point of loss of face (Japan and
China). In low-context cultures such as the United States, words like “Yes” have
a clear meaning, indicating assent. But in high-context cultures like Japan, the
meaning of a word depends on the context in which it was expressed. When
used as a response to a question from an angry superior, “Yes” may mean “the
circumstances give me no choice except to respond in this way.” Indeed, as both
GLOBE and Hofstede suggest, there are differences from one culture to another
in the extent to which subordinates feel free to challenge their bosses (power dis-
tance). Without such understanding, at least on the part of the leaders, conflict
can split the team and undermine performance.

Managers can use the GLOBE data for a rough but up-to-date indication of
important differences between countries that may have implications for HRM,
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although we need to be cautious when using societal-level data to predict the
people-related challenges facing firms abroad.

Cultural Features and the Need for Local HRM Responsiveness

The proponents of the cultural perspective on organizations argue that cultural
values are deeply anchored and enduring, that they vary systematically between
societies, and that they condition organizational practices. Consider the case of
people management. Hofstede has argued that the motivation theories dominat-
ing management thinking reflect American cultural values, especially individu-
alism.53 They stress achievement and self-actualization as the ultimate human
needs. These assumptions may not hold true in other cultures.

Schneider has teased out some of the cultural assumptions underpinning
standard HR practices, from selection to socialization.54 For example, in the
realm of performance management she highlights a number of underlying
assumptions that have particular resonance in the US: the ideas that goals can
be set and reached (assuming control over the environment) and that objectives
may be given a 6- to 18-month time frame (assuming that time can be managed).
Managers and subordinates 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 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. In accordance with this, Ulrich and his colleagues
advise, “Begin with an absolute focus on results.”55 Individual appraisal is
crucial for linking results to pay, but appraisal can also be team- or organization-
based. For the US consultancy firm Hay Group, the bottom line is “if perfor-
mance can’t be accurately measured, if employees don’t understand how it is
evaluated, or if they can’t see the link between their efforts and the desired
results, the program won’t work or will be less than fully effective.”56

The Japanese concept of performance is often contrasted with that of the
West, particularly the US. For instance, 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 consul-
tation. 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 in the West. Appraisal focuses on
employee skills and efforts (discipline, collaboration, involvement) that lead to
continuous improvement, rather than on short-term results.

In summary, culturalists suggest that the development of HRM theory is
based on a set of assumptions that are deeply embedded in one culture—that of
the US, where many of the most influential HR scholars and consulting firms are
based. This limits the applicability of this template to other cultures. The ultimate
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expression of this cultural perspective is the memorable description of HRM as
“a contemporary manifestation of the American Dream.”57

Home Country Culture and People Management Abroad

As we have argued, national culture is often presented as a key factor influ-
encing how firms manage people. The cultural features of the corporation’s
home country may also imprint how it manages people abroad. Let us take
Trompenaars’ universalism–particularism dimension as an example. Though
we should be wary of cultural stereotypes, people in universalist cultures tend
to believe in guiding rules, procedures, and principles, whereas in particular-
ist cultures everything depends on the nature of the relationship and the
specific context.

The United States is seen as one of the more universalistic cultures, with a
strong belief in contracts, standard operating procedures, and systems. Trompe-
naars and his colleagues argue that people from such a culture will tend to look
for a single way of dealing with cultural differences, a “solution” to the “prob-
lem.” For example, codes of conduct are supposed to solve differences in ethics.
Koreans may be different from Americans, but if a US firm has a clear set of val-
ues, it may select its local staff from among the “5 percent of Koreans” who fit
with the company’s value system.

Midrange cultures, like those in many European countries, are more cau-
tious about such universalistic principles and global value systems. They tend
to be critical of “one-best-way” thinking and are more open to situational adap-
tation. International HRM is likely to be considered as the local implementation
of strategy and business objectives, as opposed to selecting people who will con-
form to particular practices.

The Chinese, the Koreans, and the Japanese are highly particularistic. The
keynote is subtlety, depending on contexts and relationships. On-the-job train-
ing is favored over formal training, which is considered too black-and-white to
capture the nuances of reality. Whereas a universalist may believe that an
experienced person can teach someone to manage cultural differences, the
particularist believes that someone will begin to cope with cultural differences
only after years of intensive experience in a culture. Japanese firms like to hire
non-Japanese managers who will agree to spend a number of years learning
the delicate context in which the firm operates before being entrusted with
significant responsibility.

The Limits of a Cultural Perspective on HRM

So far we have focused on the influence of the firm’s home cultural context on
HRM. However, to what extent should the cultural environment of a subsidiary
abroad influence local HR practices? To what degree should multinationals adapt
their practices to each location in order to achieve cultural fit? Conventional wis-
dom suggests that national cultural factors matter a great deal. Although we
subscribe to the view that cultural issues are of significance for international
HRM, we also believe that it is important to examine critically the assertion that
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multinationals must adapt to the local national culture when deciding on HR
practices in their foreign units.

The cultural hypothesis builds on the following assumptions, among others:

• Between-country differences in values are substantially larger than within-
country differences in values held by individuals.

• A misfit between national culture and management practice will reduce
effectiveness.

• Companies attract, select, and retain employees in a random fashion.58

The first of these assumptions has been refuted in several academic studies,
including Hofstede’s study, referred to above. Yes, the nationality of a person
does explain some of the variance in work-related values, but according to
several investigations this amounts to only 1.8 to 4.4 percent of the total vari-
ance.59 These studies remind us that individuals differ significantly in their
cultural values and that only a relatively small part of the global variance between
individuals is explained by their passports. They also point to the possibility of
a considerable overlap in values by individual members of society that can be
found even between countries that are culturally distant (see Figure 3–1 for a
graphic illustration of this).

The second assumption suggests, for example, that using an explicit public
performance management system would not work in a Chinese culture where
not losing face is extremely important. Indeed, there are numerous stories that
testify to the risk of implementing alien HR practices in overseas units. On the
other hand, there are also examples of foreign and local firms that have successfully
introduced HR practices at odds with local values and practices. In Chapter 9
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we look more closely at the case of consumer appliance manufacturer Haier, whose
fully transparent performance management system has become famous in China,
successfully attracting many young Chinese to join the company.

A recent survey of HR managers from a large number of countries also
raises some doubts about the validity of this assumption. While the cultural fit
argument would lead us to expect that HR managers of different nationalities
would have different views about the effectiveness of HR practices, they largely
agreed on which practices contribute to enhanced firm performance.60 For in-
stance, HR managers in Japan, China, the United States, and Central, Eastern,
Southern, and Northern Europe rated the effectiveness of pay-for-performance
systems almost identically.

Even if individuals from different countries differ on average substantially
in their values, with consequences for the effectiveness of HR practices, compa-
nies can try to select people who hold matching values. For example, in France,
Lincoln Electric can recruit and select individuals whose values fit well with
Lincoln’s famous performance-based 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—clearly com-
municating to the labor market the values and practices of the firm, recruiting
and then promoting internally those individuals who fit well with the
organization (we discuss this further in Chapter 7).

Thus, although the cultural fit argument has surface validity, research shows
that multinational firms have considerable leeway when deciding which HR prac-
tices to implement overseas. It is perhaps more effective to present the HR practices
in a way that is compatible with what people perceive to be important in their lo-
cal culture, as opposed to aligning practices with that culture’s average values.

Commentary

Cultural explanations hold considerable intuitive appeal for international man-
agers. They supply multiple plausible interpretations for the many difficulties
of working with people from different countries. That is both the strength and
the weakness of the cultural perspective.

The work of cultural researchers has heightened sensitivity to the influence
of cultural values in shaping organizational practices and in explaining em-
ployee reactions toward management policies and practices. A compelling case
can be made for the importance of the cultural perspective in understanding dif-
ferent attitudes toward authority, teamwork, and conflict resolution. However,
the cultural perspective tends to overemphasize value differences and neglect
the fact that the cultural traits found in a particular country represent only a cen-
tral tendency. Individuals and indeed companies inevitably differ in the extent
to which they adhere to those values. For example, Intel and Hewlett-Packard
have strikingly different organizational cultures in spite of their shared national
and industrial roots. Research indicates that differences in values across organ-
izations are perhaps even greater than those across nationalities.61
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Successful people management requires knowledge of differences within a
culture as well as across cultures. While the distance between national cultural
modes or means can be a barrier to effective cross-cultural interaction, another
substantial barrier is outsiders’ lack of comprehension about diversity within a
given culture. A potential danger of relying on cultural studies (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 stereotyp-
ing gender and race—we need to tackle culture with the same determination.

Another reason for caution is that cultural stereotypes 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 tradi-
tionally been a high power distance country,62 characterized by high in-group
collectivism, young urban Chinese exhibit a considerably higher degree of
individualism and a more modest level of power distance. They are also more as-
sertive than the previous generation. Human resource practices that were aligned
with traditional Chinese values 10 years ago may not be suitable in China today.

Among local managers, culture is often used as an alibi for failing to intro-
duce change, protecting local fiefdoms against interference from the head office.
Because culture is impenetrable, it is difficult to argue against these explana-
tions. 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, the approach, rather than
the objective, has to be altered.

For companies trying to adapt their HRM strategies to local needs, it is not
enough to focus on cultural values. Culture can too easily become a catchall for
complexity, both in academic and managerial circles—and may even foreclose
the search for alternative drivers of a particular phenomenon. The cultural lens
needs to be supplemented by consideration of institutional factors.

Know Where You Are: The Institutional Perspective

As noted earlier, working practices that are acceptable in one country (like
working a 50-hour week in the US) may be questionable in another country and
illegal in a third (as a 50-hour week would be in Germany, for instance). This re-
flects social, legal, and political differences that are captured by the institutional
perspective on diversity. The ease of doing business index, developed by the
World Bank, expresses this well. From an institutional perspective, Singapore is
currently seen as the easiest country in which to do business; it is easy and
straightforward to start a new business there, to register property, get credit, pay
taxes, have a contract enforced, and hire and fire employees. All of these are
immensely difficult in the Democratic Republic of Congo and in Venezuela, two
of the most difficult countries in the world on the 2009 index.

Table 3–3 shows the 2009 index, notably the scale for ease of employing work-
ers, for 17 selected countries. Let us look at the contrasting institutional environment
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TABLE 3–3. Ranking of 17 Countries (out of 181) on Ease of Employing
Workers and Overall Ease of Doing Business

Ease of Rigidity of Firing Costs Ease of 
Employing Employment (Weeks of Doing Business 

Country WorkersA IndexB Salary) RankC

Singapore 1 0 4 1

United States 1 0 0 3

Denmark 10 10 0 5

Japan 17 17 4 12

United Kingdom 28 14 22 6

United Arab Emirates 47 13 84 46

Italy 75 38 11 65

India 89 30 56 122

Netherlands 98 42 17 26

Brazil 121 46 37 125

Germany 142 44 69 25

France 148 56 32 31

Korea 152 45 91 23

Indonesia 157 40 108 129

China 159 27 91 61

Spain 160 56 56 49

Venezuela 180 79 Not possible 174

A Overall index for employment, averaging the rigidity and firing cost indexes.
B This averages three subindexes: difficulty of hiring, rigidity of hours, and difficulty of firing.
C This overall index averages indicators on 10 topics, of which ease of employing workers is one.

Source: Doing Business 2009 Report, World Bank Group (www.doingbusiness.org).

for human resources in two European countries, namely Denmark (ranked 10th for
ease of employing workers) and France (ranked 148 out of 181 countries on the
same scale). In Denmark, there are few restrictions on hiring a new worker, con-
siderable flexibility about working hours, and few constraints on firing someone
(for example, there is no obligatory legal settlement). This is combined with a
union environment, which, for more than 100 years, has favored working through
agreements with top management rather than strikes. Denmark has a favorable in-
stitutional environment where the responsibility for HRM lies with line managers,
with the HR function 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 pe-
riod; this makes it expensive and difficult to fire people. The working week was re-
duced 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.63 The French union environment has a
long adversary heritage, and the HR function has by law and by tradition a much
more powerful role in determining employment conditions and who is hired.



According to the institutional perspective, there are alternative ways of or-
ganizing economic activity, and the key to understanding 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.

When working in Germany, it is vital to understand the apprenticeship system
developed by Bismarck 130 years ago. The concept of “Kompetenz” is different
from “competence,” and is linked step-by-step to the development of Meister or
“master” status. Indeed, comparative studies reveal distinct national patterns of
work organization in terms of hierarchy, promotion avenues, wage differentials,
and the worker/management ratio. After years of training, a German Meister or
master technician is not a trained specialist in one single machine but in ma-
chines in general, which means flexibility in the face of technological change.

At the heart of institutional theory is the concept of “configuration.” Insti-
tutional configurations have been dubbed “national business systems,”64

“industrial orders,”65 and “varieties of capitalism.”66 Whitley and other scholars
argue that these configurations shape and constrain the structure and processes
through which companies conduct business. The systemic character of
configurations explains their persistence. As Child puts it, “They are likely to
be ‘sticky’ in the face of economic and technological change.”67 Therefore,
although the differences across companies within the same system must not
be underestimated, significant institutional differences remain between firms
from different parts of the world.

Redding and Whitley suggest that there are at least six successful configu-
rations of capitalism.68 Each is distinguished not only by distinctive differences
in ownership patterns and business objectives, but also by different employ-
ment practices.

1. The main purpose of the Anglo-Saxon individualist form, dominant in North
America and the United Kingdom, is to provide returns to shareholders (share-
holder value). The focus on short- to medium-term returns tends to drive HR
practices; employment 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 more communitarian European
form in large organizations. Here social contracts and obligations are more
important; German firms have, for instance, been characterized as having
patient capital, with HR practices based on codetermination of employees
and management, long-term employment security, and a fairly high reliance
on internal promotions.69

3. The European industrial district form of networked enterprise, based on
family ownership (but also involving skilled employees committed to the
firm), is found in Italy (for example, Benetton) and Scandinavia. Its aim is to
optimize the interests and values of the family owners and senior
professional managers associated with the firm.
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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 organi-
zation. Lifetime employment of core employees and slow promotions are its
most visible HR manifestations.

5. The Korean chaebol is simultaneously oriented toward retaining the influence
of the original entrepreneurs and their families and growth strategies sup-
porting national economic development. While labor relations are often
contentious, the emphasis until recently has been on lifetime employment
of managers recruited from top Korean universities.70

6. The Chinese capitalist form is represented by family businesses throughout
the Southeast Asian diaspora and increasingly in mainland China. It exists
primarily to serve the needs and wealth ambitions of owners, with trusted
long-term employees playing important roles in the firm, but with relatively
few efforts to build a formal HR system.

Of course, this is not a complete list of the different configurations of
capitalism. However, it is a reminder that although there have been some ten-
dencies of convergence toward the Anglo-Saxon model of capitalism in recent
years, we can still identify differences across firms from different institutional
environments.

Institutional theorists also argue that organizations are under pressure to
adapt and align with their institutional environment—the central assumption
being that organizations searching for legitimacy within the same configuration
tend to become isomorphic (alike) by adopting similar organizational practices.
This isomorphism results from three different processes: regulatory (the govern-
ment imposes certain rules and regulations on firms); cognitive (organizations in
situations of uncertainty mimic others in their environment that are viewed as
successful); and normative (professional organizations, such as universities,
consultancy firms, and professional interest groups, disseminate “appropriate”
organizational practices).71

Since the early 1990s there has been a flood of research on HRM from an
institutional (or contextual) perspective, spearheaded by the so-called Cranet
project on HRM in different European countries.72 Three broad distinctions
between the institutional frameworks of the US and continental Europe have
been identified, reflecting the European “communitarian” business system that
transcends internal differences within Europe73—see the box “Differences
between the US and Continental European Institutional Frameworks.”

From this perspective, many European researchers tend to view the (univer-
salist) American model of HRM, shaped by the US institutional context but usually
presented without any explicit recognition of this fact, with a certain suspicion, de-
bating the extent to which it applies to Europe (and elsewhere in the world), with
its different institutional contexts.74 However, others hotly disagree that there is a
European model, pointing to the great variations across countries within Europe.
They emphasize that in several HR domains such as equal opportunity, US firms
are arguably more regulated than their transatlantic counterparts.75
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Comparative studies conducted outside Europe have further confirmed the
impact of the institutional context on HRM.76

Responding to Local Context: Labor Relations

The role of labor unions is a notable example of how a local institutional context
can influence a company’s international operations. Wal-Mart is well known for
its strong antiunion stance at home, but its employees in China are working un-
der a union contract, as required by law and enforced by various administrative
practices.77 Recent restructuring of Pfizer Japan ran into severe problems, forc-
ing a CEO resignation under pressure from the company union—headed by
company managers.78

Countries differ radically not only in trade union membership, but also in
collective bargaining coverage, the structure of the unions, and their involvement
in collective consultation and communication at the corporate level. Table 3–4
outlines union membership coverage as a percentage of the total workforce in
selected countries. Union membership is highest in Northern Europe, lower in
other parts of Europe and in the US. Over all, the trade unions have lost
membership during the last 20 years.

However, union membership does not tell the whole story of the unions’
influence; more important is whether the employers are required to adhere to
the results of collective negotiations for all employees (see Table 3–4). For in-
stance, although union membership is very low in France, collective bargaining
covers more than 90 percent of all employees, as employers are required by law
to negotiate employment terms and reach collective agreements. Therefore,
unions typically have an influence that goes beyond their formal membership.

The structure of the unions also differs significantly. In many countries in
Europe, as well as in the US, unions are formed mainly around industry sectors
and/or professions. However, in Japan it has been common to have separate
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Differences between the US and Continental
European Institutional Frameworks

• There is a higher level of state regulation in
Europe that constrains organizations in
their HR practices, particularly with regard
to layoffs and dismissals.

• Labor unions are larger and have more influ-
ence in many European countries (union
recognition can be a legal requirement for
the purposes of collective bargaining).

• There is stronger European tradition of
employee representation, in particular in

countries such as Germany and the
Netherlands, where employee representa-
tives are members of supervisory boards
and can exert a heavy influence over
personnel matters.A

AThis is also true of some other countries, such as France,
where Works Councils are legally required once the firm
reaches a certain size in terms of employees, or where
employees request it.



unions for each corporation. In recent years, the relationship between enterprise
unions and management has typically been nonadversarial, with strikes
and other forms of labor struggles virtually unheard of (as in Denmark and
Switzerland)—except for foreign-owned firms. In some countries, like China,
the government recognizes only one union, the All China Federation of Trade
Unions (ACFTU). All companies are expected to have trade unions, and even
foreign firms that usually resist unionization—such as Wal-Mart—today have
unions in their Chinese units. The role of the ACFTU has traditionally concen-
trated on welfare issues, but recently the trade union has become much more in-
volved in negotiations about collective contracts for employees and issues
related to layoffs and dispute settlement.

In a number of countries, the trade unions form an integrated part of employee
consultation and collective communication. In Europe, works councils are
typically required in all but the smallest firms, and all companies established in the
EU member states are covered by the European Works Council Directive. Corpo-
rate decisions that influence employees in significant ways must be discussed with
the works councils. Although these have limited decision-making power, they of-
ten serve as important communication channels and as a sounding body for em-
ployees. However, from a management perspective, the obligation to discuss
decisions in works councils may lead to delays in the decision-making process.
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TABLE 3–4. Trade Union Coverage and Collective Bargaining Coverage
in Selected Countries79

Trade Union Collective Bargaining 
Country Coverage (%) Coverage (%)

Australia 25 80⫹

Austria 37 95⫹

Belgium 56 90⫹

Czech Republic 27A

Denmark 74 80⫹

Finland 76 90⫹

France 10 90⫹

Germany 25 68

Japan 22 15⫹

Korea 11 B

Netherlands 23 80⫹

Portugal 24 70⫹

Spain 15 80⫹

UK 31 30⫹

US 13 14

A Union density figure from 2001, collective bargaining data missing.
B Collective bargaining data missing.



There are many idiosyncratic differences across countries in the roles played
by trade unions, and corporate headquarters often have only limited under-
standing of local conditions. Multinationals therefore usually decentralize the
responsibility for dealing with unions to their foreign subsidiaries.

Projecting One’s Own Institutional Context Abroad

In the same way as companies often project the cultural values of the home
country when they go abroad, so the institutional environment of the home
country may influence its policies and practices in the international arena. Con-
sider the example of diversity management in US corporations. Most US firms
have developed diversity management programs, partly in response to legal
requirements but also to reflect the new consensus in the American society on
the need to provide equal opportunity regardless of gender, race, or age. In the
late 1990s, many US companies began to transfer these programs to their foreign
subsidiaries. However, many foreign subsidiary managers see these diversity
policies as well-intentioned but parochial; they do not necessarily fit with the
host country’s context, where there may be a raging war for talent and where
the most salient dimensions of diversity may be not gender but ethnicity, reli-
gious belief, or nationality (opportunities for locals rather than expatriates).
Consequently, one often finds local adaptations in the way diversity programs
are implemented abroad. Nonetheless, US subsidiaries typically adhere, at least
on the surface, to the traditions of the home country and to the policies intro-
duced by their parent companies.80

The institutional tradition of management development in the home country
also influences the way in which companies create pools of international man-
agers. In the US, and to a lesser extent the UK, career paths are less specialized and
more generalist. This is institutionalized in broad business school education and
expectations of rapid movement from job to job. It is also in stark contrast to the
on-the-job long-term acquisition of specialist expertise that typifies the system
in Germany, where until recently business schools were rather alien. There, as in
Japan, managers expect to spend a longer period in each job, leading to very
different skill profiles. The highly political nature of the promotion process in
France may inhibit international mobility because of the need to remain visible to
top management. Overall, the home heritage in management development,
anchored in national business systems, will color the way in which the company
goes about international management development.

Commentary

The institutional perspective emphasizes that firms are constrained by their local
environments. For the multinational firm, there is a risk of being blind to the
extent to which the home country context puts its mark on people management
issues, just as home country cultural values do. As a company internationalizes,
it should reflect on the way in which the institutional context in its home country
has shaped its HR strategy and how this influences its approach to people man-
agement abroad.
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Foreign subsidiaries in fact face dual institutional pressures—from the par-
ent organization and from the local environment—which they need to balance.81

Line executives in these subsidiaries, and particularly international HR man-
agers, need strong negotiation skills, especially if headquarters executives are
unaware of these local institutional constraints. Headquarters may decide to cut
headcount or to introduce new work practices globally, and such actions are
strongly constrained by the local environment. Local managers cannot simply
refuse to comply; they have to be objective about what is feasible in their envi-
ronment and argue cogently for it.82

One of the dangers of the institutional perspective may be to exaggerate
the persistence and the strength of local institutional pressures. While labor
laws and regulations may indeed restrict the range of possible HR actions,
local managers often have taken-for-granted views about what works and
what does not with respect to 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 operator 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 standards as they entered the US stock
exchange to access cheaper sources of capital. We can also observe an increasing
number of Japanese corporations divesting unprofitable units and even laying
off employees as they restructure their operations.

Some regard the influence of national business systems as declining, pointing
to the individualization of HRM practices in Japan, to the changes in the Korean
chaebol, and to what has been called the Anglo-Saxonization of management.
They foresee a gradual global shift toward the more market-oriented institutional
mechanisms prevailing in the US business system. American commentators, in
particular, often feel strongly about the virtues of the free-market open econ-
omy, resenting the degree of state intervention and regulation that prevails in
many parts of Europe and Asia, though the 2008–2009 global financial crisis,
ascribed by many to underregulation, will undoubtedly lead to further debate
around this.83 Politicians and business leaders in the emerging BRIC economies
(Brazil, Russian, India, and China) are actively looking for new models of man-
agement, leadership, and organization.

Most importantly, irrespective 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. Execu-
tives everywhere are bombarded daily by press reports on the latest global busi-
ness and management trends in the US and elsewhere. The Internet has further
accelerated this trend. The idea of cultural or institutional cocoons where firms
are prisoners of their own national heritage is less and less true. It all depends
on whom you talk to and whom you view as role models—and this leads us to
the network perspective on diversity.
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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. In other words, multinational
organizations also face pressures to conform to so-called best practices, to inno-
vations and changes adopted by other firms in similar circumstances. A growing
number of studies document the importance of interorganizational networks in
diffusing such information, and this network perspective is particularly relevant
to the HR/personnel domain since professional associations have long played an
important role in prescribing 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 and
local firms in Ecuador. The study, conducted in the 1990s, showed little transfer
of HR techniques between multinationals and local firms. Managers in local
Ecuadoran firms compared themselves to other local firms, and the multina-
tionals compared themselves to other multinationals operating in the country.
They constituted two separate networks with virtually no overlap—and no
transfer of know-how.84

It is understandable that multinationals do not learn from local firms in
countries where local firms are smaller and perceived as less sophisticated than
their own subsidiaries. Why would multinationals cultivate contacts with lower-
status players? What could they learn from them? Yet a similar phenomenon is
also visible in Japan, where one would expect exchange between Japanese
multinationals and locally based foreign subsidiaries. In fact, they are two sep-
arate worlds. Foreign companies in Japan pay higher wages than local firms,
since their salary surveys compare them only with other foreign firms. Most are
not even aware that they are paying this gaijin tax (foreigner tax) because they
would never think of networking with an indigenous Japanese corporation. Jap-
anese managers working for foreign subsidiaries even have their own union, the
Foreign Affiliated Managers Association (FAMA). These managers seldom cross
over to Japanese multinationals, or vice versa.

Even in the “boundaryless” European Union, we found in one of our stud-
ies that Danish companies tend to take a management idea seriously only if it
has been adopted by another Danish organization. Even in the 21st century
there is a definite tribal characteristic that the Danes acknowledge.85 To a lesser
extent, the same is true of France, where networks of graduates from the grandes
écoles or “great schools” tend to dominate the major French companies, leaving
graduates from “lesser” institutions to opt either for the foreign company circuit
or the nonestablishment business sector. In France, as in other countries, this cre-
ates separate networks and labor pools with little exchange between them.86

Learning from Friends When Abroad

HR managers working abroad have a particular incentive to build networks
with those from other multinationals since they are not sure how specific HR
practices will fit into the local context. Expatriates who are responsible for
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introducing practices that may be risky, expensive, and hard to reverse are nat-
urally keen to discuss the benefits, or frustrations, that others may have experi-
enced when implementing similar changes. As Burt puts it, “Adopting
innovation entails a risk, an uncertain balance of costs and benefits, and people
manage that uncertainty by drawing on others to define a socially acceptable
interpretation of the risk.”87 And there is research evidence that firms tend to
imitate changes previously adopted by network peers.88

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 re-
gionally based consultants recommend, as by the experience of local firms or
best practices back home. A study of foreign firms operating in Russia highlights
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).89

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.90

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 information received
from networks to which its employees belong.

The networks may be predominantly professional or social in nature and run
with a various degrees of formality. For instance, in many of the major cities in
China, there are formal HR networks where managers from multinational firms
meet regularly to discuss issues of interest to network members. Some of these are
open groups, organized by Chambers of Commerce or consulting companies,
while others may limit membership to a selected group of peers. However, all the
networks contribute to the development of beliefs about what constitutes efficient
HR practices, with participants spreading the ideas to their own organizations.

Global Trends—and Fashions

Of course, firms can also look outside their immediate networks for ideas about
what they should do and what may work. Increasingly, organizations have
access to a kind of surrogate network in the form of cases gleaned from business
professors, consultants, management gurus, and journalists. These fashion setters
carry best practices and benchmark information across borders, geographical or
industrial.91 Each proposes new exemplar companies and organizational inno-
vations. Companies are exposed to the routines and practices of key international
competitors. What self-respecting international manager has not heard of GE’s
Workout or Toyota’s Production System? In a broad sense these companies and
practices become part of an organization’s extended network—legitimate
sources of comparison.

Understanding Diversity 113



Indeed, in the 1980s and early 1990s Japanese management was the rage,
only to be replaced by global worship of General Electric and its CEO Jack
Welch. Through the business media, new leading-edge practices reach a broad
audience and converge on a company’s executives from several points at once.
This can create intense pressure to follow suit in order to maintain the appearance
of a “legitimate,” “modern,” or “progressive” organization, as defined by the
reference network. This is plain bandwagon imitation.92

Moreover, access to what is “in” has been spurred by the rapid rise of the
Internet. Executives in Europe, Asia, or Africa may be just as familiar with the
latest in best practices as their American counterparts. This has undoubtedly
accelerated the convergence of multinationals from different countries on an
Anglo-Saxon model for people and organizational management.93 Although as
we pointed out some premises of this model are being reconsidered, the trend
toward at least some cross-border convergence is likely to continue. This seems
almost inevitable among the network of multinationals that invest in the same
emerging markets, recruit from the same business school, and send their execu-
tives to the same conferences and training courses. These companies are subject to
the same competitive pressures and they wrestle with similar issues—managing
change, transferring knowledge across boundaries, coping with e-opportunities,
and fighting the talent war, to name only some current concerns.

On the other hand, the resulting convergence is more nuanced than it often
appears. One investigation into the Anglo-Saxon influence on European
multinationals reveals important variations.94 Though French and German
multinationals are adopting Anglo-Saxon practices in the fields 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
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.95

International networks may rapidly spread new concepts such as value
innovation 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
of the transfer of Japanese total quality management (TQM) 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 techni-
cal attention and adaptation to the specific circumstances of the enterprise.96

Despite initial skepticism, 360-degree feedback can work well in Asian environ-
ments, but only if meticulous attention is paid to issues like respondent anonymity.
There may be generic ideas, but there are no generic solutions.

Moreover, those with a longer-term perspective should be wary of endorsing
the Anglo-Saxon or any other model as objectively virtuous. Only 20 years ago,
Japan was the worldwide model, and who knows what fashions the future will
bring. New models for internationalization are constantly emerging, as leading
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Brazilian, Indian, and Mexican firms leapfrog others in mastering how to go
global.97

Commentary

Traditional models of organizational adaptation tend to portray companies as
deciding how to respond to new circumstances in social isolation. The emerging
theory and evidence on networks suggest otherwise. Besides home and host
contexts, there is the influence of the international networks to which organiza-
tions belong. These interfirm ties may be of particular relevance to foreign sub-
sidiaries, given the high uncertainty they face. When there is high uncertainty,
people naturally seek the views of experienced peers, experts who are central in
networks, and others facing the same challenges. Network ties multiply the
repertoire of potential responses in adapting to an uncertain environment, “mak-
ing linked organizations more astute collectively than they are individually.”98

Moreover, if the subsidiary eschews home practices as inappropriate, adopt-
ing the practices of an internationally recognized peer may appear more legiti-
mate (vis-à-vis the head office) than those of a successful local company. Local
managers who must create the impression that they are conforming to the
“norms of rationality” may yield to those pressures.

However, this need for social legitimacy can trigger bandwagon effects that
highlight the drawbacks of networks. Traditional HR networks are excessively
local or focused on emulating a few companies that may be in vogue at a given
point of time. The choice of the networks and intensity of how these networks
are used are of critical importance. In fact, the roles played by company net-
works are recurrent themes in this book.99

In order to remain alert to choices, to preserve healthy cynicism, and to
avoid me-too decisions, we need to be aware of the ways in which networks
shape reality. Homogenization of perspectives leads to impoverished choices.
Research on executives who have good track records on managerial innovation
show that they carefully maintain broad networks and take every opportunity
to seek out the views of others.100

What Shapes Local Responsiveness?

Cultural diversity, institutional factors, and network relationships, as well as
global fads and fashions, shape the ways in which multinational corporations
manage people. Practice depends on the context, and all these factors constitute
different sources of contextual influence.

There are at least five different contextual and isomorphic influences on
international 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 international companies.101 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
all these different forces.
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Country-of-Origin effect

Companies develop HR and other management practices that reflect their na-
tional cultural and institutional conditions, and then transfer these practices to
their foreign units. The time perspective of the parent company is a case in point.
US firms, where the tenure of top managers depends on annual if not quarterly
results reported to shareholders, are likely to have a shorter-term perspective than
traditional German firms, where bankers and employee representatives may have
a controlling influence on the external board of directors.102 Whether senior man-
agement looks only for short-term results or takes a long-term view will have a
profound effect on the orientation of HRM within the firm, at home and abroad.
A range of studies has reported strong differences in practices according to the
country of origin, with notable differences between US and non-US firms.103

Company-of-Origin effect

Companies develop distinctive HR practices and then transfer these to foreign
environments. Lincoln Electric’s story in the late 1980s illustrates a less success-
ful case, although there are many examples of the successful transfer of com-
pany culture. Nokia has a distinctive culture that is embodied in the evolving
“Nokia Way,” emphasizing rapid decision making in a flat organization. When
Nokia recruits a native Russian engineer for its local unit in that country, it is
looking for an engineer who deviates from the hierarchical Russian norms,
someone who is likely to thrive in its flat networked culture.

Host Country Effect

Here companies adopt HR and management practices that reflect institutional
and cultural conditions in the place of local operations. To some degree, all or-
ganizations must conform to local practices. Some firms adopt local isomor-
phism as a strategy—”Strategy may be global, but everything else is local
implementation.” Ahold, the global Dutch retailer that is a competitor to Wal-
Mart, has been one of many examples of firms that operate in line with this
motto. Companies that expand internationally through acquisition and alliance
are more likely to experience the pressures of local isomorphism than those that
grow by setting up greenfield sites.

Foreign Firm Network Effect

In situations of uncertainty about what constitutes best practices, organizations of-
ten look at others and then mimic what they do or collectively develop a consen-
sus about what to do. As discussed earlier, we often see that the networks to which
foreign firms belong produce common notions about appropriate HR practices.

Global Convergence Effect

In an era of worldwide diffusion of technology, footloose capital, widespread inter-
continental travel, strong influence by international consulting firms on corporate
practices in all parts of the world, and global accessibility to information via
the Internet, knowledge flows easily from one region of the globe to another.
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International companies compare themselves with others with international
experience and model their practices on these, as well as on their own experience
with their various subsidiaries. Diffusion of technology and management practices
means that national effects become less important than the globalization effect.

The debate about whether management practices around the world, including
HR practices, are converging or diverging is not new. Different forces or effects
exist simultaneously and will continue to do so in the years ahead.

THE LIMITS OF RESPONSIVENESS

We started this chapter by describing eBay’s problems in Asia, attributing them
largely to a failure to respond to local circumstances. However, a local respon-
siveness strategy also has its limits. Indeed, when localization of staff is combined
with a decentralized federal structure, it can lead to local fiefdoms and inhibit
collaboration. 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), needless differentia-
tion, and resistance to external recommendations or ideas—the “handmaidens
of decentralization,” as Bartlett and Ghoshal dubbed them.104

Just as firms following a 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. In trying to be more local than the locals, the ultraresponsive firm
may fail to leverage its home base or globally derived knowledge. Regionalization,
a bridge between globalization and localization, can be a way of responding. One
study examined the role and structure of 15 regional headquarters of Western
firms in Asia and 15 regional headquarters of Japanese firms in Europe. These
regional headquarters often played an important functional coordination role and
provided a strong link between the local subsidiary and the global head office.105

The impatriation of local managers to the regional or global headquarters is
a big step toward transnational organization. To ensure international mobility,
Unilever has long had a policy of reserving at least one slot on all management
teams in both emerging and developed countries for an expatriate—a European
in Asia and an Asian or Latin American in Europe. Traditionally, the risk of local
empire building is attenuated at 3M by an informal rule that executives cannot
become managing directors in their own country. Promising local managers are
appointed as heads of subsidiaries in other countries. This reduces the danger
of indigenous managers becoming fixtures for several decades and clogging the
career pipeline, and it ensures that local stars gain international exposure.

Local Responsiveness Does Not Necessarily 
Mean Playing by Local Rules

One somewhat paradoxical outcome of successful localization is the recognition
that local responsiveness does not always mean playing by local rules. Indeed
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one of the benefits of localization is that indigenous managers have a better
sense of which local rules they can break. Local managers have a better sense of
intracultural variation—tolerance for differences within a nation. They tend to
have a better awareness of the strengths of cultural values and norms and the
likely effects of breaking them. They also know how flexible national and local
institutional structures are.

The transnational ideal is local managers who have been exposed to global
methods and practices through their networks and time spent in lead countries,
perhaps working with expatriates who are in the local subsidiary to gain inter-
national experience. Rather than embracing the local way, they can redefine the
boundaries of what is considered “local”—showing smart disrespect. Finding
ways to operate that neither mimic local firms nor copy the way multinational
corporations do things in other parts of the world may be the seed of innovations
that can subsequently be transferred to and benefit the corporation as a whole.

TAKEAWAYS

1. Local responsiveness helps the firm overcome the disadvantages of being
an outsider. However, local responsiveness, once synonymous with
country boundaries, now applies to any market with distinctive needs.

2. With increased globalization, local responsiveness may have acquired
additional value as a source of competitive differentiation.

3. HR practices are more sensitive to local context than finance, marketing, or
manufacturing practices, because HRM deals with people, and people
differ across the world. Within HRM, some practices are more sensitive to
context than others.

4. Localization means local authority over local decision making, with local
managers playing key roles while drawing on and adapting the experience
of headquarters, expatriates, and other subsidiaries.

5. Localization of management requires a long-term strategy with
commitment at all levels, especially among expatriates, to developing local
successors. Shortcuts lead to protracted difficulties.

6. Cultural values influence HRM practices, but this does not necessarily
mean that companies have to adapt to the local culture. There are wide
variances in values within any nation, and firms can choose whom to
recruit. Some local employees find practices that deviate from national
stereotypes to be attractive.

7. National business systems (institutional environments) shape the HRM
practices of the home company, and many of these practices may need
adjustment in other institutional environments. This is particularly evident
in the area of employee and labor relations.

8. Adjusting to local conditions is not just a trade-off between headquarter
practices and host country practices; it is also influenced by the practices of
international peers.
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9. Mindful learning from other firms may enhance competitiveness, but
copying “best practices” without considering their context is rarely
effective.

10. Local responsiveness does not necessarily imply playing by local rules, but
it does require knowing which rules can be broken, and how. Excessive
local responsiveness tends to inhibit collaboration across boundaries, and
this may be as harmful to performance as excessive centralization.
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CHAPTER 4

Achieving Global Integration

Leveraging Global Capabilities at Nokia

Who would have anticipated in the early 1990s that Nokia, a traditional, 
100-year-old Finnish company with origins in the rubber, pulp, and paper
businesses, would become the world’s biggest producer of mobile phones?
Today, Nokia handsets are sold in more than 150 countries, and its brand name
is a symbol of status and quality among consumers worldwide. Nokia’s joint
venture with Siemens also makes it one of the leading suppliers of the wireless
telecommunication infrastructure for mobile operators around the world.1

Nokia first entered the telecom business in 1981 when the company acquired
51 percent of a state-owned phone equipment firm. Although attempts to
become a leading TV and PC manufacturer nearly bankrupted the group, the
transformation gathered speed when the visionary head of its mobile phone
business, Jorma Ollila, became CEO in 1992. Under Ollila’s leadership, Nokia
became step-by-step a global company with an almost exclusive focus on wire-
less telecommunications.2

Nokia’s strategy was to leverage its early R&D investment in mobile
phones by growing international sales rapidly. Top management took a giant
bet, correctly forecasting that GSM technology would become the new global
standard outside the United States, and put all available resources behind it.
Research and development as well as core manufacturing were concentrated
in Finland to maximize efficiency and speed of product development and to
exploit manufacturing economies of scale. Ollila spelled this out even before
becoming CEO: “To succeed in mobile phones means becoming a consumer-
driven, marketing-driven business and designing the product in such a way
that we can mass-produce and lower the price of the product. How cheap and
how efficient our production ability is will have a major impact.” Nokia’s ability
to manage the whole process more efficiently than its competitors—from
product development to delivery of handsets to sales outlets—soon became a
key competitive advantage. 123



As Nokia expanded rapidly around the world, the product groups located
in Finland retained control over major commercial decisions, supervised by a
tightly knit group of Finnish senior managers. Foreign subsidiaries, managed in
most cases by Finnish expatriates, were responsible for meeting sales and
budget targets. Quick entrepreneurial decision making was emphasized. As
Ollila notes, “A prime part of our organization is our policy to give the employ-
ees who have shown capability of taking the company forward three times more
responsibility than they themselves see as reasonable.”3 Informal networks
were considered more important than formal authority or bureaucratic
processes, with a culture (the Nokia Way) that helped integrate the different
parts of the corporation. This culture spread abroad through the expatriate net-
work, facilitating Nokia’s global expansion.4

By the turn of the millennium, Nokia had become the undisputed market
leader in mobile handsets. When Olli-Pekka Kallasvuo, another Finn, took over
as CEO from Ollila in 2006, Finland was still an important location for R&D and
the manufacturing of some of the most technologically advanced products.
However, R&D and other functional activities were now considerably more dis-
persed, requiring extensive integration across borders and functions.5

Nokia continued to rely heavily on expatriates to achieve global integration,
but they now came from a wide variety of countries. The number of foreign
nationals on the top management team had increased from zero in 2000 to 4
(out of 12) in 2009, and a large number of non-Finns worked in the parent
organization in Finland.
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OVERVIEW

Nokia became a leader in mobile telephony by pursuing a strategy of global
integration, leveraging its R&D investments at home into global dominance
through superior efficiency. In this chapter, we build on this story to elaborate
on the benefits of global integration strategies and outline the key mechanisms
of global integration and their implications for the organization and HR practices.
We review different control mechanisms relevant to firms operating across
national boundaries, describing personal, procedural, output, and normative
control. Subsequently we discuss the benefits and cost of global standardiza-
tion, and its implications for HR practices.

Expatriates play crucial roles when new operations are established abroad
and corporate practices are transferred across dispersed units. In fact, most tools
of global integration are associated with a heavy reliance on expatriate man-
agers. The second and main part of this chapter focuses on the challenges in
managing expatriation processes effectively. While different aspects of expatri-
ation are explored throughout the book, the core concepts are introduced here.

After a review of the literature on expatriate success and failure, we present
the key theories, concepts, and practices concerning the different stages in the
expatriate cycle (selection, training, adjustment, performance appraisal and



compensation, and repatriation). We compare research findings with current
practice and discuss particular challenges, such as family adjustment. We also
discuss the inevitable tensions in the expatriate cycle (home/host, global/local,
short-/long-term, leading/learning) and explore the implications of trends such
as dual careers, the growing number of female and younger expatriates, and the
increased use of alternatives to expatriation.

We end the chapter by summarizing the benefits that can be derived from
well-implemented strategies of global integration, but point also to the rigidities
that must be overcome when a company begins to experience transnational
pressures.

THE LOGIC OF GLOBAL INTEGRATION

Multinational corporations face two sets of conflicting demands in their inter-
national operations: local responsiveness and global efficiency. In Chapter 3, we
discussed the need for international firms to respond to local requirements. We
argued that local responsiveness is achieved primarily by delegating decision-
making responsibility to local units and by appointing local managers to the top
management teams of subsidiaries.

In this chapter we discuss how firms can achieve global efficiency through
a high level of integration of their international activities. Global integration
means that the different parts of the corporation constitute a whole, and that
decisions made are based on a global perspective.

In companies pursuing global integration, the development of new
knowledge takes place mainly at the global hub, usually the corporate head-
quarters or the worldwide product division. Foreign subsidiaries depend on
the center for resources, direction, and information. They act as product de-
livery pipelines to foreign markets, implementing the strategies of the parent
company. We call companies that use this “one-country” approach to creating
competitive advantage meganational firms.6

Many companies choose to expand internationally while maintaining close
control over the value chain—that is, the string of primary activities (R&D,
manufacturing, logistics, marketing, etc.) and support activities (such as HR and
procurement) that are the source of added value. Decisions are made from a
global perspective—in the extreme, the firm operates as if the world were a sin-
gle market. While Nokia’s globalization strategy stands out for its remarkable
success, the logic that the company followed is quite common. Nokia’s strength
came from its focused R&D investments and from its control over the links
between technology, product development, supply chain management, and
marketing, integrating these activities on a global basis.

Key strategic decisions at Nokia involve a fast-moving process of data gather-
ing and analysis, consultation, and conflict resolution, involving many different
perspectives. In the 1990s, this was enabled by key executives being in the same
place—Finland.7 They shared a common language and cultural background,
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and they were used to working with each other. In other words, they functioned
as a tightly integrated team.

Global integration does not necessarily imply selling identical products in
the same way all over the world. What it does mean is that decisions about how
to address local customer needs or market differentiation are made by managers
who have an integrated global point of view. The strategies of export-driven
Japanese, Korean, and Chinese manufacturing companies—relative latecomers
to internationalization—typify this. Their tightly integrated product develop-
ment and manufacturing functions at home allowed them to develop economies
of scale in cost, quality, and product innovation, flooding the world with auto-
mobiles, cameras, copiers, consumer electronics, and other products via their
sales subsidiaries abroad.

The meganational approach is not limited to companies that compete glob-
ally by exporting standardized consumer products. Meganational companies
can be found across the spectrum of industries, from high-tech to fast foods, in
particular where products are naturally relatively standardized across the
world, where there are only limited benefits of local responsiveness, or where
maintaining key activities in the value chain at the central hub can create a com-
petitive advantage in terms of speed of product development, cost reduction, or
quality improvement.8

Some companies, such as Nokia, have used a meganational strategy as a
first step to internationalization, moving to a different strategic posture as they
progress. Indeed, elements of meganational strategy can be detected in most
cases of early internationalization when resource constraints require careful
central control. Other firms maintain their meganational orientation for an
extended period of time because it fits with their products and/or markets.

The Business Advantages of Global Integration

There are a number of reasons why companies may choose to follow a route
of tight international integration (see the box “Business Advantages of Global
Integration”).

Global integration does not, however, mean centralization of all aspects of
a company’s operations. It may be limited to a particular product, function,
or value chain segment. For example, P&G strives to standardize products
worldwide because P&G’s key success factor compared to its competitors is
technological innovation and its rapid application to all markets. Packaging and
advertising, on the other hand, are more adapted to local needs.

With increased global competition, an argument can be made that global
integration is becoming a competitive necessity in a number of markets in which
decentralized strategies were dominant in the past. Among the factors favoring
integration are the emergence of global consumers, owing to greater homogeneity
of tastes; the diminishing importance of country borders with regional integration
in Europe, Latin America, and Southeast Asia; and the increasing importance of
fast decision making in our rapidly changing competitive environment.
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Business Advantages of Global Integration

• Economies of scale. A company can lower its
unit costs by centralizing critical value chain
activities, such as manufacturing or logis-
tics. This may involve having a small number
of large facilities to make products for
export, or creating a network of specialized
and focused operations spread around the
world that are tightly controlled by the cen-
tral hub. This allowed Nokia to manage
carefully its investments in R&D and to
maximize economies of scale in manufac-
turing, sourcing, and logistics.

• Links in the value chain. Sometimes competi-
tive advantage comes from tight links
between value chain activities—between
R&D, manufacturing, and marketing in the
home country, which is a technological
leader (such as Silicon Valley in the Internet
equipment business); or between manufac-
turing and logistics. Tight integration al-
lows the firm to stay ahead of technological
and competitive changes.

• Serving global customers. To the extent that
customers are integrated and operate on a
global basis, their suppliers may be forced
to adopt a similar structure. Subsidiaries
do not have their own stand-alone cus-
tomers; prices, quality standards, and deliv-
ery terms are determined globally. For
instance, international law firms are
expected to deliver the same service to their
global clients regardless of where they are
served.9

• Global branding. A consumer products com-
pany like Coca-Cola promotes a unified
brand image around the world. Coke stan-
dardizes both its formula and advertising
themes (its two critical success factors) to a
high degree, gaining efficiencies in the use
of marketing tools like advertising and
merchandising.

• Leveraging capabilities. Some companies
expand globally by transferring capabilities
developed in the home market. The inter-
national expansion of both IKEA and 
Wal-Mart depends on supply chain manage-
ment skills that allow these companies to
pursue their traditional low-price strategies
around the world.

• World-class quality assurance. Key processes
are standardized and centrally controlled to
maintain competitive advantage. The phar-
maceutical giant Merck manufactures locally
to meet government requirements. Its man-
ufacturing processes are complex, however,
and these are standardized in order to
maintain high quality.

• Competitive platforms. Tight control of local
subsidiaries by central headquarters may
allow rapid response to competitive condi-
tions and redeployment of resources to
facilitate expansion worldwide. For exam-
ple, in the past, tightly centralized Japanese
multinationals penetrated new markets
through price subsidization funded by
profitable operations elsewhere.

Meganational firms can be found even in industries in which the forces for
local responsiveness are supposedly high—McDonald’s and Pizza Hut in fast
foods, and IKEA and Wal-Mart in retailing. Within the same industry, compa-
nies may pursue different internationalization strategies, often following the
path that led them to success in their home markets.



A meganational firm is sometimes perceived as ethnocentric by foreign sub-
sidiary employees. Global decisions often seem to be made at the expense of the
subsidiary, with the corporation’s home country apparently having an undue
influence. The composition of the top management team, typically dominated
by home country nationals, further strengthens this perception. In addition,
expatriates from the home country often have key roles on local management
teams to maintain the necessary close link with the head office. Not surprisingly,
Japanese multinationals, with their historical preference for a meganational
approach, consistently have more expatriates per subsidiary and a greater pres-
ence of Japanese in local management than multinationals from other coun-
tries.10 How to overcome this “natural” tendency to become ethnocentric is one
of the challenges facing the meganational firm.

The Tools for Global Integration

Historically, the levers of global integration have been primarily those that
enable centralized control over dispersed operations.11 There is an extensive
literature on control in organizations, much of it focused on the microeconomic
debate about the respective virtues of markets and hierarchies as governance
mechanisms.12 More pertinent to our focus are the frameworks found in organi-
zational theory. The idea underlying these organizational control frameworks is
that, as the degree of complexity and uncertainty of tasks increases, a progres-
sively wider range of control mechanisms will be employed. Simple mechanisms
such as rules and procedures can manage simple tasks; but as the complexity of
the task increases, direct supervision, planning, and more complex levers of
control will come into play.13

The integration mechanisms are sometimes referred to as tools of control,
sometimes as tools of coordination, both in popular usage and in textbooks.
Control and coordination are two closely related concepts that are difficult to
separate.14 As we proposed in Chapter 1, we will use the term “control” when
power and authority are overt and the mechanism is hierarchical in nature.15 We
will use the term “coordination” when the focus of the mechanisms is on
enhancing two-way lateral (horizontal) interactions and adjustments among
different organizational units and individuals.

Control mechanisms can be classified broadly into four types:16

• Personal control.

• Procedural control.

• Output control.

• Normative control.

Personal Control

This control mechanism is reflected in the managerial hierarchy of roles and
responsibilities, in which decision-making authority is concentrated at the cen-
ter of the organization. Since all organizations are organized in a hierarchy, some
degree of personal control is universal. This is the most direct and personalized

128 CHAPTER 4: Achieving Global Integration



form of control. The center takes key decisions, supported by direct supervision—
for example, by visits to foreign operations by senior executives.

Personal control through expatriates can be used to replace and complement
headquarters centralization. Trusted expatriates make decisions on behalf of
headquarters and monitor the implementation of central decisions.

Procedural Control

In its simplest form, this involves standardization of procedures, typically in
written form and increasingly supported by IT-based tools. These procedures
can come to constitute an internal governance system—for example, mandating
the processes for recruitment, for signing external contracts, or concerning
safety measures.

Standardization can also take more sophisticated forms, including the
development of complex global work processes and systems. Standardization
can apply to skills (training people in how to approach customers or handle a
performance appraisal) as well as knowledge (codifying new knowledge on
customer solutions so that it can be diffused across operations).17

Output Control

In contrast to the other types of control, the focus here is on results rather than
on behavior or a course of action. Control is exercised through negotiation and
agreement about objectives or targets. This is analogous to market ways of
governance, as opposed to hierarchical means. Targets that have been agreed
constitute quasi-contractual obligations, typically backed up by explicitly stated
rewards and sanctions. Bonuses are linked to achievement of results, and the
ultimate sanction may be replacement or dismissal for nonperformance.

The broad trend in many global companies toward greater rigor in perfor-
mance management (objective setting, evaluation, and rewards—to be discussed
in Chapter 9) reflects an emphasis on output control. At the same time, the
market nature of output control is guided by some form of planning system that
focuses on working through the trade-offs between long-term strategic objec-
tives and short-term outputs (financial targets and budgets as well as opera-
tional goals).18 Otherwise output control can lead to an excessively short-term
orientation.

Normative Control

In comparison with supervision, normative control—often called socialization—
is more implicit and subtle. It means inculcating certain values, beliefs, and be-
haviors that employees are expected to learn and follow; the norms are
internalized. (In contrast, we discuss horizontally shared values, beliefs, and
norms at more length in Chapter 6.)

People can be recruited on the basis of their potential fit with these values
and norms, which can also be taught, both through formal socialization programs
and through informal interaction with other organizational members. Those who
demonstrate adherence to corporate values and behavioral norms are chosen for
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positions of responsibility. To the extent that employees share common norms
and values, they can be trusted to exercise discretion without the necessity for
rules, procedures, and supervision.

Global Integration and the Use of Expatriates

Common to all these different integration mechanisms is the role played by
expatriation. Global integration is not about dictatorship by headquarters; it is
about alignment. The trick is to make sure that managers worldwide are on the
same wavelength. One way to ensure alignment is expatriate staffing, shifting
the locus of decision making to the affiliates while assuring that a global view
prevails.

Expatriation is a form of direct, hierarchical, personal control19—headquarters’
executives often trust their expatriates more than they trust their local employees.
Trusted expatriates are also likely to have been through intense socialization,
and may be levers for standardization of practices across borders.

Centralization is a case in point. When one thinks of meganational firms, the
first characteristic that usually comes to mind is centralized decision making at
the all-powerful headquarters, or at the central office of the worldwide product
group in a more diversified firm. This is misleading. Senior managers at the
headquarters would become overloaded with operational details, taking their
attention away from important strategic issues. As the scope of international
operations expands, decision making would break down—everything would
stop until headquarters made a decision. It would also be difficult to attract and
retain local staff, who would feel alienated at slow decision making by distant
bosses with no understanding of their local circumstances.

However, decentralizing decisions to affiliates does not necessarily mean
increasing their autonomy. There is a lot of confusion about this, since autonomy
in multinational companies is often perceived as synonymous with the locus of
decision making.20 If decisions are made at headquarters, subsidiaries are said
to have little autonomy; if decisions are made locally, then they have high au-
tonomy. In fact, making decisions locally does not necessarily imply autonomy
if the decisions are made by expatriates rather than local managers. Who makes
the decision may be as important as where the decision is made.

The typical pattern in meganational firms is that home country expatriates,
well socialized in the parent company norms and with strong social ties to head-
quarters managers, occupy key positions in the subsidiaries. For many firms this
may be a key post, like general manager or financial controller. For others, it may
be a critical technical position, such as the brewmaster at Heineken.21 Indeed, send-
ing expatriates to subsidiaries can have the same results as centralizing decisions
at headquarters.22 Reinforced by the network of relationships with colleagues at
headquarters, local decisions may be similar to those made at the center.

For example, research has shown that a large Japanese presence in sub-
sidiaries is associated with more “local” decision making.23 This indicates that
the Japanese are pursuing global integration through informal networks of
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Japanese expatriates. Local executives may not like centralization (critical deci-
sions are made in Tokyo), but they also find it hard to live with this more subtle
pseudo-decentralization (decisions are made locally by Japanese executives).
No matter how hard some Japanese companies try to open and enlarge their
management pool, skeptical observers doubt the impact of such efforts.24

The four different control mechanisms are largely complementary. Almost all
organizations have some hierarchy, some formalized procedures, some degree
of output negotiation and planning, and some attention is paid to socialization.
Firms tend to employ certain levers of control more than others, however, lead-
ing to different organizational configurations. Research tentatively suggests that
globally integrated companies tend to rely on hierarchical mechanisms, notably
via expatriates, while locally responsive firms rely more on output control.25

Studies have also revealed differences in the use of integration mechanisms
across functions (HR, production, etc.).26

Research shows differences between countries of origin, with respect to the
type of control exercised by the headquarters.27 US firms tend to depend on
standardization and output control, Japanese multinationals use a larger number
of expatriates to integrate their foreign operations, and many continental
European corporations rely more on normative integration than firms from the
other regions.28

Global Standardization

An important facet of global integration is the standardization of key operational
procedures. Shared global standards will facilitate control, ensuring more
consistent performance in terms of cost and quality as well as compliance with
environmental and safety standards. An important element of procedural stan-
dardization is worldwide consistency of HR practices, and this also facilitates
the transfer of the work organization as a complete system to a foreign location.

Maintaining Global Standards in Operations

Ask anyone anywhere for a list of companies that deliver the same product
around the world, and it is likely that McDonald’s, the largest global fast-food
company operating in some 120 countries, would be on the list. Whether you are
in Tokyo, Moscow, Paris, or Cincinnati, the experience of ordering, buying, and
eating a meal at McDonald’s is virtually the same, although menus may vary
with local tastes. What attracts customers to McDonald’s is the consistently high
service level, from product quality to speed of order execution, from the
ambiance of the stores to their hygiene. McDonald’s operating system has for
many years been a model for scores of other businesses in which personal con-
tact is an essential part of delivering value to customers.29

Every aspect of McDonald’s operations is designed to satisfy customer
expectations based on standards that are universal around the world. Nothing
is left to chance or individual discretion. A big part of McDonald’s success is its
ability to transfer expertise developed first at home to other markets worldwide.
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Global standardization of practices through operation manuals is an important
tool. All McDonald’s restaurants are required to conduct 72 safety protocols
every day.30 Even more critical is a relentless focus on education and training, led
by Hamburger University and its regional “colleges” throughout the world.31

Another example of process standardization is the Swedish furniture retail
chain IKEA. Its well-designed, simple, but durable products are sold in more than
30 countries,32 including the US and China. IKEA’s competitive advantage comes
from its ability to optimize work processes worldwide—integrating product de-
sign, low-cost manufacturing, logistics, and efficient service. As several marketing
textbooks have explained, this is built around a tightly controlled standard mar-
keting concept in an area normally associated with strong cultural preferences.
What is less known is how IKEA’s approach to HRM supports its global strategy.

Guided by an unwavering commitment to its core values, IKEA strives
to standardize its approach to people management in much the same way as
it standardizes its approach to markets. Wherever it operates, the company care-
fully recruits people who will blend well with the IKEA culture of humility,
simplicity, and cost-consciousness. It prefers to hire people without much
previous experience, and focuses heavily on the initial socialization process and
on developing them quickly by delegating responsibility and rotating them
frequently. Specially trained “IKEA ambassadors” have been assigned to key
positions in all units, charged not only with the transfer of know-how but also
with inculcating “IKEA’s way” among its staff around the world.

Global Standardization of HRM

It is only relatively recently that multinationals have increased the level of
global integration of HRM through standardization of HR practices, although
usually not to the degree seen at IKEA. Arguments in favor of global standard-
ization of HRM, together with arguments for local adaptation, are summarized
in Table 4–1.

A number of factors drive and support global standardization of HRM:

• The implementation of IT-based HR tools in multinationals has led to a sig-
nificant increase in the level of standardization across foreign subsidiaries.33

• Global standardization is associated with scale advantages as investments in
the development of HR tools and procedures are divided among multiple
units. Foreign subsidiaries can implement HR processes and tools that they
would not have been in a position to develop or deploy by themselves. Stan-
dardization of HR practices can also enable further specialization within the
global HR function, and there may be less replication of functional expertise
across units. With similar HR tools and processes implemented throughout
the corporation, questions related to functional subareas can be referred to the
corporate functional specialist, regardless of where this person is located.34

• Asking overseas units to use similar guiding principles, criteria, tools, and
procedures for managing employees increases headquarters’ control over
foreign subsidiaries. For instance, a standardized performance management
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TABLE 4–1. Advantages Associated with Global Standardization and Local
Adaptation of HR Practices

Global Standardization Local Adaptation

•  Allows specialization and •  Fits with local culture, institutional, 
scale (cost) advantages in and labor market considerations.
the HR function.

•  Helps fulfill local legal requirements.

•  Facilitates the use of IT-based 
•  Appropriate HR practices may enhance 

HR tools and processes.
local goodwill and image.

•  Can transfer best HR practices 
•  Motivates host country managers to 

and work systems.
have locally developed practices.

•  Global (foreign) HR practices 
•  May be needed to support the strategy

are sometimes preferred by host 
of the local unit.

country nationals.

•  Serves as control mechanism.

•  Facilitates coordination across units.

system allows headquarters to influence goal setting and to follow up on
how well employees have achieved their objectives. Using similar proce-
dures, tools, and performance criteria worldwide provides headquarters
with a way of evaluating and comparing employees’ performance.35

• Organizational practices can be valuable resources that firms seek to repli-
cate and exploit throughout the multinational.36 When management of
people is an integral part of the work system—contributing to organiza-
tional capabilities that allow the firm to implement its strategy in a superior
way—it is likely that a company will attempt to implement “best” HR
practices perceived to be important for the success of the multinational.37

• “Foreign” HR practices—that is, practices not found in domestic corporations
in the host country—may sometimes be highly appreciated by local em-
ployees and managers. The fact that they have worked for a foreign firm
adds considerably to their human capital. For example, in emerging
economies such as China and Russia, the extensive investment in employee
training and development made by many multinationals is seen as valuable,
and so is experience with a sophisticated performance assessment system.

• Finally, having similar HR practices enhances interunit coordination in many
different ways (to be discussed in the chapters that follow). First, it is easier
for employees from different units to collaborate if they have similar com-
petences. Second, with standardized HRM, employees share a vocabulary
and beliefs about the business, facilitating communication and collabora-
tion.38 Third, when all units share the same HR practices, they are more
likely to identify with the corporation as a whole, instead of having an us-
and-them attitude. Fourth, standardization of practices can contribute to



perceived equity within the corporation, further stimulating interunit
cooperation.39 The more the value chain activities are integrated across
different units of the corporation, the more important the coordination
argument for international transfer of HR practices will be.

While global HR standardization can have significant positive effects, such
efforts often encounter difficulties, partly because they go against legitimate
pressures for local adaptation of HR (see Table 4–1).40 Also, the ease of stan-
dardization varies with the level of HRM. As discussed in Chapter 3, it may be
quite easy to standardize HR philosophies (or guiding principles) and general
policies, but actual practices are likely to differ across foreign units.

There are also differences between HR practices in the benefit to be gained
through global standardization, which may impact the degree of standardiza-
tion. Table 4–2 presents the findings of research on the HR practices for host
country professionals and managers in Western multinationals in China. Prac-
tices related to performance management showed the highest degree of global
standardization. The criteria behind HR practices tended to be more global than
other aspects, such as the level of employee compensation and the methods of
recruitment, which were more influenced by local conditions.
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TABLE 4–2. Degree of Global Standardization and Local Adaptation of HR
Practices in Western-Owned Units in China

Global Local 
StandardizationA AdaptationA

Methods used when recruiting new local 4.4 3.9
managers and professionals

Criteria used when recruiting new local 5.0 4.1
managers and professionals

Amount of management and professional training 4.4 3.4

Content of management and professional training 4.7 3.6

Relative importance of financial bonuses as a 4.1 4.2
percentage of total compensation

Criteria employed to determine financial bonuses 5.1 3.8

Methods used to appraise (assess) the 5.4 3.7
performance of professionals and managers

Criteria used to appraise (assess) the 5.4 3.7
performance of professionals and managers

A Global standardization was measured by asking managers how similar (on a scale from (7) very similar to (1) very

different) subsidiary HR practices were to those in the multinational’s home country operations. Local adaptation

was measured with a similar question about the similarity between subsidiary HR practices and practices found

in local firms.

Source: I. Björkman, P. Budhwar, A. Smale, and J. Sumelius, “Human Resource Management in Foreign-Owned

Subsidiaries: China versus India,” International Journal of Human Resource Management 19(5) (May 2008).



The choice of standardization versus adaptation should not be reduced to
an either–or dilemma. In our view, the real question is what to respect, what to
ignore, and what to reinvent when adapting work practices to another environ-
ment. For example, multinationals may transfer some aspects of how people are
recruited and selected from the parent company; they may copy some aspects
of how this is done in local organizations; and they may develop some entirely
new ways to deal with certain issues. Some HR functions may also be managed
at a regional level (Asia Pacific or Europe, for example), leading to some regional
standardization of HRM. The outcome is to a greater or lesser extent hybrid HR
practices found in most foreign subsidiaries.41

So far we have discussed the extent to which the HR practices of foreign
subsidiaries resemble those in other parts of the corporation. A more compre-
hensive and, in our view, more fruitful approach is to see that there are two cen-
tral elements to the adoption of parent organization HR practices by foreign
subsidiaries: the implementation of corporate practices abroad, and their inter-
nalization by subsidiary managers and employees.42 While the degree of imple-
mentation matters, it is also crucial that users have internalized the underlying
principles. Indeed, the most challenging element is often the thoroughness of in-
ternalization, the “state in which the employees at the recipient unit view the
practice as valuable for the unit and become committed to the practice.”43

Although policies and practices can to some extent be imposed by the head-
quarters through various control systems, there are no simple means available to
influence positively the attitudes of subsidiary employees toward an imported
system. We argue that firms need to pay attention to both the implementation
and the internalization of practices at subsidiary level. Lack of attention to the un-
derlying principles of a certain practice may lead to it being adopted only on the
surface,44 or even resisted through open conflict and resistance.45 The enforced
adoption of a practice without a belief in its value will, at best, lead to superficial
compliance and a low level of engagement.

Globally standardized practices most commonly originate at corporate head-
quarters, which also play a key role in their transfer abroad. We will return to the
question of how to transfer organizational practices and knowledge across the
multinational firm later in Chapter 10, and to issues related to change manage-
ment in Chapter 11. At this point it is enough to note that the use of expatriates
has been found to be a crucial conduit for the transfer of knowledge and practices.

Transplanting the Work System

Standardization of HR practices facilitates the replication of the whole operating
system in foreign units, since HR practices are an integrated part of any effective
operation system. For example, HR practices played an important role in the suc-
cess of manufacturing practices in Japan, which have been well studied.46 HR
factors included team-based production, worker participation in problem solving,
job rotation, few job classifications, single status, and high levels of training.
Japanese automotive firms transferred these practices to most of their overseas
plants, but often with considerable adaptation.47 The use of comprehensive
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Transferring the Toyota Production System to Nummi

In 1963, General Motors opened an automo-
bile assembly plant in Fremont, California. By
the late 1970s, the plant employed over 7,000
workers but ranked lowest in productivity,
and one of the worst in terms of quality, in the
entire GM system. Relations between man-
agement and the union were marked by dis-
trust and even fear. Daily absenteeism was
almost 20 percent, drug abuse and alcoholism
were rampant, and first-line supervisors were
known to carry weapons for personal protec-
tion. The plant was closed in the 1982 recession.

Under an agreement between Toyota, GM,
and the United Autoworkers’ Union, the plant
reopened in 1984 as NUMMI, a joint venture
between the two automakers. Toyota accepted
the same 25-person union bargaining commit-
tee that existed under the old GM system.
Eighty-five percent of the initial workforce of
2,200 was hired from the original pool of laid-
off GM employees (employment reached 4,000
by the early 1990s). By 1986 the plant was
60 percent more efficient than a comparable
plant fully owned by GM. How did this
happen? Part of the change came from inte-
grated HR and manufacturing processes,
using intensive involvement of the workforce
in a way that simultaneously empowers and
controls them.49

Just as important was the deliberate and
extensive socialization of NUMMI employees
into the new system. First, when deciding
whom to rehire there was a heavy emphasis on
the selection of employees who had the ability
to function within the NUMMI philosophy.

Second, Toyota sent no fewer than 400 trainers
from Japan to explain the Toyota methods to
the US workforce. At the same time, 600 of
NUMMI’s blue-collar employees were sent to
Japan for between three weeks’ and several
months’ training at Toyota factories. This in-
cluded classroom training and working along-
side Toyota workers. As part of the training,
NUMMI employees were asked to suggest
improvement to the famous Toyota manufac-
turing system. The approach was not “Now
you have to learn to work this way” but “Can
you help us all to improve?”—cross-cultural
action learning at its best.

The whole transplant effort was headed
by a bicultural leadership group combining ex-
patriates from Toyota in key plant positions, a
small number of GM managers (mainly finance
and procurement), and other Americans re-
cruited from outside (including HR).50 The
plant itself was organized around teams, with
a three-level hierarchy (in contrast to five or
six levels in traditional GM plants). Most of the
original team leaders went through the training
in Japan, and many of them were subsequently
promoted to managerial positions at the
Fremont plant.

By 1996, after a decade of improvements 
in the United States automobile industry,
NUMMI was still 20 percent more efficient and
25 percent higher on key quality indicators
than other GM plants, comparable with Toy-
ota’s operations in Japan. NUMMI continued to
be ranked among the most productive plants in
the United States 25 years after its formation.51

methods for employee selection and socialization certainly reduced the impact
of operating in a different cultural and institutional environment. However,
while job rotation practices were similar to those in Japan, problem-solving
team methods were substantially adjusted, and compensation was comparable
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to local rather than Japanese norms. In the case of plants located in the United
States, the progressive transfer and adaptation led to levels of performance
similar to those in Japan.

Probably no other foreign investment site has received more coverage in the
media and in academic literature than NUMMI—a joint venture created by Gen-
eral Motors and Toyota in 1982 to manufacture a small car on the site of a closed
GM plant in Fremont, California.48 The box “Transferring the Toyota Production
System to NUMMI” focuses on the transfer of Toyota’s manufacturing system
to Fremont. Many in the US automobile industry expected that the transfer
would fail, assuming that Japanese manufacturing methods were too deeply de-
pendent on Japanese culture. However, the venture was an instant success, and
NUMMI became the US leader in quality and productivity within three years.

While NUMMI’s case may be exceptional, many companies attempt to
replicate their domestic work environment in foreign locations. Replication of
HR practices from the home country organization is an important element of
such efforts.

MASTERING EXPATRIATION

The use of expatriates is as old as international business; because of this, the
international HR profession has historically been the domain of relocation spe-
cialists, consultants in compensation and benefits, and experts on international
taxation. In the academic literature, until recently, international HRM was also
synonymous with studies of expatriation. Today the emphasis of international
HRM has changed dramatically. Nevertheless, the effective management of
expatriation—or more broadly of international transfers—remains one of the
foundations for the implementation of global strategy.

The Evolution of Expatriate Management

Expatriation has been a tool of organizational control since the early stages
of civilization. In ancient Rome (see the box “Holding the Roman Empire
Together”), as with the Dutch and English trading houses that pioneered inter-
national trade in the 16th and 17th centuries, the art of developing trusted
representatives to manage distant subsidiaries often spelled the difference
between success and failure in overseas colonization. In the early modern era of
expatriation after World War II, foreign business was usually run by an interna-
tional division that supervised exports, licensing, and subsidiaries abroad. The
main role of corporate HR was to facilitate the selection of staff for foreign
postings, finding employees familiar with the company’s products, technology,
organization, and culture, who were at the same time amenable to the constraints
of working abroad.

Typical parent country employees stationed abroad operated like viceroys—
directing daily operations, supervising the transfer of know-how, communicating
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Holding the Roman Empire Together

The geographical reach and longevity of the
Roman Empire can be regarded as a prodi-
gious feat of international management.
Rome expected those in charge of even the
most distant part of the Empire to be more
than just representatives—they had to make
the right decisions on behalf of Rome. One of
the binding forces of the Empire was the care-
ful attention paid to the selection, training,
and socialization of Rome’s expatriates, the
generals and governors entrusted with the
governance of far-flung provinces.52

Such positions required a long appren-
ticeship in a highly trained and organized
army. Governors were selected exclusively

from consuls who had held high state office.
By the time they were dispatched abroad, the
ways of Rome were so ingrained in their minds
that they would not need policy guidance—nor
had they means of getting such advice. They
were “centralized within.”

This policy of administrative decentral-
ization coupled with tight socialization of
the local decision makers created strong,
self-contained provinces or “subsidiaries.”
A tribute to their robustness was that the
Roman Empire survived even the fall of
Rome (a sort of involuntary divestiture)
when the center of the Empire moved east to
Byzantium.

corporate policies, and keeping the home office informed about relevant devel-
opments in their assigned territories. Assignments were decided on an ad hoc
basis, occasionally supported by crash courses in language and foreign culture.
Since foreign assignments often meant being at a distance from the politics of
career progression in the parent company, all sorts of financial incentives were
used to make foreign postings attractive.

During this period, the notion of “expatriate” brought to mind a middle-
aged, male executive dispatched from a first world headquarters to a third
world subsidiary. In fact, this stereotype was not true then, and it is even less
so today. Most international transfers were to economically advanced coun-
tries. Today, the countries with the highest population of resident expatriates
are the United States, China, and the United Kingdom. Table 4–3 provides an
overview of some characteristics of today’s expatriates, based on a compre-
hensive survey of 180 mostly North American and European multinationals in
2009. And as we will discuss later, the expatriate population is increasingly
diverse in its ethnic origins, gender, and age, as well as in the roles expatriates
are expected to perform.

Understanding the Expatriate Phenomenon

Before looking in detail at specific HR practices associated with international
transfers, we briefly review the motives that drive expatriation, and examine the
controversy over whether expatriate failure really is as serious a problem as it is
sometimes argued.
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TABLE 4–3. A Portrait of Expatriates

A 2009 survey profiled expatriates in 180 multinationals from the Americas (50%),
Europe, the Middle East, and Africa (49%), and Asia Pacific (1%).

•  18% of the assignments were expected to be less than one year, 55% one to three
years, 20% more than three years, and 7% permanent.

•  20% of the expatriates were women.

•  86% were accompanied by a spouse.

•  30% of the spouses were employed before but not during the assignment, 13% were
employed during but not before the assignment, and 10% were employed both
before and during the assignment.

•  49% had children with them on the assignment.

Other findings:

•  57% of the expatriate assignments were to/from the home country of the
multinational.

•  33% of the companies expected an increase in total expatriate population, 25% a
decrease.

•  The most frequent expatriate locations were China, the US, and the UK.

•  The most common assignment objective was filling a managerial or technical skills
gap, followed by building management expertise.

•  The most critical challenges were assignment costs, finding candidates, controlling
policy exceptions, and career management.

Source: Brookfield Global Relocation Services (2009), “Global Relocation Trends 2009 Survey Report” (www.

brookfieldgrs.com).

The Motives for Expatriation

Much of the literature on expatriation focuses on international assignments of par-
ent (or home country) employees. In a classic article, Edström and Galbraith ex-
plored the principal motives behind such assignments.53 They proposed that
expatriates are dispatched abroad for three sometimes overlapping reasons. The
first is simply to fill positions that cannot be staffed locally because of a lack of tech-
nical or managerial skills. The second is to support management development, en-
abling high potential individuals to acquire international experience. The third
reason is organizational development—that is, the control and coordination of inter-
national operations through normative control and/or informal social networks.54

Pucik differentiates between demand-driven and learning-driven international
assignments, and there is empirical verification for this distinction.55 Traditional
expatriate jobs fit mainly into the former category: employees who are dis-
patched abroad to fix a problem or for reasons of control. On the other hand,
more and more companies recognize that cross-border mobility is a potential
learning tool, increasing the number of assignments in which the primary driver
is individual or organizational learning. Many assignments combine both ele-
ments, but in most cases it is clear which of the two dominates.

In addition, expatriates differ in the time they spend in an assignment abroad.
Many assignments are long-term, often lasting two to four years.56 Others are



short-term, less than one year, linked to a specific task or need. Figure 4–1 puts
assignment length and purpose together into a framework for understanding
the nature of expatriate roles.

In most cases, expatriates are assigned abroad for a relatively long period of
time as agents of the parent firm in order to accomplish a variety of tasks related
to operations and/or oversight of the subsidiaries. Here the demand for their
services is driven primarily by headquarters control or the transfer of knowl-
edge or practices. The expatriates serve a corporate agency role.

In other cases, the demand for expatriates is driven by short-term start-up
or problem-solving needs, and the length of the assignment is determined by the
time it takes to address the task. We call this a problem-solving role. Historically,
most expatriate assignments were either corporate agency or problem solving;
in both cases, the expatriate had knowledge and competencies that were not
available locally.

Now, with the development of local managerial and professional capabili-
ties, there is less demand for expatriate assignments to fill a local skill gap. At the
same time, companies face an increasing need to develop global coordination ca-
pabilities, boosted in part by mobility across borders. The focus of these compe-
tence development assignments is on organizational and individual learning rather
than deploying skills or transferring practices from other parts of the multina-
tional. International assignments are powerful development opportunities for
the individual expatriate (we discuss this further in Chapter 8), and extensive use
of expatriates helps create interpersonal networks that facilitate collaboration
and knowledge sharing across units (there is more about this in Chapter 10).

Finally, a rapidly growing type of expatriation is short-term learning assign-
ments of young high potential professionals who move across borders primarily

140 CHAPTER 4: Achieving Global Integration

FIGURE 4–1 The Purpose of Expatriation: Demand-Driven vs. Learning-Driven
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for the purpose of building experience and developing their careers.57 These jobs
generally last less than a year and may involve rotation across several countries
or even regions. In a number of firms, such assignments are becoming an
integral part of career development planning for young professionals and man-
agers.58 A particular category is short-term transfers of managers and profes-
sionals from foreign subsidiaries to headquarters for training and development
purposes.

While employees take up expatriate positions for different reasons and
lengths of time, many companies still deal with expatriates as if they were a
homogeneous group placed abroad for agency reasons. If distinctions are made,
they are based on family situation or hierarchical level. As we review the exten-
sive research on expatriation, it is important to bear in mind that the concepts,
empirical observations, and practical recommendations of most studies are
generic and therefore fail to acknowledge the differences that exist between
qualitatively different expatriate roles.

Studying Expatriation: What Is Failure?

Much research on expatriation has focused on analyzing the causes of failure in
overseas assignments, recommending HR practices that would help organiza-
tions to select, develop, and retain competent expatriates.59 In contrast, practitioner
work has emphasized compensation issues, an area in which there is little
academic research.

Until recently, a typical study on any topic linked to expatriation was framed
by an introduction about the high cost of expatriates and the high frequency of
assignment failure, especially in American multinationals.60 However, while
the direct costs of relocating an expatriate are real, there seem to be no studies
that have empirically linked failure rates directly with company or subsidiary
performance.

In this context, there has been no shortage of references to high expatriate
failure rates, with claims that more than a third of expatriations are aborted.61

But does the empirical evidence support these claims? The answer is a surpris-
ing but unambiguous no. It seems that a persistent myth of high failure rates
(that is, early returns of the expatriate to the home country) has been created by
“massive (mis)quotations” of a handful of articles about US multinationals,
some dating back to the 1960s.62 The real rates appear to be considerably lower.
For instance, the 2009 Brookfield survey63 reported that 7 percent of expatriates
returned early without having completed their assignments, and other studies
have reported similar figures.64

It is conceivable that the exaggeration of expatriate “failure” may have
slowed down the adoption of some useful recommendations. When companies
compare their failure rates with the alarming “average” presented in some text-
books, their situation does not look too bad. Why spend resources on what does
not seem to be broken?

However, is “premature return” an adequate reflection of expatriate failure?
One can argue that expatriate failure should continue to be examined, but using
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other measures. It may be far more damaging for a company if an expatriate
who fails to perform adequately stays until completion of the overseas assign-
ment. If underperformance in the new job is included in the figures—either as
the result of poor selection or adaptation—failure rates may be considerably
higher.65

Recently, researchers’ attention has shifted from explaining failure to a focus
on intercultural adjustment—how well do expatriates adjust to working and liv-
ing in a foreign environment? Indeed, one can view failure, in the sense of recall,
as an extreme manifestation of poor adjustment, and adjustment has been found
to be positively related to expatriates’ job satisfaction and work performance.66

However, from a corporate perspective it may be even more important to assess
expatriate “success” directly, with measures such as time to proficiency, the time
that it takes to master a new role, or indeed assessments of overall job perfor-
mance.67 For instance, one American survey showed that nearly a third of expa-
triates who stayed in their positions did not perform to the expectations of their
superiors.68

Managing International Transfers

Making an expatriate assignment a success for the individual, the family, and
the firm requires paying attention to many factors, from the time of initial se-
lection until repatriation. A starting point is the recognition that expatriation is
a process, not an event. This process can be broken down into a set of phases:

• Selecting expatriates.

• Preparation and orientation.

• Adjusting to the expatriate role.

• Managing the performance of expatriates.

• Compensation and rewards.

• Repatriation.

We will discuss each of these activities in the “expatriate cycle” separately,
although naturally they are closely linked (expatriate performance management
and compensation are covered in more depth in Chapter 9). The problems of
later phases have to be anticipated earlier—for example, repatriation has to be
taken into account at the selection phase, while the purpose of preparation is to
facilitate role adjustment.

Selecting Expatriates

Surveys show that it is essential for firms to pay attention to technical expertise
and domestic track record, with some indication that European multinationals
give additional weight to language skills and international adaptability.69 The
selection process is often informal and ad hoc, characterized by what Harris and
Brewster label the “coffee machine” system.70 Candidates are likely to be known
personally to the senior managers in the parent company, and the real selection
decisions tend to be made in informal discussions “by the coffee machine.”

142 CHAPTER 4: Achieving Global Integration



There are few proper discussions of the selection criteria; the position is seldom
announced openly (or when it is, it is already clear who is the preferred person);
and there is little formal assessment of the person chosen.71 This is clearly inad-
equate, and there is broad academic agreement that organizations should make
stronger efforts to develop their selection routines. What does research say
about the characteristics of successful expatriates?

CHARACTERISTICS OF SUCCESSFUL EXPATRIATES. Researchers have found a
large number of factors to be important for successful expatriation. One cross-
cultural textbook identified 68 dimensions, 21 of which were deemed highly
desirable,72 while another review identified 73 skills necessary for cross-cultural
learning.73 If one adds up all these characteristics, the ideal expatriate is close to
superhuman! Most of the key factors, however, can be grouped into the follow-
ing categories:

• Professional and technical competence.

• Relationship and communication abilities.

• Cultural sensitivity and flexibility.

• Self-efficacy and tolerance for ambiguity.

• Family factors.74

Appropriate professional and technical competence is a prerequisite for most in-
ternational assignments. Even in cases when the expatriate is not expected to be
able to carry out certain tasks immediately, the person must have the relevant
training and experience to learn on the job.

A meta-analysis of 66 studies on expatriate adjustment and performance
concluded that relational skills were the strongest predictor of international
adjustment.75 Relationship and communication abilities help the expatriate build
close interpersonal contacts that improve collaboration and give the person
access to local knowledge and the personal feedback necessary for successful
work performance.76

Cultural sensitivity and flexibility refer to the expatriate’s ability to understand
and respond to differences between countries and situations. Expatriates who are
nonevaluative when interpreting the behavior of foreigners are more likely to
learn, adjust, and perform well. Research on cultural sensitivity and flexibility
has found both to be positively associated with expatriate performance.77

There is evidence from several studies that self-efficacy78 and tolerance for am-
biguity79 can help expatriates adjust and perform well on their assignments. The
former refers to an expatriate’s belief in his or her own ability to act and perform.
Individuals with a healthy measure of self-confidence are more likely to act and
learn from the outcomes of their actions. International assignments often put ex-
patriates in situations where they need to have a high tolerance for ambiguity
and an ability to cope with stress.

The adjustment and support of the family emerge as one of the strongest
predictors of expatriate adjustment.80 These also feature consistently as the
main factor influencing expatriates’ decisions to return prematurely from their
assignments.
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The relevance of particular traits and skills depends on the role the expatriate
is expected to assume. Clear managerial qualifications and proven leadership
skills, together with relevant professional skills, are the essential foundation for
agency-type assignments. Expatriates in agency roles should also be able to
improvise and find new solutions in response to unexpected changes, impart
confidence in their own ability to solve problems in difficult situations, and
motivate all members of the organization to cooperate. For learning-oriented
assignments, in contrast, relationship abilities and cultural awareness may be
more important, as these are the keys to accessing new knowledge.

How do international companies respond to these recommendations? The
emphasis is clearly on enlarging the pool of potential candidates for international
assignments beyond persons from the home country of the multinational and
on making sure that the international track attracts those with the best potential
to succeed in the firm. Assessments for international assignment are becoming
closely linked to the overall evaluation of an employee’s potential and are also
increasingly rigorous.

ASSESSMENT TOOLS. So far, only a minority of multinationals rely on any
kind of standardized tests and evaluations, including psychological profiling,
cultural proficiency tests, or family readiness evaluations;81 but there is no short-
age of expatriate selection tools for companies interested in formal assessment
methods, though not all are well validated. Some desirable expatriate traits,
such as intercultural adaptability and willingness to communicate, can be assessed
using standard psychometric tests. Some companies use formal assessments to
evaluate candidates only after they have been identified for an international
assignment; others screen all college graduates for future success as “global
managers.”

When formal assessment is used, it is argued that it should not be applied
to screening out unsuitable candidates.82 Instead, the results should provide the
employee with objective feedback. This allows the potential expatriate (and
family) to consider carefully all the factors that may influence the success of the
assignment, to consult experts on how to deal with problematic areas, or to de-
cline the assignment.

However, by far the most common selection method is simply to interview
the potential candidate. Appropriately structured interview techniques can in-
crease effectiveness.83 For instance, Nokia involves cross-cultural psychologists
in interviews during the selection process. Ideally, people from the intended
host unit should also be involved.

Many experienced international firms send potential expatriates on a preas-
signment orientation visit. This helps the local hosts to evaluate the candidate’s
fit with the environment, and the candidate can review the job and location be-
fore agreeing. These visits can preempt costly surprises later, and may be valu-
able even after both sides agree to the assignment. Free time with the family will
be needed on arrival, before starting the new job. This minimizes the stress of di-
viding attention between family and work during the demanding period of set-
tling into a new job and getting to know colleagues and the customer network.
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WHAT ABOUT THE FAMILY? Family considerations have a critical impact on
an individual’s willingness to relocate and the outcome of the assignment. The
decisions of American managers to relocate were found to be influenced by their
spouses’ feelings about international relocation, by their own attitudes toward
moving in general, by the number of children at home, and by the employer’s
transfer policies. One of the major reasons why people are reluctant to relocate
is their children’s schooling.84

Virtually all research studies highlight the importance of family well-being,
including spouse and children. The lack of consideration of this, in Western cul-
tures at least, emerges as one of the most significant explanations of expatriate
failure.85 The stress of a new job in a new culture, combined with stress on the
family front, puts people under intense pressure, and the likelihood of effective
adjustment is greatly reduced.

The implication? Whenever possible, select a family, not a person. Not
surprisingly, a number of international firms involve the candidate’s spouse, if
not the whole family, in the process of assessment and counseling, particularly
in predeparture training.86

Research shows that when firms actively seek spouses’ opinions of the
assignment, they are more likely to adjust to living in the new culture.87 “Buying
off” the family to gain acceptance can be short-sighted, as a temporary increase
in standard of living can make a successful repatriation more difficult.

IS IT OK TO SAY NO? We have pointed out that a properly executed assessment
can provide a candidate with feedback before making the final decision on
whether to accept the assignment.88 But what happens if the potential expatri-
ate declines the offer?

The answer varies across firms. In some, where management considers in-
ternational mobility an integral part of the employment relationship, a refusal
could mean the end of a promising career. For junior staff in some international
British firms, or in Japan in the not-so-distant past, expatriate assignments were
an inherent component of executive development—the issue was not if, but
when.89 Tales of hardships endured when the boss called on the second day of
the honeymoon were part of the lore. However, it is important to note that these
expectations were clearly communicated to staff before they joined the
company.

There is a strong case to be made for the principle that an individual should
not be penalized for declining a job, especially if acceptance would involve
perceived hardship for the family. Lack of commitment or desire to work inter-
nationally only increases the likelihood of failure. However, since companies try
to ensure that senior executives have international experience, some degree of in-
ternational mobility is fast becoming a necessary prerequisite for career success.

Preparing for an Assignment

There is strong agreement about the need to invest in thorough training and
predeparture orientation in both the academic and practitioner literature.90 Early
planning and training are important for the growing number of companies
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where international experience is a key component in management develop-
ment.91 Offering predeparture and arrival support is also a good way to show
that the company cares about expatriates and their families.

Insufficient commitment to expatriate training and development is one of
the most common criticisms leveled at HR practice in multinational companies.
Surveys indicate that most companies offer some kind of cross-cultural training
to at least some expatriates and their spouses. According to the 2008 GMAC sur-
vey, 39 percent of the companies offered cross-cultural training for all assign-
ments, 45 percent for some, and 59 percent for certain countries only. Training
programs are more often organized for expatriates from the parent company
than for people from other countries.92 Furthermore, the programs are seldom
mandatory; in reality, many expatriates receive no predeparture training.

Let us focus on certain important questions about expatriate training and
development. What kind of expatriate training is desirable? When should train-
ing take place? Is language competence essential? And again, what about the
expatriate’s family?

WHAT KIND OF TRAINING? Expatriate training has long focused on cross-
cultural issues—the greater the cultural distance from the host country and the
more social interaction the job involves, the more important this is.93 Today there
are abundant training tools in this domain, including cultural briefings, books,
videos, case studies, cross-cultural simulations, and Web sites. But not all prepa-
ration takes place in a classroom—there are preassignment visits, “shadowing”
visits while the soon-to-be expatriate is still in his or her previous job, coaching
by an experienced manager, and open dialogue on key issues that emerge dur-
ing the selection process.94

The right kind of cross-cultural training is important; a poor program can
have a negative impact on expatriate adjustment and performance if it strength-
ens cultural stereotypes. No one training methodology will be universally ap-
propriate—the preparation for a European plant manager who is to be
dispatched to China is bound to be different from that of a Japanese bank trainee
on the way to New York. The training should be customized to match the needs
of the expatriates and their families.

WHEN SHOULD TRAINING TAKE PLACE? Some companies start this process a
long time before departure, to ensure thorough preparation.95 Others argue
persuasively that training about the host culture is best linked to the expatriate’s
experience and conducted after the assignment begins: the predeparture orien-
tation is kept brief and practical, and more complex cultural issues are left for
later. Early training may build stereotypes, whereas real assimilation involves
understanding the subtle differences within a culture, something that comes
only with experience. However, from a practical viewpoint many expatriates,
especially those in executive positions, are too busy to attend a formal training
program after the start of their assignments. Individual real-time coaching may
be the best solution, albeit an expensive one.96 Without company commitment
and a specific training plan built into the workload, it will be difficult to find
time for any formal learning during the assignment.

146 CHAPTER 4: Achieving Global Integration



Some multinationals involve the receiving subsidiary in supporting newly
arrived expatriates. Intel has a “buddy system,” where local peers are appointed
as ad hoc trainers and cross-cultural interpreters for their foreign colleagues.
The company also offers training to managers who are about to receive an
expatriate.97 Expatriates who have access to host country mentors have
demonstrated greater adjustment to their work and greater interaction with
host country nationals.98

IS LANGUAGE COMPETENCE ESSENTIAL? Everyone would agree that knowl-
edge of the local language is beneficial—but is it a “must,” desirable, or not es-
sential? The answer depends on the nature of the job. English is rapidly
becoming the company language for many expatriate jobs that are focused on
internal cross-border control and coordination. Local language proficiency may
not be as critical for those assignments. However, when the assignment requires
extensive interaction with local customers or local employees who may not
speak English or any other global “office language,” the ability to speak the local
language may be essential.

Accumulated research evidence suggests that language fluency helps
expatriates develop interpersonal relationships and adjust to living overseas.
However, no clear relationship has been found between language ability and
work adjustment with the notable exception of nonnative English-speaking
expatriates on assignments in English-speaking countries.99

Our own experience suggests an additional dimension to the language is-
sue. Often the effort and commitment shown by expatriates in trying to learn
and use the local language counts for far more than their proficiency in it. An ef-
fort to learn shows respect for the local culture, and that is appreciated any-
where in the world.

PREPARING THE FAMILY. The expatriate’s family, or at least the spouse, de-
serves the same attention and preparation as the expatriate. The spouse is typi-
cally more exposed to the local culture than the expatriate, and learning the local
language may be even more important for him or her. Again, learning opportu-
nities after the start of the assignment may be more valuable than predeparture
training, especially as the spouse is unlikely to have the same immediate job
constraints.

Adjusting to the Expatriate Role

When people move to an unfamiliar environment they have to learn to adjust to
new behaviors, norms, values, and assumptions. Most people are familiar with the
notion of culture shock. Although individual experiences vary, this is fairly often a
U-shaped process of adjustment in which an initial honeymoon stage of excite-
ment, stress, and adventure leads to a depressive downswing, a phase of shock,
frustration, and uncertainty about how to behave. Ideally, this heralds an upswing
of learning and adaptation. Digging further into culture shock, Black and others
have spelled out three dimensions of cross-cultural adjustment (defined as the
degree of psychological comfort associated with living and working in the host
country)—adjustment to work, general adjustment, and interaction adjustment.100
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The first dimension is adjustment to work in the new environment. If the job
is unclear, if there is inherent conflict in the role, and if there is little discretion
in the work, adjustment is likely to be difficult. Some companies schedule an
overlap with the outgoing jobholder to ease some of these strains. In the glob-
ally integrated firm, adjustment to work may be the easiest aspect of adjust-
ment, because of similarities in procedures, policies, and tasks across the firm.

The second dimension is adjustment to the general environment—reactions to
housing, safety, food, education, transportation, and health conditions. These
difficulties increase with cultural distance. Companies try to minimize the
problems through housing and educational allowances. Previous international
experience, effective preparation for both expatriate and family, and spending
time with other expatriates before the assignment may facilitate this aspect of
adjustment.

The challenge of adjustment to interaction with local nationals is generally the
most difficult for the expatriate and the family. Behavioral norms, patterns of
communication, ways of dealing with conflict, and other aspects of relation-
ships may be different in the new culture, creating frustration or even anger,
which may in turn be counterproductive. Each individual’s adjustment is
linked to the quality of the support network inside the host country, as well as
to time spent with other expatriates before the assignment and to links with the
home office.

Family adjustment matters. To facilitate this, Honda has “family centers” in
Ohio and Tokyo to help with the cultural adaptation process. In addition, fami-
lies of American employees transferred to Japan are “adopted” by Japanese fam-
ilies with similar characteristics (for example, children of the same age). Mentors,
who will keep the expatriate informed of changes in the home organization, are
assigned to each expatriate before departure.

These adaptation challenges are greatly helped by investment in 
predeparture feedback and training. Nevertheless, there are limits to what an
organization can do. Much depends on the expatriate’s personality, motivation
to be transferred abroad, and willingness to learn from the new environment.
The ultimate indication of cross-cultural adjustment is the ability to feel at home
in a foreign culture without rejecting one’s own roots.101

BALANCING MULTIPLE ALLEGIANCES. One element of the adjustment process
is finding the right balance between potentially conflicting allegiances to the
parent firm and to the foreign operation. Black and his colleagues have outlined
four generic patterns of expatriate commitment: free agents, those who leave
their hearts at home, those who go native, and those with dual allegiances (see
Figure 4–2).102

Free agents are marked by low allegiance to both the parent and the local
firm. They are committed to their careers. They do not expect to return home, ei-
ther because they understand that their careers in the parent firm have already
reached a plateau, or because they see their international experience as increas-
ing their value on the external market. Some free agents may do fine in an iso-
lated affiliate, and companies undergoing rapid internationalization may need
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such hired guns. As a rule, however, their lack of commitment quickly becomes
transparent to local staff, diminishing their credibility.

Another group of expatriates—usually those with long tenure in the parent
firm and little previous international experience—leave their hearts at home,
remaining emotionally attached to the parent firm with little allegiance to local
operations. This attitude is reinforced by discomfort with the local culture and
strong networks with senior executives back home. Their behavior is often
ethnocentric, which may antagonize employees or customers, although their
ability to work easily with headquarters may make them valuable in situations
when close global coordination is required. This group can benefit most from
cross-cultural training and other tools facilitating adjustment.

Some expatriates exhibit the opposite pattern and go native, building a
strong identification with the local firm and culture. They are difficult to repa-
triate, often preferring to leave the firm and remain in their new home. The
parent office finds it difficult to get their cooperation for the implementation of
corporate policies and programs. They do not fit well into a meganational firm,
though they may thrive in a multidomestic organization, capitalizing on their
ability to build trust and support with local employees and stakeholders.

Obviously, the ideal outcome would be to develop expatriates who have
dual allegiance, although research shows that this is the exception rather than the
rule.103 Expatriates who see themselves as “dual citizens” feel a responsibility to
serve the interest of both parties. They deal effectively with the local environ-
ment, but they are also responsive to the needs of the parent firm, facilitating the
coordination of global initiatives. The work environment—role clarity, job
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FIGURE 4–2 The Dual Allegiance of Expatriates
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discretion, and a manageable degree of role conflict—is critical to the develop-
ment of dual citizens. Role clarity and job discretion can be addressed through
appropriate job design; manageable role conflict is closely linked to implemen-
tation of an effective expatriate performance management system.

Expatriate Performance Management and Rewards

Performance management of expatriates is a critical HRM process that can
facilitate (or hinder) global integration by linking local business goals and
appraisal to global objectives and standards. Performance management can also
be a tool for lateral coordination across units. Decisions on how expatriates
should be appraised and rewarded can make a big impact on effectiveness of
global integration—not to mention the cost.

At a corporate HR conference in the United States in the early 1990s, one of
the presenters commented that most international HR professionals devoted
about 90 percent of their time to expatriate issues—and 70 percent of that to
compensation. Today the emphasis of international HR has changed dramati-
cally, and many administrative issues concerning expatriate compensation are
now handled by specialized external providers. However, there are still com-
plex issues concerning reward strategies for international staff that require care-
ful attention from the HR policy makers at the top of the HR organization. We
will discuss these when reviewing performance management in multinationals
in Chapter 9.

Repatriation and Reentry

Most expatriates from the home office eventually return home. However, coming
home is not necessarily easy. It can be a complex process of renegotiating one’s
identity, rebuilding professional networks, and reanchoring one’s career in the
organization.104 Many expatriates find it particularly difficult to give up the au-
tonomy and freedom they have enjoyed on their international assignments. Even
more frustrating are “make-work” assignments, doled out to returnees who are
stuck in a holding pattern while waiting for a real job opportunity to open up.

Empirical research with German and Japanese expatriates suggests that the
most troublesome expatriation problems originate in poor career management
systems and impaired relations with headquarters, rather than adjustment to
the foreign culture.105 Further, a growing number of corporations fail to guarantee
a job in the home organization at the end of a foreign assignment.106

When all this is combined with the loss of social status and financial ben-
efits associated with expatriation,107 it is no surprise that many observers
argue that the shock of coming home may be even greater than the challenges
associated with the initial expatriation.108 Available data point to a high
turnover of employees after their return from international assignments. One
survey put the turnover among repatriates at 35 percent in the first year after
reentry, compared to 15 percent turnover during the whole assignment and 
10 percent among corporate employees in general.109 Turnover of these pro-
portions not only means loss of the investment the corporation made in
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developing the expatriate; it can also create a vicious circle, increasing resis-
tance to expatriation and to the firm’s ability to implement a strategy of global
integration.

As with data on expatriate “failure,” however, there are reasons to be con-
servative about the scope of the problem. Any job transition is stressful, even
within the home country.110 Further, research indicates that a growing number
of international assignees view their international work experience as an in-
vestment in their own competence and value in the external labor market,111 so
retaining them at the end of their assignment may be a tall order. Nevertheless,
multinationals can do more, at relatively low cost, to improve the probability of
success.

The best repatriation practices emphasize advance planning to provide real
opportunities on return, emotional and logistical support during the transition,
and continuous dialogue with expatriates through formal or informal network-
ing or mentoring programs.112 In these firms, career managers or advisers
monitor the expatriates’ development throughout their assignments, keep them
informed, and serve as advocates for the expatriates during the home country
succession planning process.

Some companies fix an end date to foreign assignments to facilitate succes-
sion and repatriation planning. Another policy that is frequently applied is to
require the dispatching unit to take formal responsibility for finding a position
for the expatriate comparable to the one s/he left. However, returning after an
absence of three to four years, the repatriate may actually face demotion, the fate
of a surprisingly large number of returnees.113

Our experiences with a number of multinational firms suggest two obser-
vations on how to increase the odds of successful repatriation. First, seeing is
believing. If most senior executives have international experience, this demon-
strates the value of expatriation and eases worry about repatriation. Second, the
best predictor of successful repatriation is the performance of expatriates before
their international assignments. Employees with an outstanding track record
before their assignment will usually be easier to place in a good job on their
return.114

Finally, regardless of the quality of the corporation’s expatriate manage-
ment system, we advise expatriates to be proactive in maintaining good contacts
with managers at headquarters and other parts of the organization. Changes
take place swiftly and unpredictably in today’s corporations, and it is impossi-
ble for the HR function to plan for all contingencies. Personal connections may
often be crucial for identifying satisfactory job opportunities at the end of an in-
ternational assignment.

A Summary of Practices Supporting Effective Expatriation

Table 4–4 summarizes a number of key themes115 relating to practices that sup-
port effective expatriation. Although the suggestions are presented separately
for each part of the expatriation cycle, it is also important to bear in mind the
links between the different parts.
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BEYOND THE TRADITIONAL EXPATRIATE MODEL

Few firms launch their international expansion without at least a small core of
expatriates. However, as companies pursue internationalization, the inevitable
tensions of expatriation become apparent. These tensions, together with the
changing demographics of the expatriate population, are changing the ways in
which companies approach international assignments.

The Tensions in the Expatriate Cycle

Five types of tension are common to most expatriate situations.

Home/Host Tensions

For a number of reasons, the presence of expatriates may generate tensions with the
local environment. Expatriates who are well socialized in the ways of the parent
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TABLE 4–4. Human Resource Practices That Support Effective Expatriation 

Staffing and Selection

•  Communicate the value of international assignments for the company’s global
mission.

•  Ensure that those with the highest potential move internationally.

•  Provide short-term assignments to increase the pool of employees with international
experience.

•  Recruit employees who have lived or who were educated abroad.

Training and Career Development

•  Make international assignment planning a part of the career development process.

•  Encourage early international experience.

•  Create learning opportunities during the assignment.

•  Use international assignments as a leadership development tool.

Performance Appraisal and Compensation

•  Differentiate performance management based on expatriate roles.

•  Align incentives with expatriation objectives.

•  Tailor benefits to the expatriate’s needs.

•  Focus on equality of opportunities, not cash.

•  Emphasize rewarding careers rather than short-term outcomes.

Expatriation and Repatriation Activities

•  Involve the family in the orientation program at the beginning and the end of the
assignment.

•  Establish mentor relationships between expatriates and executives from the home
location.

•  Provide support for dual careers.

•  Secure opportunities for the returning manager to use knowledge and skills learned
while on the international assignment.



company are often insensitive to local cultural norms. They often enjoy a standard
of living that is not available to local employees, which may create resentment;
and they may be costly compared with the value they are seen as bringing to the
local business.116 Host government officials and regulators may also prefer to in-
terface with locals, whom they view as more loyal to host country interests.

Global/Local Tensions

When top positions in a subsidiary are continuously occupied by rotating
expatriates, capable local managers may become discouraged due to lack of
opportunities to advance their careers. Either they leave or their willingness to
make an effort on behalf of the firm slackens. Over time, these disadvantages
may offset the benefits of an expatriate presence—the simple control structure,
ease of communication with headquarters, and improved coordination with
other corporate units. In addition, as foreign operations increase in size, intimate
knowledge of local operations may become as important as communication and
coordination with the headquarters.

Short-Term/Long-Term Tensions

Expatriates are often criticized for making short-term decisions since their
perspective may be limited by the duration of their assignment. They may
shrink from difficult but necessary actions to secure long-term benefits. In
one such case, a poorly negotiated initial labor contract in the subsidiary of a
foreign airline in Japan has inflated its labor cost relative to competitors for
years. Renegotiating the contract, to align it with the existing practice in the
industry and generate future savings, would be costly in the short term and
would risk triggering a strike by the company union. So far, no one in a long
line of expatriate executives has been willing to take the risk “on their watch.”

Conversely, newly appointed expatriates often experience a heady sense of
freedom to make decisions that will attract the attention of the head office and
promote their careers—in effect change for the sake of change. On a European
Web site frequented by employees of a US subsidiary, one fast-track expatriate
was defined as someone who “can outrun his mistakes.”

Tension between Cost and Investment

The considerable expense associated with expatriation is often viewed as the
cost of market entry, to be reduced, if not eliminated, in the long run. Indeed, the
need to reduce the costs of expatriation is often one of the drivers of localization.
Yet while companies can benefit from smarter management of expatriate costs,
the expense of expatriation can be seen as an essential investment in building
the links necessary for managing a transnational firm and learning across
organizational boundaries.117 A cost-driven expatriation strategy can lead to
“boom–bust” swings. The number of expatriates increases in good times, only
to be cut when growth slows and recession looms, creating havoc and imbalance
in the local organization.
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Demand/Supply Tensions

The accelerating pace of internationalization has increased the demand for ex-
perienced and capable expatriate managers. However, constraints on interna-
tional mobility are also increasing, many of them stemming from family
considerations and changing career expectations.118 Employees are increasingly
reluctant to move abroad if moving will handicap their children’s educational
opportunities or mean that spouses have to put their careers on hold. The care
of elderly parents is also a growing concern. In a competitive environment, good
people everywhere have alternative employment options.

Changing Demographics of the Expatriate Population

Traditionally, policies and practices governing international assignments were
built on a number of assumptions about expatriate characteristics:

• Expatriates were selected from the employees in the parent country.

• The expatriate population was homogeneous in ethnicity, gender, and
experience—home country, male, experienced, possibly married but with
an adaptable spouse.

• Expatriate assignments were temporary (three to four years’ duration),
often occurring only once during a career.

• The objective of the assignment was to maintain control over the affiliate
and to transfer know-how from the sophisticated parent to the subsidiary.

• After completion of the assignment, an expatriate was expected to return
home, to be replaced by another expatriate.

Today, these assumptions are less and less valid. The expatriate population
is increasingly heterogeneous, and a contingent approach to expatriation is
needed.119 In a number of multinationals, the prototypical experienced male
executive from the parent country is already in a minority. Because of the grow-
ing use of expatriation as a tool for learning and development, many expatriates
are relatively young. And as companies throughout the world are removing
obstacles to gender diversity in management, an increasing proportion of expa-
triates are women.

Female Expatriates

Although international experience is seen as one of the critical foundations for
developing future leaders, until the late 1980s only 5 percent of all American
expatriates were women. According to some recent surveys, this proportion has
increased to about 20 percent in European and North American multinationals.120

A number of explanations for the small number of female expatriates have
been proposed: cultural prejudices, including low acceptance of working women
in certain countries; lack of support and access to male-dominated expatriate
networks; inflexibility and resentment by male peers; particular difficulties
linked to family and dual-career issues; and the unwillingness of women to
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accept foreign assignments.121 Adler identified “three common myths” about
female expatriates:122

• Women do not want to become international managers.

• Companies refuse to send women overseas.

• Even when women are interested in international assignments, the prejudices
of foreigners against women may render them ineffective.

Exploration of these “myths” stimulated a number of studies of female
expatriates, particularly in the US and Europe.123 One stream of research focuses
on the desire of women to become expatriates. Examining responses from more than
1,000 students from multiple universities, Adler concluded that male and female
students displayed no differences in their interest in pursuing international ca-
reers.124 Similar results were observed in a more recent study.125 However, there
is also some evidence of differences in the willingness of males and females to
accept foreign assignments to culturally distant and less developed locations.126

With respect to willingness to select female expatriates, Adler concluded that
70 percent of HR professionals in 60 multinational companies were hesitant to
choose women.127 Among the reasons presented were difficulties in accommo-
dating dual careers and gender prejudice in the countries to which women would
be sent. It has also been argued that qualified female employees may be over-
looked because men make most of the decisions about whom to send, and many
hold traditional stereotypes about women in international jobs.128 However, a
more recent study of US and Canadian firms did not support Adler’s findings,
and more research on this myth is needed.

Several studies have focused on the adjustment and performance of female ex-
patriates. Female American expatriates were found to be just as successful as
their counterparts overseas—even in so-called male-dominated cultures such as
Japan and Korea.129 Other results suggest that male and female expatriates can
perform equally well in international assignments regardless of the host coun-
try’s predisposition to women in management, but that female expatriates self-
rate their adjustment lower in countries with few women in the workforce.130

Female expatriates were perceived as effective regardless of the cultural tough-
ness of the host country.131

However, there is some evidence that it is more difficult for women to
reconcile international assignments with the careers of their spouses. Compa-
nies with a high number of female expatriates are more likely to report problems
resulting from the inability of spouses to continue their careers.132 Not surpris-
ingly, therefore, a much higher percentage of women on international assign-
ments are single—approximately 45 percent in the 2009 Brookfield survey,
compared to about 25 percent of the men.133

Some studies have pointed out that women may actually have an advantage
over men as expatriates. For example, until more women take over expatriate
roles, their relative visibility and novelty may enhance their access to local busi-
ness networks.134 Tung has argued that women tend to possess attributes that
make them more suitable for overseas work than men, such as indirectness in
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communication, good listening skills, and emphasis on cooperation over com-
petition.135 Also, because female executives have long experience of being “out-
siders,” they may be better equipped to manage the stress that often accompanies
isolation in foreign settings.

Dual-Career Considerations

Research shows that female expatriates are more likely to be single than their
male colleagues. This may be because female managers are more likely than
male managers to have working partners, and so may be more constrained by
dual careers. Often there are no available jobs for spouses at the new location, a
situation aggravated by the obstacles like visa regulations, professional licens-
ing rules, and language barriers. And even if a job is available locally, it may not
contribute to a meaningful career, reducing the likelihood that the couple will
be willing to move.

How can companies respond to this challenge? Multinational firms can use
a number of steps to mediate the pressure of dual careers:

• Plan the assignment in terms of location, timing, and duration based on pro-
fessional preferences and personal circumstances of the couple.

• Approach the partner’s employer and jointly prepare expatriation plans.

• Provide career counseling and assistance in locating employment opportu-
nities for spouses abroad.

• Subsidize educational programs for spouses while abroad.

• Support entrepreneurial initiatives by spouses.

• Cooperate with other multinational organizations in finding jobs for
spouses.

• Provide reemployment advice to partners after repatriation.

None of these are silver bullets that will solve every problem but in most cases,
even modest progress in reducing barriers to mobility will have a positive
impact on the pool of future global managers.

Younger Expatriates

The issue of dual careers is often easier to manage among younger expatriates.
Their partners (if any) may be more flexible about job opportunities in the local
market, as they risk less by taking an international career detour. Placing
younger employees who are single or who have small families in international
jobs can substantially reduce the total compensation cost; the expenses involved
in family expatriation (housing, education, and home leave) can easily surpass
the salary cost at lower professional levels.

This point is important because the aim behind international assignments is
shifting from demand-driven to learning-driven objectives, as discussed earlier.
Instead of a focus on control, knowledge transfer, or problem solving, assignments
are increasingly aimed at the development of organizational and individual
competence and furthering the career development of the expatriate.136 These
learning assignments are naturally suited to younger employees.137
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Third-Country Nationals

Expatriates from countries other than the parent country of the multinational
are commonly referred to as third-country nationals (TCNs). Historically, two
factors drive TCN employment: the scarcity in the home country of suitable can-
didates for international assignments, and attempts to hold down the cost of ex-
patriation. For example, a US multinational may seek to employ expatriates
from the United Kingdom, Canada, and Australia, countries with a common
language and comparable compensation and living standards, but no double
taxation on expatriate income.

With accelerating globalization, companies today are simply looking for the
most suitable candidate, irrespective of country of origin, and so the proportion
of TCNs in the expatriate population is increasing. For example, at HSBC the
cohort of senior international managers—people expected to move globally—
included 380 managers from 33 countries. Half of the latest intake were women.138

Repatriation of TCNs often creates acute dilemmas. Even with the best ca-
reer planning, there may simply be no comparable position back at their foreign
country home. Finishing an assignment sometimes forces an agonizing choice—
to return home and leave the company, or to accept a posting in yet another
country, which in turn makes the prospect of a later return even more problem-
atic. TCNs shoulder such dilemmas, creating difficult trade-offs between career
prospects and the well-being of the family.

The Changing Nature of International Assignments

With these changes in the composition of the expatriate population, conven-
tional expatriate assignments may become the exception rather than the rule.
The impact of changing demographics is accentuated by two other trends—the
shorter duration of assignments and the diminishing security of expatriation.

Short-Term Assignments

Earlier, we identified short-term learning assignments as a growing type of
expatriation. Many problem-solving and project assignments also have short
spans, so it is not surprising that short-term transfers (less than one year in
duration) are the fastest-growing type of international assignment.139

Short-term assignments are popular because they offer flexibility and are sim-
pler to plan and execute. Even more important, they cost less—expensive housing
and cost-of-living allowances are not necessary. Short-term assignments also facili-
tate repatriation to the home organization. From the employees’ point of view, they
need not uproot the working spouse and family. The partner may stay at home or
take a short sabbatical. Many companies limit such assignments to less than six
months, while longer transfers are treated as a regular international assignment.140

The Insecurity of Expatriation

Not only are international transfers becoming more short-term, they are also
becoming less secure.141 Expatriate postings in the past provided at least a
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temporary haven from the turmoil of home office reorganizations, since the
terms for international assignments in most Western companies (and virtually
all Japanese or Korean companies) included the guarantee of a return position.

Now, however, the pattern—in some countries at least—is changing, with
fewer companies offering expatriates a guarantee of a job upon their return
home. International experience may not be a career booster for all expatriates:
management development assignments may indeed lead to upward mobility,
but problem-solving transfers may not. In part, this reflects general changes in
the employment relationship—”If we cannot guarantee jobs for people at home,
how can we promise them to people abroad?” But it is also a sign that expatri-
ate positions are not exceptional today, so companies do not see the need for
special treatment.

There are mixed signals here. One message from international corporations
is that international experience is an asset. But, however unintentional, another
is that it may be risky for the career. There is a gap between the rhetoric and the
reality. While the logic of “equal” treatment may have some merits, there is no
question that employees temporarily located abroad may have substantially
more difficulties in lining up alternative job opportunities at home, or at least
that they may perceive this to be the case. And an increased perception of inse-
curity naturally leads to increased resistance to international mobility.

Alternatives to Expatriation

How can companies respond proactively to such tensions? With changes in the
nature of expatriate jobs and the conditions of the assignment, is there a future
for expatriates? There are certainly some emerging alternatives.

Global Integration without Traditional Expatriates

We already argued that short-term assignments are increasingly used as an
alternative to dispatching expatriates on long-term assignments. Table 4–5 pres-
ents a number of alternatives to the traditional expatriate model.

A group of employees that has received little attention but is growing in
numbers are foreigners who work overseas without having been sent out by an
organization. These employees are not expatriates in the traditional sense of
the term but are on self-initiated foreign assignments. They typically have local
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TABLE 4–5. Alternatives to Traditional Long-Term Expatriate Assignments

•  Short-term assignments.

•  Self-initiated assignments.

•  Returnee assignments.

•  International commuter assignments.

•  Rotational assignments.

•  Virtual assignments.



employment contracts and no guarantee of remaining employed by the
corporation on their return to their home country, even if that happens to be the
corporation’s home country.142

Returnees are people who have studied and maybe worked for a significant
period of time abroad before returning to their home countries. For example, a
large number of Chinese nationals study and work overseas before being sent
by their employers on assignments to China. Are these people expatriates?
Many demand and are given the benefits associated with expatriate status;
some are not.

The ongoing revolution in communications is dramatically expanding the
possibilities of virtual expatriation—assignments where employees have responsi-
bilities abroad but manage them from the home country. Some managers with
heavy international coordination responsibilities spend so much time on the road
that it does not matter where these frequent flyers live. Unilever used to allow its
regional managers to decide whether they would live in the parent country or the
region—either way, they would be traveling a lot in the other direction.

A variation on post-expatriate management is the international commuter.
Just as many US executives routinely commute across the continent to their jobs
after every weekend, so a new generation of European managers prefers a
weekly commute to relocation—for example, taking the high-speed train be-
tween Brussels and Paris. Their priority is securing a stable environment for the
family, while companies benefit because of considerable cost savings and be-
cause they can expand substantially the pool of candidates for international jobs
when relocation is not required. A particular category is rotational assignments,
where the expatriate commutes to another country for a short, set period of time
followed by a break in the home country.143

Virtuality has its limits. No amount of electronic communication can replace
human contact. The cost of fewer international postings may be more short-term
trips. During business downturns, companies are usually quick to issue edicts
against unnecessary travel. How many times can an individual jet between con-
tinents before fatigue sets in? The wear and tear of international travel is a hid-
den health threat, the cost of which has yet to be calculated.144

Beyond the solutions afforded by new technologies, globally integrated
companies are seeking new strategies for organizing their international activi-
ties. The Spanish fashion retailer Zara is a tightly integrated empire, with over
1,000 stores in more than 30 countries on three continents. In contrast with
established industry logic, Zara makes two-thirds of all its clothes in the
company.145 It has its own factories in Spain and restocks stores around the
world twice a week. The team of core designers in the head office continuously
redesigns its products.

Zara uses expatriates only for temporary assignments in connection with
start-up operations. Indeed, the company has learned that using Spanish expa-
triates to run local operations does not necessarily provide good results because
of the diverse cultural idiosyncrasies of the host countries.146 Zara relies instead
on hiring local managers and socializing them into the corporate culture (many
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have some ties to Spain), and will not operate in countries in which local talent
is not available.

Zara’s key capabilities are in design and production processes, and the
tools needed to support these capabilities in the subsidiaries can easily be trans-
ferred through formalized procedures in logistics, inventory control, marketing
information systems, and centralized product design and pricing. In addition,
the company resolves cross-border issues through extensive use of international
management meetings and deployment of auditors from the headquarters to
monitor local activities. The corporate auditors, based in Spain, perform coordi-
nation roles that are often assumed by expatriates in other firms.

Impatriation: The Next Step in Fostering Global Integration

Zara, Nokia, and many other international companies discussed in this chapter
invest substantial resources in the socialization of their local managers. An
important tool of this process is often a temporary assignment to the head
office or parent country operations. Such foreign nationals on nonpermanent
assignments in the parent country of the multinational are frequently called
“impatriates.”147

The number of impatriates is increasing worldwide. For instance, multina-
tionals with operations in Central and Eastern Europe have a considerable
number of impatriates at corporate headquarters.148 A large number work in the
United States and Europe, where there are more than 40 nationalities repre-
sented at the headquarters of some major multinationals such as Nestlé and
Shell. Only in Japan and Korea is the number of impatriates small.

Most impatriates are young employees or middle managers who come to
the parent organization for developmental assignments, to absorb the corporate
culture, or to participate in project teams. Some come with the explicit aim of
preparing themselves to replace expatriates; others stay and join the home
organization on a semipermanent or permanent basis.

What kinds of HR policies are best suited to support impatriation? Are
typical expatriate policies suitable for impatriates? Are there differences
between impatriates and expatriates that would argue for different HR ap-
proaches? The situations facing expatriates and impatriates may be similar, but
they are not the same. Most impatriates are assigned for learning reasons; very
few are corporate agents. In terms of national origin, they are more heteroge-
neous than expatriates, so defining one-size-fits-all policies is fraught with
difficulties.

Communication is often a major constraint for impatriates. Employees in
foreign locations are generally used to interacting with expatriates. They choose
to work for a foreign-based firm, and they expect to see foreigners around. The
office language is usually the language of the expatriate, and the locals have to
adapt. Not so in the home office, where communication problems with impatri-
ates are often unexpected, and sensitivity to communication difficulties on both
sides is required. Indeed, HR may have to support impatriation through cross-
cultural training—for the locals.
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A British manager relocated to the head office in the American Midwest ex-
perienced an initial warm welcome, but then social interactions with coworkers
cooled off. He felt frozen out. Sharing his concerns with the HR manager, he
learned that the locals were upset with his perceived “selfish” values—putting
his career ahead of his family, as demonstrated by his leaving two young chil-
dren behind at boarding school in England. Of course, this was before Harry
Potter!

Some companies simply treat their impatriates as local staff, integrating
them into the home office compensation and benefits programs. They do not
provide foreign service premiums, housing support, or related benefits to their
impatriates, assuming that the corporate headquarters is the center of the
universe. If the impatriates are expected to remain permanently in the parent
country, this may be the most sensible approach. But for temporary transfers, it
may be better to treat impatriates in the same way as home country expatriates
on learning assignments are treated, with a degree of support appropriate to the
expected length of stay.149

As the number of expatriates continues to increase, there is an emerging
trend to treat people transferred across borders in the same way, at least in
principle. Some companies have developed global transfer policies that cover
everyone regardless of country of origin. The terms are determined by the
purpose of the assignment, its duration, and the career circumstances.

THE LIMITS OF GLOBAL INTEGRATION

Nokia had been considered a good employer worldwide, with a nurturing and
empowering culture that created excellent opportunities to learn and grow. But
more and more local employees perceived the company as providing only
limited career opportunities since the majority of “good” jobs were filled by
expatriates—most of them from Finland. Retaining the best local talent began to
be a problem, requiring the firm to rethink its approach to global HR manage-
ment. From the mid-1990s, the number of TCNs and impatriates increased
rapidly, and as we mentioned in the opening case, the company has also
appointed several non-Finns to the top management team.

But realigning the staffing policies was perhaps the easy part. One weakness
of global integration strategies is the potentially negative impact on the firm’s
ability to be responsive to the local needs and demands of customers, host gov-
ernments, or local employees. For example, as Nokia continued to grow glob-
ally, new organizational challenges emerged, especially in its infrastructure
business. While the company had mainly offered universal GSM technology
based on global standards, customers now began to demand specific solutions
fitting local needs, which required extensive customization.

As the market expanded beyond the traditional operations, Nokia was ex-
pected not only to provide equipment but also to manage the whole project of
installment and start-up on a turnkey basis. With increased complexity, the
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coordination demands on the Nokia organization increased dramatically. This
required a new set of skills that had to be shared across the whole organization.
And where Nokia had acted alone before, the rapid evolution of technology
now required engagement in multiple partnerships, involving extensive coor-
dination. The old approach of global integration that had proven so successful
during the first decade of global expansion began to outlive its usefulness.

Nokia’s recent experience points to the importance of balancing global in-
tegration and local responsiveness. However, the challenge for the multina-
tional is not only how to deal with the ubiquitous challenge of being locally
responsive and globally integrated; it must also be proficient in coordinating its
lateral international operations. The next part of the book will discuss how to
address the latter challenge from a people management perspective.

TAKEAWAYS

1. Global integration means that decisions are made from a global
perspective—in the extreme, the meganational firm operates as if the
world were a single market.

2. The control mechanisms supporting global integration can be classified into
four types: personal control through decision making; procedural control
through formalization and standardization; output control through
achieving agreed results; and normative control through corporate values,
beliefs, and norms.

3. Global standardization of HR practices is associated with a number of
advantages, including subsidiary control, international transfer of best
practices, and scale advantages in the global HR function.

4. There are two types of international assignments—demand-driven and
learning-driven. The former are driven primarily by corporate agency
requirements (control and knowledge transfer) or by problem-solving
needs; the latter focus on individual and organizational competence and
career development.

5. Making an expatriate assignment successful for the individual, the family,
and the firm demands attention to many factors, from initial selection until
repatriation. A starting point is recognizing that expatriation is a process,
not an event.

6. The personal traits and skills needed by expatriates depend on the roles they
are expected to assume. Professional and leadership skills are the foundation
for agency-type assignments. In contrast, relationship abilities and cultural
awareness may be more important for learning-oriented assignments.

7. It is important to understand the factors influencing intercultural
adjustment and expatriate work performance—adjustment to work, to the
general environment abroad, and (most difficult of all) to interaction with
the local environment.
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8. Family well-being is a critical element in expatriate effectiveness. The
inability of the family to adjust to the new country is often the reason for
assignment failure. Dual-career couples are also more likely to experience
stress in international assignments because of the expected negative effects
of a career interruption.

9. Tensions embedded in the expatriation process, together with the changing
demographics of the expatriate population—the growing number of
women, third-country nationals, younger expatriates, impatriates, dual-
career families—are changing the way in which companies approach
international assignments.

10. With the growing complexity of business, global integration strategies may
have a negative impact on the firm’s ability to be responsive to the local
needs and demands of customers, host governments, or employees.
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CHAPTER 5

Structuring Global
Coordination

Lateral Coordination at Nestlé

In April 2000, Nestlé—the world’s largest food and beverage company with 250,000
employees and close to 500 factories in over 80 countries—launched a US$3 billion
IT initiative. The Global Business Excellence program (GLOBE) was to transform the
Nestlé organization from a loose “federation of independent markets” into a com-
pany showing a common face to customers and suppliers around the world.1

While the program could nominally be seen as a massive SAP rollout (in itself a
complex undertaking), the purpose went far beyond building a new IT platform. Pe-
ter Brabeck, CEO of Nestlé, was explicit about the final goal:

I want this to be very clear. With GLOBE we will create common business processes, stan-
dardized data, and a common IT infrastructure—but do not think this is an IT initiative.
We are going to fundamentally change the way we run this company.

In Brabeck’s view, Nestlé’s decentralized structure, which had brought the company
so much success in the past, no longer fit the new realities of ever-increasing global
competition.

Traditionally Nestlé had been structured as a cascading pyramid of major zones
and markets—usually countries. Each business was essentially local, neatly aggre-
gated to larger geographical units, all finally coming together in the corporate center.
Running alongside this organization in a coordinating role were half a dozen strategic
business units, such as beverages, dairy products, and infant nutrition.2 The role of the
business unit managers was to increase integration across geographies with a partic-
ular focus on new product development, but without profit and loss responsibility.3

The company’s strong focus on product customization to local tastes was the
foundation of Nestlé’s success; but this also created duplication and inefficiencies
that the company could no longer afford, with sales overhead costs well above its
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competitors.4 A fragmented supply chain did not provide the desired economies of
scale. Bargaining power with cross-border suppliers and retailers was weak—some
large customers had better pricing information about Nestlé products in different
markets around the world than the Nestlé central office.

Internal coordination was also difficult, as each country’s organization and sys-
tems had been operating independently. Identical products had different product
codes in different countries, and in HR there was no common grading and compen-
sation system. With different titles for similar positions across countries, it was al-
most impossible to agree on who was at the same hierarchical level or performed the
same job. Even for senior managers, salaries and bonuses were difficult to compare.5

The aim of the GLOBE program was to build a common platform for Nestlé’s
global operations, but the formal structure of the company would remain for the
most part configured as a matrix of geographies and businesses. And as Nestlé was
determined to maintain its focus on local markets, the company did not want to
move too far away from its culture of decentralization. However, in order to cope
better with the competitive challenges facing the company, it had to become more
globally connected and aligned.

In essence, Nestlé needed to find an alternative route that would balance the bene-
fits of local initiative with global leverage but remain in line with Nestlé’s long-standing
business principle of “putting people ahead of the systems.” Senior management be-
lieved that maintaining local decision-making autonomy while standardizing core
processes would achieve this. By simplifying and standardizing basic processes, Nestlé
hoped to reduce internal complexity so local management could focus externally on cus-
tomers and competition. And by flattening the organization and assigning more coor-
dinating responsibility to cross-border and cross-functional teams, the company hoped
to move away from the traditional vertical hierarchy to a more flexible network struc-
ture, which it believed is more suitable to the new generation of company employees.6

One of Nestlé’s key leverage points for enhancing lateral coordination has been
global implementation of common HR processes—from a single worldwide perfor-
mance management system to comprehensive talent reviews, as well as succession
planning based on a common grading system and structured leadership develop-
ment (for a global talent pool of about 2,200 people). However, this does not mean
that Nestlé’s corporate HR function rules over local companies by issuing detailed
global policy directives. Instead it uses a lot of virtual teamwork to reach a consen-
sus on HR process objectives and tools, thereby working toward consistency and co-
herence across the world.7
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OVERVIEW

The Nestlé case illustrates how changes in the global competitive environment
have exposed the limitations of traditional multinational organizational struc-
tures. The purpose of this chapter is to understand how firms can develop new
horizontal or lateral mechanisms of structural coordination and the vital role of
human resource management in facilitating this.
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In the first part of this chapter, we discuss the logic of the transition from
hierarchical control to lateral coordination from three different angles: the nature
of competition facing a transnational firm; the people management implications
of a knowledge-based society; and what organizational theory tells us about man-
aging in a complex global environment. We also introduce a framework guiding
the next few chapters of the book—from mechanisms of structural coordination
and social architecture to core HR processes supporting global coordination.

The second part of the chapter focuses on multidimensional structures. We
examine how many traditional, multidomestic firms evolved into differentiated
networks,8 and how other firms pursuing gains from global efficiency and de-
livery capabilities are evolving step-by-step into globally integrated enter-
prises.9 We also look at a third multidimensional organization model—the
front–back organization, where the front-end customer-facing units are organ-
ized differently than back-end product-driven units.10

The emergence of multidimensional structures also has an impact on wider
aspects of organization. In the past, simple structures were aligned with single-
focus decision making—at the corporate center for centralized meganational
firms and at the country or business unit level for decentralized multidomestic
firms. However, making effective decisions in networked structures requires co-
ordination mechanisms that can supplement, if not replace, traditional top-
down hierarchical decision-making models. In the third part of this chapter, we
examine different types of cross-boundary lateral management tools that are be-
ing deployed in multinational firms. These typically include individuals in
cross-boundary integrating roles or leadership groups that coordinate the activ-
ities to be aligned across units.

The last part of the chapter focuses on global teams—as perhaps the best way
to address the complex business challenge facing global organizations is through
cross-boundary collaboration. Today, numerous kinds of virtual teams working
across borders are one of the key elements supporting horizontal coordination.
They also provide a foundation for tapping into a diversity of perspectives and
experience. Indeed, one might argue that virtual teamwork is a core characteris-
tic of most organizations in the global economy.

FROM VERTICAL CONTROL TO HORIZONTAL 
COORDINATION

The traditional model of corporate governance in international business was
built on organizational hierarchy employing control mechanisms like central-
ized planning and decision making backed up by staff experts at headquarters;
an extensive use of corporate rules, standard operating procedures, and policy
guidelines; and reliance on expatriates as agents of headquarters control. As we
discussed in Chapter 1, firms responded to the challenge of managing the grow-
ing complexity of international operations in two different ways—either using
a matrix structure or expanding the number of headquarters staff. However, both



of these routes largely failed, leading companies to search for more effective
ways to manage the global organization.

Emergence of Coordination

In simple terms, the way in which a firm goes about setting authority differen-
tiates the transnational firm from the traditional multinational corporation. In
the past, there was a clear decision maker (the global or business manager, or the
local or country manager); the responsibility and accountability of all managers
were closely aligned; and the areas where they could act were clearly defined
and supported by dedicated resources. In transnational firms, the identity of the
“boss” may vary based on circumstances and priorities, business, function, and
customer. Task forces or steering groups create forums outside the formal struc-
tures that allow employees to influence the direction and execution of business
strategies in a way that may not possible within the hierarchical organization.

Dilemmas of hierarchical control—centralization versus decentralization of
decision making—are much less central to transnational coordination. What is
important is knowing which subunits in the firm need to be connected, and
identifying the best mechanisms to ensure coordination among all who need to
be involved with a decision and its implementation. Also, in contrast to hierar-
chical control, which is often nothing more than a set of rules and regulations
imposed from the corporate center, transnational coordination involves mostly
horizontal interactions, with the active participation of those who have a stake
in the decision.

How can we best understand the logic of this transformation? We can take
three different perspectives to illustrate what drives it and what the implications
are. First, we look at the new competitive realities facing transnational firms;
then we consider the workforce or people perspective; and finally we discuss
how all of these changes fit with one of the emerging paradigms of organiza-
tional theory—the firm as a network.

The Competitive Perspective

Today’s transnational organizations face a different situation from the past. The
American, European, and Japanese companies that led the process of interna-
tionalization in the post–World War II era either exploited home based scale
economies or transferred home grown knowledge to their subsidiaries abroad.
In both cases, their know-how and critical resources were located at the center.
However, there are not many companies left in this position today, and there
will be even fewer in the future.

Consider some of the new realities:

• Subsidiaries abroad may be of paramount importance to the multinational,
sometimes representing market opportunities larger than at home. This has
long been the case for multinationals from smaller countries such as
Switzerland and Sweden. Whole business lines may be run from these other
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countries, and there will be multiple locations that must be linked together.
Also, the technical and managerial sophistication of some lead subsidiaries
may outstrip that of the parent country; information therefore has to flow
both ways between the subsidiary and the headquarters.

• The transnational organization is differentiated, in the sense that sub-
sidiaries vary in their strategic importance, competencies, and resources.11

Rigid structures, undifferentiated policies, and traditional notions of plan-
ning cannot cope with this. For subsidiaries that are “strategic leaders,”
planning may involve intensive interaction with the headquarters, whereas
distant “contributors” may be left alone as long as they meet their targets.
In the former, staff development and compensation policies may be negoti-
ated to balance corporate and local interests, whereas contributors usually
adjust to local practices.

• Companies can no longer afford to be deliberate but slow. The pace of com-
petition, and the need to make decisions quickly without compromising on
cost and quality, have increased. Instead of competing with local companies
that in the past were weak on technical and management expertise, compa-
nies such as Nestlé now compete with other sophisticated multinationals,
such as Kraft or Unilever, as well as local players with multinational ambi-
tions in many different battlefields around the world. And their customers
are also increasingly global. With the ongoing waves of global consolida-
tion, the pressure to be aligned globally is likely to increase.

• In many industries, future competitive advantage cannot be secured
through further economies of scale, downsizing, and delayering. Even best-
of-breed companies, like Toyota or Nokia, which pushed the limits of oper-
ational improvement, now realize that future competitive advantage can
come only through leveraging know-how across their global affiliates. Fur-
thermore, the flow of innovation is changing from center-to-local to local-
to-center or even local-to-local.

Collectively, all these trends mean that the traditional focus on headquarters–
subsidiary relationships, and on ways of structuring the multinational corporation,
is giving way to the questions of how to coordinate relationships, how to build
and maintain ties, and how to manage a complex web of connections. The focus on
center-to-subsidiary relations remains, but to this one adds subsidiary-to-center(s)
and subsidiary-to-subsidiary ties.

The People Perspective

Since the 1960s, the top-down, hierarchical organization, and its corresponding
compliance to authority, has come under increasing attack, starting with Douglas
McGregor’s elegant formulation of two assumptions about the nature of manage-
ment.12 He outlined the pathologies of the traditional control-oriented Theory X
that underlie the hierarchical model, and instead advocated Theory Y, which as-
sumes that people can be trusted to perform well if they are given appropriately
challenging work and feedback. A wave of best sellers in the 1980s brought this



perspective into the management mainstream,13 and myriad articles and vol-
umes have since been written on this topic.14

At the same time, the top-heavy control model of the multinational organi-
zation could not cope with the realities of global markets. The cost of multiple
layers of supervision and control started to weigh heavily on the profitability of
companies—corporate monitors and controllers were adding little, if any, value.
To meet the growing coordination needs, it became necessary to develop self-
control rather than boss-control, and for this American practitioners coined a
new term—“empowerment.”15 This in turn required new skills such as leading
without authority. The outcome was more attention to selection, skill develop-
ment, objective setting, feedback, and other tools of people management.

The transition to a postindustrial society based on knowledge skills rather
than manual ability had also led to changes in ways of managing people. First,
there is a much higher level of education and training of the global workforce
today than there was only a decade ago. As innovation became more important,
traditional hierarchical firms found that that they could neither attract nor re-
tain the new generation of skilled knowledge professionals that they needed.
Highly educated employees require motivation and a raison d’être for working
in a specific company that go beyond financial rewards. Second, employees no
longer need to be in the office to work—with e-mail, the Internet, and wireless
phones, people are increasingly working from home or from other subsidiaries.
Direct supervision is gradually disappearing. Third, cooperation is increasingly
important; today’s organizational world is no longer about individual roles but
about teams and groups.16

The Organizational Theory Perspective

Organizational theory has shown that as the environment becomes more com-
plex, and as information processing demands increase, the organization has to
complement its reliance on hierarchical modes of information processing and
decision making with attention to lateral coordination.

The best way of coordinating in simple and stable environments is to use
rules and standard operating procedures, hierarchical referral (ask the boss), and
planning systems that lead to goal setting (explicit performance contracts).17

But as complexity and turbulence increase, these vertical mechanisms can no
longer cope. On the one hand, the organization can try to reduce the need for
information processing by outsourcing nonessential activiti es, or by creating
self-contained units, like independent business units.18 On the other hand, like
Nestlé in our opening case, organizations can increase their coordination capac-
ity by creating lateral or horizontal relationships, complemented by investments
in vertical information systems. Research shows this gradual shift from struc-
ture to horizontal coordination over the last 40 years.19

Consequently, it has become increasingly common to think of organizations as
networks of internal (and external) relationships. Network theory ascribes a low
degree of connectivity to bureaucratic or mechanistic structures. Relationships are
asymmetric (top-down with little upward feedback) and centralized (focused on a
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few key actors in hierarchical positions). In contrast, organic or adaptive organiza-
tions are characterized by dense, strongly interconnected networks, with many
lateral and reciprocal relationships. The overall degree of coordination is much
higher.20 They satisfy the principle of requisite complexity—that the internal com-
plexity of the firm must mirror the complexity of its external environment.

However, this is not to suggest that complex is better. The appropriate
degree of lateral coordination will depend on the strategy. A company should
not create more coordination mechanisms than required by the strategy since
these mechanisms (coordinating roles, steering groups, and other forms of cross-
boundary teamwork) imply additional expense in terms of resources, manage-
ment time, and energy.21

In summary, the three perspectives on the transnational firm introduced
here all lead in the same direction and emphasize the importance of horizontal
coordination.

Horizontal Coordination Mechanisms

Expanding on our brief introduction to coordination in Chapter 1 (see page 14),
our framework of the horizontal coordination mechanisms is shown in Figure
5–1. Because coordination is applied for a purpose, we use the term “organiza-
tional glue” to describe the underlying processes and practices (some companies
refer to this as “cohesion management”). Glue is something that can be used to
stick two parts of an organization together for a specific purpose. Indeed, this
term, which we started using in the early 1990s, seemed to strike a responsive
chord and has caught on. Glue technology is to a great extent the application of
human resource management.

Structural Mechanisms

Multidimensional structures

Lateral steering tools

Cross-border teams

Social Architecture

Social capital

Shared values

Global mindset

Global Processes

Talent acquisition & retention

Leadership development

Performance management

Knowledge & innovation

management

FIGURE 5–1. Horizontal Coordination Mechanisms



There are three elements to coordination or glue technology—structural
mechanisms (which we discuss in this chapter); social architecture (discussed
in Chapter 6); and key global processes of talent management and leadership
development (Chapters 7 and 8), performance management (Chapter 9), and
knowledge and innovation management (Chapter 10). Before expanding on the
structural mechanisms, we will give a brief overview of these three elements here.

Structural Mechanisms

Organizational structure spells out who does what and who reports to whom.
Structures can be based on different dimensions, and in a simple world one
dimension dominates. Small firms have functional structures; larger firms
have either business or geographic structures, and sometimes a combination
of both. However, making a choice on a single dimension of alignment—product,
geography, function, and (increasingly) the customer—is difficult, since
transnational firms need the ability to act simultaneously on all these dimen-
sions. Therefore, many multinationals have chosen to implement multidi-
mensional structures.

Making decisions and implementing them in multidimensional structures
requires alternative ways of horizontal collaboration, complementing tradi-
tional top-down hierarchical decision making. These lateral steering tools typi-
cally center on an individual or a team that coordinates decisions across the
various business units, broadening the perspectives that can be brought to bear
on strategic decisions. Individuals charged with these roles may have high re-
sponsibility and accountability, but not necessarily much formal power or inde-
pendent resources. Temporary or permanent steering teams are responsible for
coordinating various activities and decisions across organizational boundaries.

Cross-boundary teams and projects are basic building blocks of coordina-
tion in today’s corporations. Different types of teams are set up to respond to
many different challenges. Teamwork allows the organization to mobilize the
collaborative energy of those employees whose talents and knowledge are most
relevant to the immediate issue. Team membership is flexible; teams can be
formed and disbanded as circumstances require. In the transnational firm, team
members usually work virtually in multiple locations.

Social Architecture

The social architecture of the firm, which we discuss in Chapter 6, complements
these structural mechanisms. The foundation of social architecture is relation-
ships between people, increasingly facilitated by electronic technology—
relationships which constitute the social capital of the firm. In firms with rich
social capital, information flows quickly and freely across intraorganizational
boundaries. Social capital, where people trust and understand each other, is es-
sential for effective global coordination, making it easier to mobilize scarce re-
sources when help is required in a distant subsidiary, or to secure access to those
with desired knowledge. Relationships also help resolve the inevitable conflicts
created by the conflicting demands facing the multinational corporation.
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Another important part of the social architecture of the firm is shared values.
Values, beliefs, and norms that are held in common across all or part of the corpo-
ration form the core of the organizational culture. Shared values facilitate the trust
that is essential for effective lateral coordination, conflict resolution, and knowledge
transfer. Relationships between people are unlikely to add much value unless there
is some degree of cohesion in the way in which people think and behave.

Global managers need to be able to cope with conflict and contradiction.
This leads to the third element of social architecture—what we call global mind-
set. Global mindset is a set of attitudes that predisposes individuals to cope con-
structively with competing priorities (for example, global versus local priorities)
rather than advocating one perspective at the expense of others. It includes
awareness of diversity across businesses, countries, cultures, and markets; the
ability to interpret business issues independently from assumptions of a single
country, culture, or context; and, most importantly, the willingness to accept the
legitimacy of multiple points of view.

Global Processes

The Nestlé case illustrates how multidimensional structures and the social ar-
chitecture of the firm are enabled by core human resource and organizational
processes. Formalization and standardization support coordination, and organ-
izations have traditionally tried to align behavior through rules, policies, and
standard operating procedures. While rules are ill-suited to the differentiated
complexity of the multinational enterprise, standardized global processes can
supply efficiency, alignment, and focus. Three global processes are particularly
important for supporting coordination: talent management, performance man-
agement, and knowledge and innovation management.

Coordination can happen only through people, and so the first element of
global process coordination is talent management—from recruitment and selec-
tion to leadership development (discussed in Chapters 7 and 8). Organizational
capabilities supporting sustainable competitive advantage have to be embedded
in people; otherwise it is too easy for competitors to replicate. Of course, every-
one talks about hiring the best; but if the best methods for attracting, selecting,
and retaining people are applied only in the home country, other parts of the
firm will never succeed on the talent front. Yet much of people management is
highly contextual—what parts of the process should be global and what local?
In the transnational firm, managers across the world need skills in exercising
leadership without authority, and a strong global mindset needs to be nurtured
in local managers.

Probably no other global process generates as much tension and debate as
performance management, which we discuss in Chapter 9. Many managers
advocate that performance management must be adjusted to the cultural
specifics of each particular country. Others emphasize the importance of align-
ing performance management with the company’s overall strategy, structure,
and organizational culture, and advocate a more universal approach. Both ar-
guments have their merits, but because performance management is a crucial



process for establishing organizational alignment, a shared perspective on what
should be common and what discretionary is vital for any global organization.

The final element of glue technology is knowledge and innovation man-
agement, discussed in Chapter 10. It is not possible to develop any truly global
process without sharing knowledge about what works and what does not.
Knowledge, and the innovations that result from pooling that knowledge, can
come from anywhere. In the past, knowledge was transferred out from the cen-
ter to the local affiliates. Today, new knowledge and innovation may come from
units and markets anywhere in the world, and it is therefore vital to be able to
transfer know-how rapidly from one local affiliate to another, and to lower the
barriers to the assimilation of knowledge received from the outside.

Properly designed, these global processes in talent, performance, and knowl-
edge management represent the lateral application of traditionally hierarchical
tools of control, capturing the advantages of global integration through standard-
ization and simplification while respecting local differences. A worldwide recruit-
ment process, for example, does not specify whom should be hired for business X
in country Y. But guided by explicit assumptions, it does spell out the steps, con-
siderations, consultations, and tools that will lead to an appropriate decision.

It should be emphasized that horizontal coordination does not replace
vertical control—it transforms it. The leader becomes a strategic coach rather
than a controller. General management becomes a responsibility of all middle
and senior managers rather than a role occupied by one person. The focus of
planning shifts from content to process, with an emphasis on working through
conflicts and building commitment to strategies.22 As for corporate staff, their
roles change from functional experts to network facilitators, with new skills in
capturing, assimilating, and ensuring the transfer of expertise around the
world. Global or regional processes for connecting different activities together
replace rigid policies. Measurement becomes an instrument for enhanced self-
management and learning rather than one of control.

MULTIDIMENSIONAL STRUCTURES

As we pointed out in Chapter 1, many multinational companies that imple-
mented a matrix structure found it difficult to live with its consequences. In prin-
ciple, matrix structures may be useful in companies that require both local
responsiveness and global integration. With some employees reporting to two or
even more bosses—often a country and a business unit or functional manager23—
such structures allow for a balance of influence between the product (business
unit) and market/geography (country) perspectives of the company. However, a
global matrix is a difficult structure to maintain because of the inevitable conflict
of priorities between the different units of the organization. How these conflicts
are resolved is the most critical task facing any matrix organization.

Companies using a matrix structure usually attempt to regulate the balance
with carefully written rules of engagement, specifying the responsibilities of
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each role. However, no matter how well defined the responsibilities are, over-
laps and tensions are inevitable as business evolves, and consequently a matrix
is often regarded as a transitional organizational form. The ABB case, presented
in Chapter 1, is perhaps the best-known example of a multinational applying a
complex matrix organization—balancing the influence of product lines with
countries and regions—and running into major difficulties.

What went wrong? With Barnevik’s emphasis on radical decentralization to
5,000 business units, there were few unifying processes in place, aside from the
financial reporting system. Even at a country level there was no common IT, HR,
or purchasing. With time, the complex matrix structure became unwieldy, and
costs spiraled out of control. Barnevik’s successor, Göran Lindahl, attempted to re-
establish discipline by shifting power fully to the businesses, but the reorganiza-
tion resulted in fragmentation and chaos at the operating level—the businesses
had no tools to exercise meaningful influence. When the next CEO, Jörgen Center-
man, in the middle of yet another reorganization, finally proceeded to build from
the top the core groupwide processes the company needed, their disconnect from
operational reality only further deepened organizational paralysis.24

Three CEOs and a major crisis later, ABB is back to a multidimensional
structure. According to Fred Kindle, CEO from 2005 until 2008, “ABB, like every
global company, must recognize the need to manage the interface between busi-
ness and geography—matching the benefits of ‘one simple ABB’ with the power
of local entrepreneurship.”25 Intentionally, the new multidimensional organiza-
tion is not balanced (in fact use of the word “matrix” is banned); business divi-
sions are taking the lead, while the role of countries and regions is to create
appropriate synergies.

Emerging Forms of Global Multidimensional Structures

With the pressure to optimize multiple strategic dimensions, especially those of
local responsiveness and global efficiency, it is not surprising that many global
firms such as ABB, IBM, Nestlé, and Nokia are adopting structures that are con-
figured along multiple dimensions, with resulting complexities far surpassing
the traditional matrix organization.

In multidimensional organizations, managers not only are responsible for
achieving results for their own units but also have shared accountability for suc-
cessful strategy implementation across units. Viewed with the lens of hierarchical
control, the overlapping accountability could be seen as a problem, although from
the perspective of horizontal coordination, it is quite natural. While accountability
can be shared, it cannot be delegated (or avoided), and it often includes an obliga-
tion to monitor and challenge others. Nestlé’s conceptualization of the responsibil-
ity and accountability interface for senior managers is presented in Figure 5–2.

In other words, managers’ accountability at Nestlé goes beyond their own
area of responsibility and may include areas that they should influence but
cannot directly impact through their authority. In firms with multidimen-
sional structures, this means that managers have to take into account the



perspectives of other relevant actors before making decisions in their areas of
responsibility. All of this requires alignment with people strategies from talent
development to performance management.

We will look at some of the most distinctive examples of multidimensional
structures in worldwide organizations today. While they all reflect the multidi-
mensionality of transnational firms, they apply different organizational priorities.

Three sets of factors are influential in shaping these new structures: (1)
the evolution of capabilities and knowledge within the firm; (2) the drivers of
competitive advantage; and (3) the importance of working closely with cus-
tomers. The choice of how to structure the firm is also heavily influenced by its
administrative heritage—that is, its historical development.26 Table 5–1 lists
three common archetypes of multidimensional organizations that can be ob-
served today.

The focus of a company organized as a differentiated network is on leverag-
ing competencies and capabilities initially developed in its local subsidiaries
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• Goes beyond responsibility as it also
   includes tasks the individual should
   influence but cannot directly enforce.

• Responsibility can be described 
  as follows:
   Decide . . . set . . . define . . . manage . . .
   perform . . . act upon . . . assume 
  the results . . .

• Accountability can be described 
  as follows:
  Propose . . . ensure . . . support . . .
  facilitate . . . monitor . . . follow up . . .

Accountability

• Encompasses the areas of responsibility
   of the direct reports and/or the areas of
   responsibility of the individuals that are
   functionally led (dotted line).

• Can be shared but cannot be delegated.

• Includes an obligation to challenge and
   follow up on the plan/actions of the
   responsible individual.

Responsibility

• Embraces the main tasks of the
   individual.

• Expects/allows an individual to act
   with own resources.

• Assumes decision-making authority
  and the competence/ability to directly
  enforce the execution of the task.

• Is assigned to an individual and can
   be neither delegated nor shared.

• Implies full accountability for the
   related tasks.

FIGURE 5–2. Responsibility and Accountability at Nestlé

TABLE 5–1. Configuring the Multidimensional Organization

Strategic Perspective Organizational Perspective

• Subsidiary competence. • Differentiated network.
• Global optimization. • Globally integrated enterprise.
• Customer and efficiency. • Front–back organization.



for worldwide advantage.27 Put simply, it can be described as a bottom-up process
of business unit globalization. Multidomestic firms with strong local subsidiaries,
such as ABB or Nestlé, are typically in the forefront of the move toward a differen-
tiated network.

The objective of a company organized as a globally integrated enterprise is
to achieve competitive advantage by locating specific activities in the best place
worldwide, and finding ways to link or integrate these activities across the
world.28 In this case, the process of globalization is top-down. Firms such as IBM
or Toyota, originally “international” or meganational, are examples of compa-
nies that follow such an organizational approach.

The frontback organization29 is another emerging form of a multinational
organization. Using the front–back office idea pioneered by financial service
firms, the customer-oriented parts of the company are aligned locally to respond
to customers (the front end) while those parts of the company that may benefit
from global efficiencies and scale are organized along global lines (the back
end). This avoids the disadvantages of a full-blown matrix, limiting matrix con-
nections to front- and back-end coordination. “International” firms (for exam-
ple, HP and P&G) and meganational firms (for example, Nokia) have been
realigning their global organization in this direction.30

Recognizing the Importance of Subsidiaries: The Differentiated Network

Companies such as Nestlé and other multidomestic firms grew mainly by in-
vesting in the development of local capabilities. The idea behind the differenti-
ated network organization is that valuable capabilities should no longer be
managed solely from a local perspective; subsidiary capabilities should be
leveraged regionally and globally, using horizontal coordination.31 The greater
the capability, the broader the potential scope for leverage.

In a differentiated network, the role of a subsidiary depends on its capabil-
ities and competence, as well as the strategic importance of the local environ-
ment. Rather than simply executing a headquarters-designed strategy in a local
context, which is what happens in multidomestic firms, the subsidiaries are
expected to become active contributors to global strategy—even strategic leaders—
benefiting from location-specific advantages that can be leveraged across the
whole organization. The differentiated network is particularly powerful when a
company has subsidiaries in regions of the world that can provide a real com-
petitive advantage—for example, when a subsidiary has developed a specific
area of excellence through the local country’s endowment.32 Not surprisingly,
cultural and regional differences at Nestlé that result from the company’s global
footprint are viewed as sources of sustainable competitive advantage.

The concept of the “center of excellence” is integral to the differentiated
network organization (although found in other forms of global enterprise as
well). A center of excellence is an organizational unit that has been explicitly
recognized as a source of value creation. For example, the lead role for Nestlé’s
core confectionery business is entrusted to the British subsidiary.33 Some centers
of excellence have developed from long-term experience in dealing with a
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demanding customer; others derive their unique position from external sources.
Among financial firms, for example, private banking is often run from Switzer-
land, options and derivatives products from New York, and foreign exchange
products from London.34 In principle, a firm operating as a differentiated net-
work draws on multiple centers of excellence with supporting capabilities
widely dispersed around the world.

One of the key advantages of the differentiated network organization is
providing space for local entrepreneurship. However, managing the resulting
complexity of capabilities distributed around the globe can be a major chal-
lenge, since the responsibility for collaboration and coordination is also widely
diffused. To tackle this challenge, Nestlé launched a number of organizational
initiatives under the heading “Nestlé on the Move,” spreading the message that
the company must move from being a hierarchy to becoming a network, from
command to alignment, and from separated national and functional units to
cross-border and cross-functional teams. The company also adjusted its perfor-
mance management system to encourage interunit collaboration.

Trust and collaboration are important and must be nurtured. One of the
guiding principles in the early days of ABB was that disagreements between
parallel units within the network (such as on internal transfer pricing or prod-
uct specifications) should be resolved by the managers themselves and not del-
egated upward for solution by top management. As the company folklore had
it, one could ask twice for help . . . but the third time top management would
put someone else in the job who could handle conflict resolution without in-
volving superiors. When senior management intervenes on details and plays
the role of arbiter (a problem not unique to ABB), organizational politics kick in
with a vengeance and trust disappears. There is no end to the upward escalation
of conflict, and in the end this can paralyze the organization.

Leveraging Distributed Capabilities: The Globally Integrated Enterprise

According to Sam Palmisano, the CEO of IBM, the essence of the globally inte-
grated enterprise is a shift in the focus of strategic decision making “from what
products to make to how to make them, from what services to offer to how to
deliver them.”35 On the assumption that national boundaries are less and less
relevant to corporate practice, local capabilities and cost advantages are nur-
tured purposely. While the objective of global optimization is paramount, in
contrast to a traditional meganational firm, these capabilities can be anywhere,
not only in the mother country. IBM is perhaps the most visible example of a
multinational company pursuing this approach.

For example, IBM spends roughly $40 billion annually on goods and serv-
ices to run its business. Over the past few years, IBM has transformed its
procurement function, consolidating transaction processing into three opera-
tions centers for America, Asia, and Europe. There is no longer a need for local
procurement departments in the 100 and more countries where IBM operates.36

Procurement is not the only example. In pursuit of global optimization, all
IBM support functions are integrated on a global scale and specialized tasks are

Multidimensional Structures 183



outsourced to internal and external experts, who can be located anywhere in
the world. As an illustration, the IBM sales organization in Australia and
New Zealand is supported by a payroll function in Manila (the Philippines),
procurement in Shenzhen (China), accounts payable in Shanghai (China),
accounting in Kuala Lumpur (Malaysia), leasing administration in Okinawa
(Japan), and an asset management team in Bratislava (Slovakia).37

What enables the development of such a globally integrated enterprise?
One factor is the lowering of trade barriers, which enables a better flow of goods
and services across national or regional borders. The second factor is the IT rev-
olution, which allows standardization of business processes across subsidiaries,
driving costs down. But it is not only economics. In a world where production
and distribution are commoditized, it is important to offer a differentiated value
proposition that can come only from organizational capabilities and people.
Therefore, the third factor is the emergence of a global talent pool—expertise
and knowledge have no boundaries.

As a result of the interplay of these three factors, companies can move from
targeting their investments at specific local markets to a focus on supplying the
entire global market. When everything is connected, work flows to places where
it will be done best—that is, most efficiently and with the highest value added.
And the workforce may move as well; the IBM global delivery center in Brno
(Czech Republic) numbers 70 different nationalities among the 2,100 employees.38

Because new technologies are allowing companies to treat different func-
tions and operations as component pieces, firms applying this reasoning can
pull those pieces apart and put them back together again in combinations. The
decision on how to do this is based on strategic judgments about those opera-
tions where the company wants to excel and those it thinks are better left to its
partners. Operating systems based on global standards link the entire company,
and resources are deployed to the locations where they are most needed. The ac-
countability for making this work resides with the specialists in globally inte-
grated functions.

Implementing the globally integrated enterprise poses a number of people
management challenges, notably the need for a globalized approach to talent
and workforce management. Not surprisingly, IBM is at the forefront of apply-
ing new workforce planning methodologies as well as approaches that allow the
rapid deployment of talent across boundaries. Such firms also have to be effec-
tive in mobilizing and sharing knowledge across the whole global organization,
using social networks as well as information technology.

For operating managers, skills in working laterally without authority are es-
sential as most of the resources they need to deliver results lie outside their core
responsibility. A collaborative leadership style and strong partnering skills are
vital. Employees have global opportunities, but they are also exposed to world-
wide competition for their work. They must have tools at their disposal for
rapid upgrading and development of skills, as well the ability to work any-
where, regardless of location. For this reason, training and development are
fundamental pillars of the company’s HR strategy.
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Becoming Customer-Centric: The Front–Back Organization

You cannot build competitive advantage by doing only what is easy—anyone
can do that. In order to resolve a long-standing contradiction—how to combine
customer focus (the front end) with global economies of scale (the back end)—
some firms are trying to gain competitive advantage by experimenting with a
new organizational design: the front–back organization. Two types of firm are
adopting this type of organizational structure: companies, such as Nokia, with
a meganational heritage of centralized product development but with emerging
focus on strong local customers; and corporations like HP, which are expanding
a global product-centered business model to include value-adding services and
solutions.

The core of the front–back organization is a dual structure in which both halves
are multifunctional units.39 The front half of the organization—marketing, sales,
and customer service—is focused on customer needs and market opportunities
(usually organized around specific customer segments or markets). The back
half—R&D, manufacturing, and supply chain functions—is focused on global ef-
ficiency and product excellence (usually organized on business or product lines).

Front–back organization is not aiming to achieve a balance. It is fundamentally
a customer-centric, not product-centric, design. Even for the back end, the primary
objective is maximizing end-user benefits. Nor is it a matrix structure—there is a
clear separation between global product divisions and market-facing units, each
with their own P&L, and limited dual reporting. The two halves of the organiza-
tion are usually linked only at the very top level of the senior executive team.

Nokia Networks (now Nokia Siemens Networks) is one company that has
moved from being product-centric to customer-centric. When telecommunica-
tions around the world became deregulated, start-up operators such as Orange
or Vodafone looked for support in designing, building, and maintaining their
networks. Nokia Networks responded by creating a Customer Operation divi-
sion in which teams—reporting to account managers—were charged with
providing total solutions (products and services) for specific customers—while
the rest of the firm was organized along product or functional lines. Each unit
functioned like a small consulting firm that could react quickly to customer
demand. The key measurement was customer satisfaction and the share of
customer business obtained by Nokia. This encouraged employees to do what
the customer wanted, including installing equipment from competitors if the
customer’s specification demanded it.40

A key challenge facing front–back organizations is that they demand a high
degree of coordination as well as skill in contention management. Tensions
and everyday conflicts are normal because many issues have the potential to be
contentious. Companies that are trying to implement such structures need solid
foundations in lateral coordination. When HP, with its long history of decentral-
ization, launched its attempt to implement a front–back organization in the early
2000s, many observers were doubtful about its chances of success. BusinessWeek
commented that the company was “betting on an approach so radical that experts
say it has never been done before at a company of HP’s size and complexity.”41
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It took HP five years and a new CEO to get the new organization firmly in place.
Similar challenges were encountered by other firms moving toward this kind of
model, and even widely admired multinational companies such as P&G aborted
their original front–back design for a more modest organizational overhaul.

From the human resource management perspective, implementing a front–
back organization brings a range of challenges, from the development of senior
executives capable of working comfortably with the tensions embedded in this
design, to the design of a performance management system that focuses either
on the customer or on the product (depending on the unit in the firm), while at
the same time supporting collaborative behavior. Ideally, this kind of organiza-
tion is ambidextrous—local and global, excelling at short-term execution while
pursuing the long-term vision of creating new markets—not an easy task with-
out a full line of other coordinating mechanisms.

Implications of Multidimensionality

Two points need to be made with respect to this discussion.
The first concerns the increasing differentiation of structures within the multi-

national firm. The three emerging forms are organizational archetypes. A single
corporation may contain different archetypes since the choice of an appropriate
structure is often made at the business rather than the corporate level. In some busi-
nesses, the emphasis may be on countries and geographies in order to respond to
local opportunities (or political pressures); in others, the aim is to optimize global
efficiency and to support new product development. Even IBM, which pioneered
the concept of a globally integrated enterprise, has some “global” activities in mul-
tiple locations, as localization of capabilities is an increasing concern of host gov-
ernments. The focus may vary from one business to another, and also over time.

The second point concerns the transformation of leadership in these new
types of multinational. All of these new organizational forms are flatter than the
traditional hierarchical organization, not only because there are fewer levels but
also because—for reasons of speed—decision making is less centralized than in
more vertically oriented firms.

Because of this emphasis on bringing decision making closer to where de-
cisions need to be made in the organization, there is a popular belief that net-
works and hierarchy are opposites, and that the former are replacing the latter.
This is not at all the case. Networks need some form of hierarchical leadership
authority. Without strong leadership to establish clear goals to which people are
committed, networks can become debating clubs, with the risk that the extreme
of chaos could replace the other extreme of excessive order.42

However, networks, along with leadership style and the underlying skills
needed, do transform the nature of leadership. As we pointed out earlier, en-
abling or coaching management replaces the traditional command-and-control
approach, and skills in influence and collaboration become vital. Similarly,
while strong headquarters leadership is needed, this is no longer based on the
authority to tell people what to do, since headquarters has less and less of a mo-
nopoly on expertise and experience.
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Headquarters managers have to provide what we call network leadership
(sometimes referred to as parenting43)—for example, bringing value to the net-
work by building cross-border links between affiliates in order to reap the ben-
efits of coordination and knowledge sharing. Network leadership at the center
also involves leveraging functional capability, providing specialist expertise
that is well adapted to the different parts of the enterprise.44

LATERAL STEERING TOOLS

WWL, a logistics company based in Oslo, is the world’s leading car carrier.
Its ocean transportation business is divided into six major trades, each control-
ling shipments from one continent to another, with each trade manager having
full P&L responsibility for the specific trade. Trade managers report to respec-
tive heads of regions. At the same time, all trades are linked to each other. A ship
bringing cars from Japan to the United States should continue taking US cargo
to Europe and finally European cars to Asia. The key to WWL’s business success
is optimization of capacity utilization across the whole fleet, taking into account
differences in profit margins on different trades and customers.

In theory, the optimal solution could be calculated and imposed from the
center, and until recently this was the way the business was run. However, as
the business grew and became more complex, this centralized approach was de-
stroying local accountability and initiative toward customers, who are primarily
local. Today, it is the collective role of the global ocean team (composed of all
trade managers) to coordinate among the different trades, so that both global
and regional priorities can be optimized. The team meets face-to-face several
times a year, but it is continuously in touch by e-mail and teleconferencing.

The Benefits of Lateral Steering

Temporary or permanent steering teams, such as the WWL ocean trade manage-
ment group, are responsible for coordinating activities and decisions across organi-
zational boundaries. Given the complexity of decision making in the transnational
firm, it would often be inappropriate if go or no-go, resourcing, and other key deci-
sions were made without consulting different perspectives. Steering groups can
facilitate cross-boundary collaboration to coordinate regionally, to manage the in-
troduction of a new technology, or to tackle other complex problems—all without
introducing the complexities of a matrix structure. And most importantly, lateral
steering can increase commitment to action, to the extent that key actors can be in-
volved as members of the group.

Other benefits are flexibility and avoidance of formal bureaucracy. While it
is difficult—and slow—to change the structure of an organization, such steer-
ing groups can be set up and disbanded from one day to the next as priorities
emerge and change. The composition of the steering groups can also shift,
along with the priorities. For example, a Scandinavian firm that is organized on
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worldwide product lines decided that its operations in Asia were of strategic
importance, and needed greater coordination across businesses, as well as care-
ful resourcing. Within a few weeks it set up an Asian board, consisting of the
COO, the heads of two divisions active in Asia, and three key individuals from
its Asian operations. Projects that were floundering now came under the su-
pervision of this board, and new projects were set up. When the projects moved
to the implementation stage, the internal board membership changed to pass
the responsibility on to operational executives.

Lateral steering can take many different shapes and forms—as internal
boards, formal or informal steering groups, functional councils, product de-
velopment committees, strategic development councils, regional boards, and
the like. Alternatively, the steering group may be a single person, such as
someone who has vertical functional responsibility for a business unit but
also horizontal responsibility across businesses in a region. The purposes of
both forms of lateral steering are complementary, and most multinational
firms use a combination of the two. We will start our discussion with indi-
vidual coordinating roles, moving on to team-based steering in the second
part of this section.

Lateral Leadership Roles

Cross-border brokering and integrating roles are often assumed by individuals.
These managers will hold titles like project manager, program manager, global
account manager, or process owner. But regardless of title, they all have two
common features. First, they are responsible for decisions in a specific domain,
which they implement through coordination across different units. Second, they
execute their role with little formal authority, since authority remains with the
line organization.45

In most firms there are at least four critical operational domains that may re-
quire lateral leadership:

• The first is efficient resource utilization in line with overall strategy. The role
of business or area coordinators is to fill the alignment gaps that the formal
structure does not cover and to coordinate among units that report to dif-
ferent leaders.

• The responsibility of global competence manager is to coordinate the development
of competencies required by current and future business strategy, and to ensure
that functional knowledge accumulated in the firm is harnessed effectively.

• The third domain focuses on the external customer. Global account managers
are charged with managing the interfaces between important customers
and the different units of the global organization.

• Finally, as multinational firms are increasingly engaged in collaborative
business partnerships, alliance managers are often appointed on a corporate
level, responsible for planning, negotiating, and implementing alliances.
We will discuss this role separately in Chapter 12.
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Business/Area Coordinators

The ability of a company to coordinate and optimize its regional or global
activities, going from sourcing to marketing and from product development to
supply chain management, is the key to its competitive advantage.46 This is the
role of business or area coordinators. Some are focused externally, aligning the
organization toward vendors or customers; others are focused on creating
synergies inside the firm.

The nature of the role depends on the configuration of company activi-
ties. In Nestlé, business unit managers (Nestlé’s term for business coordina-
tors) do not manage a business in a specific geography but concentrate on the
global business as a whole. Most Nestlé profit centers still focus on individ-
ual countries, and the coordinators exert influence through participation in
the planning process, as well as through control over product development
and new product launches. But it is their personal influence that counts most,
as they are traditionally recruited from among the most accomplished coun-
try leaders.

The scope of the business coordinator may depend on the competitive
conditions. Nestlé’s main competitor, Unilever, tailored the structure of busi-
ness coordination to the needs of different markets.47 Markets in Europe were
highly competitive and interdependent, requiring a tightly coordinated ap-
proach, so product coordinators had direct line responsibility over the local
operating companies in their line of business. But in Latin America, country
managers kept their line responsibility, with product coordinators serving as
advisors.

At Toyota, the role of coordinators is to link overseas operations to the par-
ent firm, bridging the language and cultural barriers for local unit managers.
Coordinators are responsible for facilitating access to global resources, ensuring
the horizontal flow of information with other parts of the company, and align-
ment of local operations with the company culture (we will return to this issue
in the next chapter).

As with any coordinating role, the power and legitimacy associated with
the position matter a great deal. But power does not need to be overt. With
proper staffing, coordinators can exert influence even when they have no
formal authority because they are effective at influencing the behavior of
others. Good coordinators know the business, using their networking skills
to obtain the information they need and their personal credibility to get
things done.

Sometimes, the business coordinator role is played by one of the senior
executives. In one European food company, the importance of cross-boundary
coordination was reinforced at the highest level by the global steering role of the
number two executive in the firm. Meeting regularly with regional councils that
were set up in parallel, his role was to identify challenges that cut across coun-
try lines and to set up projects to deal with them. Such projects ranged from the
consolidation of manufacturing facilities to tactics on how to defend themselves
against focused attacks by a competitor.
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Global Competence Managers

Functional managers have long been recognized as important for the coordina-
tion of global activities especially with respect to facilitating communication
among dispersed functional specialists, assuring timely diffusion of best prac-
tices, and promoting innovation within a particular discipline.48 However, there
is one important dimension of functional responsibility, closely connected to
human resources management, that often requires a dedicated role, namely
developing new capabilities. Consider the following example.

A Japanese manufacturing company expanded rapidly over the last
decade, building satellite plants in emerging regions of the world such as China
and Eastern Europe. However, new plants were invariably completed at a cost
higher than the budget, and they were slow in reaching the expected level of
performance. Analyzing the cause, the company discovered that each project
was handled as a one-off, essentially a learning assignment for some of their
high-potential managers. Today, as the company continues to expand, it con-
siders new plant construction and start-ups as a fundamental capability, with
a dedicated manager (seated in the global manufacturing function) responsible
for ensuring that each project is staffed with an appropriate mix of experience.

A global competence manager has at least two areas of responsibilities. The
first is to align company business strategy with competence development
within the function. It is one thing to declare that the company is going to ex-
pand in Asia; however, it is far from simple to ensure that company has the tal-
ent and capability on the ground to make this happen. Competence managers
look ahead at the nature of the business challenge, and together with the HR
function they design appropriate steps to fill any possible gaps. This might in-
clude attracting employees with new skills to the organization, as well as mak-
ing sure that existing competencies are retained as the company evolves.

A complementary area of responsibility is to look after the health of the func-
tion from the bottom up. This happens at Shell, for example, a company with
global competence managers embedded in most professional functions, including
HR. These managers are members of senior leadership teams and assume re-
sponsibility for a number of operational tasks in global talent management—
making sure that the business unit attracts and develops a sufficient number of
young high-potential graduates, facilitating opportunities for cross-border expe-
rience, and in general, ensuring that the professional workforce has the compe-
tencies to deliver on business expectations. Career managers at Michelin perform
a similar role, although they also take care of specific talent pools.49

Global Account Managers

The scope of operations of customers in many industries, such as automobiles,
IT service, and telecommunications, is increasingly global. Customers demand
common and consistent quality and delivery standards across all these opera-
tions worldwide, global (lowest possible) pricing, and support in all locations.
To respond to these demands, many companies have implemented global
account management, with the objective of presenting one face to the customer.
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These managers coordinate across businesses and geographies and provide a
voice for the customer inside the organization.50 Some companies establish
global account structures to differentiate themselves from the competition by
developing long-term relationships with their key customers.

There are three generic approaches to the design of global account manage-
ment, depending on how the firm manages the balance between global and local
responsibility for the customer interface.51 In the first, ownership of the customer
and P&L stay with the country; the global account manager plays the role of cross-
country coordinator, information provider, and influencer. The second and prob-
ably most common approach is a matrix, where an account manager reports both
to the local sales organization and to a corporate global account management
function. For both these approaches, managers in global account roles have re-
sponsibility and accountability for the client but no formal power or independent
resources. Only in the third approach—still rare but increasing in frequency—
does the balance of power lie with the global account manager. This structure may
be appropriate if global customers are seen as more important than local sales.

Implementing global account management can be long and painful be-
cause it adds a whole layer of complexity to the organization. Even more
importantly, it usually involves shifting the balance of power within the
global organization, and meeting resistance (see the Box “Implementing
Global Account Management”).
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Implementing Global Account Management

• Implementing a global account structure is
a complex process. As far as time and de-
liverables are concerned, targets should be
realistic; putting a global account manage-
ment structure in place without the ability
to deliver on customer demands would be
counterproductive, creating customer ex-
pectations that cannot be satisfied.

• Historically, the best customers are often close
to their local suppliers and value this rela-
tionship. Gaining the necessary cooperation
from local subsidiaries is an important early
step in the implementation process. It may be
advisable to allow local managers to partici-
pate in setting up the new global account.

• The shift in power between countries and
global accounts will have an impact on
firm culture. Companies must put in place

appropriate policies and systems to sup-
port this transition, not least in human re-
sources. Senior executives must be seen to
back the change.

• Remember that the global account manager
is not a salesperson. The role is essentially
internal—communicating, facilitating, and
coordinating—not external. Selecting indi-
viduals with the skills and competencies
that fit this role is the foundation for effec-
tive global account management.

Source: J. Birkinshaw and J. DiStefano, “Global Account
Management: New Structures, New Tasks,” in The
Blackwell Handbook Of Global Management: A Guide To
Managing Complexity, eds. H.W. Lane et al. (Oxford:
Blackwell Publishing, 2004); G.S. Yip and A.J.M. Bink,
“Managing Global Accounts,” Harvard Business Review
(September 2007).



From the HR perspective, the key issues relating to global account manage-
ment are selection and performance management. Deep knowledge of the busi-
ness, interpersonal skills, cross-cultural communication skills, and comfort in
leading without authority are some of the key criteria for selecting managers for
this role. In terms of performance management, while maximizing the revenue
flow is as important as it is in any other sales and marketing role, other soft
factors such as the quality of the relationship with the customer should also be
taken into consideration.

Lateral Steering Groups

The second important instrument of lateral coordination—cross-border steering
groups—includes cross-regional business teams, strategic development coun-
cils, product development committees, and regional management boards, as
well as various other formal and informal steering groups. While the structure
of the firm may be quite simple, cross-boundary steering groups help to align
the organization by providing platforms to bring a variety of perspectives to
bear on issues in the steering group’s area of responsibility.

Using cross-boundary groups to steer strategic or operational projects or
problems provides flexibility in the governance of the transnational firm. Cross-
border steering groups can help the firm to coordinate globally or regionally to
launch a business initiative, manage the introduction of a new technology, align
and standardize processes across various boundaries, and to tackle other com-
plex problems—all without introducing the complexities of a matrix structure.
Such groups can also manage emerging areas of business or nurture new strate-
gic activities until they are large enough to become a part of the mainstream
organization.

Although one advantage of steering groups is flexibility, roles and respon-
sibilities need to be clearly defined and well communicated to ensure that
decisions can be made quickly. Accountability, with clear deliverables, is es-
sential; otherwise there is a risk that steering groups will become bureaucratic
representational committees with no credibility and little influence.

Cisco is one global company that has embraced the steering group concept.
Under the banner of “speed, skill, flexibility” the company coordinates its global
operations with at least 10 boards, more than 30 councils, and so many working
groups that no one bothers to keep count. The steering group idea took off when
CEO John Chambers realized that Cisco’s hierarchical structure precluded the
company from moving quickly into new markets. Putting managers in cross-
functional and cross-regional teams helped to break down traditional silos and
led to faster decision making. However, not all managers made the transition to
the new style of work—as many as 20 percent of Cisco executives could not han-
dle the new requirements or did not accept the revamped compensation system
tied to teamwork.52

Some cross-border steering groups, such as business coordination teams
and functional councils, are set up to complement the formal organization. They
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represent a semipermanent mechanism for introducing relevant perspectives
into strategic and operational decision making, without crushing innovation
and local accountability by imposing decisions from the center. Global teams
can address specific operational problems by mobilizing the collaborative
energy of employee whose talents and knowledge are most relevant to the is-
sue at hand. These ad hoc teams respond to the firm’s major challenges, such as
a large-scale cross-border acquisition or a worldwide change effort. When the
task is accomplished and decisions implemented, the groups will disband. The
examples include global project management teams such as the Nestlé GLOBE
team, various transformational task forces, and postmerger integration teams.53

Business Coordination Teams

Business coordination teams are typically set up to create and manage global
products and services—for example, to integrate product strategies across re-
gions by linking marketing and supply chain units, to launch a new product in
multiple countries, or to service global accounts when an account manager’s
role is not sufficient. A coordination team may have access to its own resources,
as well as accountability for specific objectives. The team members are ap-
pointed by senior management, which gives them authority and legitimacy.

Cross-company teams (CCTs) and cross-functional teams (CFTs) were in-
troduced by Carlos Ghosn after his appointment as Nissan’s CEO to maximize
the benefits of the Renault and Nissan alliance. The role of the 11 CCTs (with the
chair of each team coming from Renault and vice chair from Nissan, or vice
versa) was to coordinate operations and to search for synergies between the
two firms. The mission of the 10 CFTs was to streamline processes in specific
functional areas, such as purchasing, and sales and marketing. The CFTs were
limited to 10 members to facilitate fast action, but they were supported by sub-
teams set up to explore specific issues and to work out action plans. In total
about 1,500 managers and professionals were involved.54

Regional management is one area where business coordination teams are
used with increased frequency, replacing the traditional bureaucracy. GE grew
to become one of the largest companies in Europe with over $40 billion in local
revenues, although it has only recently established a European head office. All
necessary coordination was implemented through horizontal councils and
task forces with limited budgets and no formal resources. Not surprisingly,
nomination to any of these coordinating bodies was a badge of honor for any
up-and-coming GE executive.

Functional Councils

In many multinational corporations, functional councils perform a number of es-
sential coordinating and governance roles. The role of functional councils is first
and foremost to align functional and business strategy, a critical task when busi-
ness units are operating globally while functions are organized locally. The coun-
cils set global priorities for the function and monitor implementation. They can
also drive standardization of practices and processes, which increases efficiency
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by reducing unnecessary duplication. If established at an operating level, these
councils can be a good vehicle for communication and sharing best practices to
develop and leverage functional competence worldwide.

For example, Heineken has three functional councils in Europe: for man-
ufacturing, distribution, and marketing. To take the manufacturing council as
an example, it is headed by one of the managing directors and consists of the
manufacturing directors from all countries who constantly share ideas about
brewing technology and best practice. They also discuss when and where to
add new breweries or close old ones, and how to combine purchases to reduce
costs for materials and equipment.55

Functional councils are increasingly used to steer the global HR function in
large complex companies like ABB, P&G, and Shell. Keeping them small to
maintain focus, a top-level HR council, coordinated by the head of corporate
HR, might consist of managers heading key expertise areas in the head office,
HR leaders from regions or lead countries, and HR managers from the business
divisions. Similar councils may be cascaded down to regions or even countries.
One of the important roles of such councils at intermediate levels is to monitor
the performance of high-potential employees and provide them with opportu-
nities for career development.

Project Management Teams

Many companies manage complex cross-border projects through project man-
agement teams. These may take a permanent form, like the project management
group at ABB that oversees the collaboration between scores of business units
on large-scale strategic or engineering projects. Or, more typically, they are ad
hoc, like the project teams preferred by Toyota when building new overseas fac-
tories. The box “Cross-Cultural Differences In Project Management” contrasts
the strengths and weaknesses of Western and Japanese firms.

Large cross-border projects typically go through different stages. Research
has shown that one major problem is the failure to anticipate and manage the
transitions between these stages. People who become involved in later stages
without being consulted previously want earlier work redone. Shell became
aware of these problems in large 10-year projects, like designing and building a
refinery, which involved many different functions. Such projects may go
through a dozen different stages from the initial feasibility study to the hand-
over to the refinery operating team. Shell calculated that the costs and delays in
transitions were such that it was theoretically more effective to load all staff, in-
cluding the operating team, onto the project at the beginning and to take people
out, rather than bring them in, as time went on.

The staffing challenge applies particularly to large international projects,
where the problems of links between phases may lead to loss of direction or
momentum.56 The theory of project sequencing is that the next phase should be
clearly anticipated, with the future leader functioning as an early team mem-
ber. However, in many firms the striking reality is that when leadership in the
project is passed from function to function, there is virtually no leadership
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overlap. When the passage from one phase to another works well, it is often
because the sequencing problems are anticipated and dealt with through
staffing and coordination meetings.

For some industries, such as upstream oil exploration, the management of
large complex projects, like opening up a new gas field in Siberia or accessing
deep offshore oil, is of capital importance. Projects like these may span a decade
or more, carrying the complexities of a partnership with the local government
on one hand and hundreds of subcontracting agreements on the other through
many different phases. Not long ago, the CEO of Shell identified project man-
agement capability as one of the topmost strategic capabilities for the future,
and an academy (a steering group unit) was set up to reinforce the development
of these capabilities. Shell today is reorganizing the whole of its upstream oil
and gas exploration and production around such project units.

Avoiding the Traps in Managing Steering Groups

Observing a large number of effective (and ineffective) steering groups, we pro-
pose the following guidelines:

• First, size does matter. While one purpose of a steering group is to engage
multiple perspectives in decision making, groups need to stay small to be
effective. Steering groups are not representational committees—those who
have tried to run complex companies by committee have usually failed. It
helps if individual members have broad perspectives, by virtue of their
prior experience and social networks.

Lateral Steering Tools 195

Cross-Cultural Differences in Project Management

There appears to be an interesting asymmetry
between Western and Japanese strengths in
global project team management. Western firms
tend to master the international aspects of proj-
ect management quite well. They invest consid-
erable effort in choosing project members from
lead countries, probing to test reactions in dif-
ferent geographic regions, and ensuring that
cultural differences do not block projects. The
problem for Western firms is lack of coopera-
tion between functions. Conversely, Japanese
firms are more adept at interfunctional coordi-
nation, while they have difficulty handling the
international aspects of a project. A project
may run smoothly at home with a high degree
of crossfunctional teamwork, but when foreign

staff have to become involved, it may hit a
roadblock.

These differences reflect different patterns
of career socialization. Western professionals
tend to move up within their functions, and
are exposed to their international functional
colleagues through training, conferences, and
projects. In contrast, the Japanese work on inter-
functional projects early in their careers and
are frequently moved to a different function as
part of their initial training. Yet they rarely
have contact with their peers outside Japan,
partly, at least, because of the language barrier.
Consequently these differences in project
staffing and management development show
up in different sequencing challenges.



• As we have noted, the roles and responsibilities of steering boards and coun-
cils have to be clearly defined and well communicated throughout the com-
pany. Sony’s first attempt to create a pan-European organization in the
mid-1990s failed, despite top management support and clear business logic,
because operational roles and responsibilities were not properly spelled out.

• It is vital that the members of steering groups have an integrative leadership
orientation.57 The ability to resolve issues horizontally with one’s peers is
leadership behavior that should be expected and rewarded.

• Senior management must actively encourage, recognize, and reward horizon-
tal collaboration, through words as well as compensation and promotion.

People Strategies Supporting Lateral Steering

Implementing lateral steering tools is closely linked with people strategies and
must be anchored in corporate human resource practices. The behavioral com-
petencies of leaders are far more important in organizations with strong hori-
zontal coordination than in vertically oriented structures, and the selection and
development of leaders should reflect these requirements. Carefully designed
mobility and training can foster the development of the informal networks that
are a foundation for horizontal coordination. With respect to team-based lateral
coordinating structures, performance management becomes an essential tool,
since objectives need to be aligned and decisions executed across borders.

Lateral Leadership Skills

Probably the most important distinction between staffing vertical and horizon-
tal structures is that in vertical structures, the authority vested in a position de-
fines what can be done by the occupant of the role, while in a lateral structure it
is who is in the job that will determine what gets done. Essentially, authority
comes from the person in the job. What do we know about leadership compe-
tencies essential for effective lateral coordination? Table 5–2 provides a sum-
mary of some of the key skills.

As we have pointed out, lateral leaders, such as alliance managers or global
account managers, have neither large budgets, nor staff, nor direct authority
over resource allocation. Instead, the manager has to rely on persuading and
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TABLE 5–2. Lateral Leadership Competencies

• Assuming responsibility without authority.
• Effectiveness in mobilizing resources across the organization.
• Skills in managing conflicts and steering through tensions.
• Working proactively under ambiguity.
• High degree of cultural flexibility and adaptability.
• Experience and ability to work virtually.
• Ability to build trust through professional credibility and personal integrity.



influencing networks of people inside and outside the firm. The ability to as-
sume responsibility without full authority and effectiveness in mobilizing
resources across organizational boundaries are two especially important com-
petencies for lateral leaders.

We have said repeatedly that differences in priorities and perspectives are
inevitable in multinational firms. Therefore, managing the resulting conflicts
and steering through tensions is another important competence for lateral lead-
ers. The job may also require a high degree of flexibility, and the ability to adapt
to management styles and practices in different national and subunit cultures.
Managers who are not comfortable working under ambiguity will find it
difficult to cope, as will those who do not have strong virtual teamwork and net-
working skills.

Only people with credibility and strong skills in conflict resolution can
successfully manage the inevitable tensions between conflicting but legitimate
priorities that naturally emerge in any global business. Trust is at the base of
the relationships through which lateral leaders get things done. These managers
usually have a mix of functional and interpersonal competencies, ranging
from technical expertise and analytical skills to communication and cross-cul-
tural skills.

Developing the Necessary Social Understanding and Networks

To be effective, lateral leaders require an in-depth understanding of the organiza-
tion. Who has influence, and who has expertise? Who should be involved in what
kind of issue? This know-how is gained through broad experience and links with
others in the enterprise. Because of the tacit nature of knowledge required to be
an effective lateral leader, most companies try to grow their own.58

One of the best ways of developing the coordination skills of lateral leaders
is through various forms of international assignment, especially if they are prop-
erly structured around the learning dimensions of the expatriate role.59 The
value of mobility can be further enhanced through global and regional meet-
ings, participation in international projects, social gatherings, and training
events that deepen personal ties. And since experience gained in international
assignments develops horizontal coordination, an organization should have in-
centive and reward systems to make these assignments attractive.

The success of lateral design depends a great deal on the depth and quality
of the company’s social capital—in essence, the network of links between
people in the organization. In Chapter 6, we will elaborate on the contribution
of social networks and social capital to horizontal coordination.

BUILDING CROSS-BORDER TEAMS

As we have seen, cross-border teams are a fundamental coordination mecha-
nism in transnational enterprises as they provide a way of tapping into the
diversity of perspectives and experiences residing in different parts of a
multinational.

Building Cross-Border Teams 197



Like any other team, a cross-border team can be defined as a small number
of people with complementary skills who are committed to a common purpose,
with a set of performance goals for which they hold themselves accountable.60

Cross-national teams can be used for a number of reasons, and we begin this
section by mapping the different forms of such teams. We then discuss how to
create the foundations for successful international teams and highlight key
factors that enhance their performance.

Mapping Cross-Border Teams

Santos has developed a typology of different kinds of cross-border teams, as
shown in Figure 5–3.61 The teams vary on two dimensions: the extent to which
the members share the same context, and whether or not the members are
located in the same place.

Some teams have high confluence or shared context—members speak the
same language and have shared systems of meaning and common stocks of basic
knowledge. Other teams are more diverse in terms of language, culture, and
experience, and there is a greater probability of misunderstanding when members
work together. Some teams are co-located in the same area or building, where
face-to-face meetings can easily be organized and where there is a high probabil-
ity of spontaneous interaction and instant feedback. Other teams are separated
physically, and the opportunity for face-to-face exchanges is much lower.

This leads to the four types of team that are shown in Figure 5–3. In the classic
team, people with relatively similar backgrounds are all co-located—for example,
at the headquarters of a company. Although Microsoft is in the business of help-
ing people to work virtually, Microsoft knows the virtues of co-location. Key
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FIGURE 5–3. Four Types of Cross-Border Teams



functions are all housed at its Redmond campus outside Seattle, where people
dress similarly, speak the same in-house lingo, and share a common socialization
regardless of their national or functional background. Microsoft believes that the
probability of innovative solutions and effective coordination is highest under
such circumstances, although this may not always be possible or desirable.

In contrast, the diaspora team can consist of strongly socialized expatriates
from the parent company who are sent abroad and yet function as a tightly knit
global innovation network. Although they work in multiple locations, they
share a common context by virtue of their socialization by the parent. These
expatriates often staff global development projects, having dual roles as local
representatives and as guardians of the global enterprise.

In the Babel team, representatives of different cultures gather in a single
location, usually the regional or parent headquarters. Being physically together
reduces the negative impact of the lack of shared socialization. Finally, there are
the truly virtual teams that share neither context nor location. The members of
these teams work together through information and communications technol-
ogy, interspersed with occasional face-to-face meetings.

Virtual teams have become increasingly common in multinational firms.
They can bring together the best people in an organization to work on a spe-
cific task without having to consider where those members are located. They
can also draw on wider networks of information and expertise.62 Instead of an
army of headquarters staffers who study opportunities and solve problems, a
few network leaders are needed to form a cross-border team for a specific
purpose, with appropriate members drawn from units with relevant expertise.
Such teams can drive change fast by cutting across layers and boundaries.
Speed is a critical advantage of these teams—they can be put together
quickly, and their composition can be changed equally rapidly if needed, pro-
viding firms with invaluable flexibility.

However, because the team members share neither a common socialization
nor a common location, creating effective virtual teams has turned out to be
more difficult than expected.63 Geographic and cultural distances interact to
create obstacles to team performance,64 and much of our discussion here will
focus on the particular challenges in teams that work virtually to a greater or
lesser extent.

Foundations for Global Teamwork

Teamwork within a unit is difficult enough, and the obstacles multiply with
international and virtual teams. Although many of the general principles of
project management apply to cross-border teams, the failure to apply these les-
sons rigorously amplifies the risk of team failure, due to the greater complexity
and diversity of transnational projects.

Agreat deal has been researched and written about teamwork during the last
20 years.65 From this, we can single out several enabling factors and obstacles to
the establishment of effective cross-boundary teamwork that are particularly
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relevant for international human resource management: clarity on goals and de-
liverables; careful choice of team members; and the building of relationships and
trust from the outset.

Clarity on Goals and Deliverables

One of the most ubiquitous findings about cross-border teamwork is that
success depends on the clarity of the task and goals.66 Clear goals and deliver-
ables distinguish a team or a project group from a committee. If the mandate
remains fuzzy, as is often the case initially, the project group risks developing
into a time-wasting talk shop, no matter how important its mission. Since most
team members will typically have their own operational roles to undertake, lack
of clarity undermines commitment to the project and creates a self-fulfilling
prophecy. Shell, a company with substantial experience with global teams,  en-
courages clarifying goals by insisting that all such groups should prepare their
brief and obtain buy-in for it from appropriate sponsors.

Overambition is a related trap, setting up too many cross-border groups
that overstretch the organization. The difficulties facing the specialty chemicals
division of a European firm illustrate this problem. The division grew organi-
cally, complemented by a number of acquisitions. In the words of its human
resource director,

There was a clear need for consolidation, which initially took the shape of a series of con-
ferences, internal seminars and workshops. These started to break down some of the bar-
riers, and then we set up a series of project groups to work through challenges that had
been identified by senior management. With hindsight, we were too ambitious—there
were about 20 project groups and this overloaded the organization. Five or six were suc-
cessful, but many developed into time-consuming discussions that led nowhere. A cer-
tain cynicism started to prevail because the many failures drowned out the successes. We
live with this problem today because no one really believes in collaboration.

In this context, it is critical that cross-boundary teams be visibly linked with or-
ganizational priorities, and that firms provide the resources and high-level
cross-border sponsorship that are needed for such teams to work effectively.
In fact, there is some evidence that larger, critical projects (in relation to the size
of the business) are more likely to succeed than smaller projects because they re-
ceive more attention and sponsorship from senior management.67 The latter are
forgotten in the allocation of necessary resources. It is also important to ensure
that the first cross-border projects to be set up are visibly successful.

Importance of Staffing

Cross-boundary teams are often put together to provide diversity of perspec-
tives, so selecting people to work in the team involves balancing multiple
criteria, such as technical or functional skills, representation of different parts
of the firm, and the dual interests of global integration and local responsive-
ness. There are also arguments for taking personal characteristics into ac-
count, like cross-cultural sensitivity, emotional self-control, and the ability to
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work autonomously.68 However, it is difficult to incorporate all this diversity
because team size is limited. The internal difficulties of team management, as
well as cost and scheduling problems, appear to grow exponentially with the
size of the team. Psychologists suggest that the optimal number of people in
a team is typically five to nine, and never more than 10 to 15. Where techni-
cal constraints argue for larger teams, the task has to be structured so that it
can be broken down into work for subgroups.

Understaffing to the point where the team does not have members with nec-
essary perspective and experience is dangerous, but overstaffing also has seri-
ous drawbacks. One of the paradoxes of staffing project teams is that some of
the most energized and committed groups are those where the members com-
plain about being overworked and understaffed. This has been called “optimal
undermanning” or “n-minus one staffing,” keeping the team lean and mean
rather than representational and consequently bureaucratic.69 Another paradox
is that the available people are rarely the right people—indeed, this is probably
precisely why they are available. In this sense, the formation of a project team is
a political process, as the box outlining “Staffing Nestlé’s GLOBE” illustrates.
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Staffing Nestlé’s Globe

Nestlé’s GLOBE team was formed in April
2000. The whole team was expected to grow
to about 300 professionals at its peak, sup-
ported by scores of outside consultants. At
the core, however, the project would be led by
a small leadership group of fewer than a
dozen managers.

Thirty-nine-year-old Chris Johnson, previ-
ously responsible for Nestlé’s business in Tai-
wan and without any direct IT experience, was
nominated to head up the GLOBE team. He
would also become the youngest member of
Nestlé’s group management, the team of nine
top executives heading the company, for the du-
ration of his appointment as the head of GLOBE.
He reported to the CFO of the company.

Chris’s boss provided him with a short list
of people he recommended for the GLOBE
core leadership group. Some of them reported
to the CFO; some worked in the IT depart-
ment at headquarters and had been involved
in previous integration projects that had

failed. Some were very experienced but close
to retirement, and others, according to Chris’s
peers, were not well respected in the markets.

As Chris was considering whom to select,
he learned that several of these candidates
had already been promised a position on the
GLOBE team. Chris now had to decide what
to do next. Accept the CFO’s recommenda-
tions in spite of his doubts? Find a compro-
mise? Reject all candidates in whom he had no
confidence?

Chris Johnson decided to confront his
boss: “Either I pick the people or I quit!” It was
the only time during the GLOBE project that
he laid it on the line—as he saw it, it was a way
of telling everyone that he would take full re-
sponsibility for the success or failure of the
GLOBE project.

Source: J.P. Killing, “Nestlé’s Globe Program (A): The
Early Months,” Case study no. IMD-3-1336, video. IMD,
Lausanne, 2003.



When individuals see a successful line forming, they are eager to join
it—and conversely they are quick to jump ship if it looks as though it will
founder. The director of the specialty chemicals division we quoted earlier
noted that the most successful project had been in coordinating management
information systems. “There we were lucky,” he said. “The director of infor-
mation systems should have headed up the project, but he was too busy. This
allowed us to give the responsibility to a general manager who had been ar-
guing for some time about the benefits of coordinating IS. He roped in some
of his colleagues, and you could see from the line-up that it was going to lead
to something. The information systems director saw the way things were
heading and quickly maneuvered himself on board—as a team member and
not as the leader, which was the right role for him. It worked out very well
indeed.”

The members of cross-border teams are responsible for testing and probing
with their own parts of the organization to ensure effective buy-in.70 This means
that their personal credibility with their own units in the firm must be high.
Team members have to be able to command the time and attention of people
outside of the team over whom they may have no direct authority, but whose
support is essential.

Global Teamwork Builds on Relationships

Teams are chosen to confront complex problems and conflicting pressures, and
there is widespread agreement from both research and experience that personal
relationships facilitate the working of international teams. This is illustrated by
the problems that an alliance in the European financial services sector ran into
(see the box “The Failed Alliance”).
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The Failed Alliance

An alliance involving three main corporations,
French, German, and Danish, was formed to
meet a clearly identified new market that cut
across national borders. A high-level working
party was set up, meeting for a day every
three weeks to work out the strategy and im-
plement the intent behind the partnership.
The meetings were task-oriented, and virtu-
ally no time was committed to build relation-
ships. The busy executives spent the lunch
breaks on the phone dealing with issues back
home, and flew off quickly at the end of each
session.

It took the group a year to recognize that
the Germans and Danes had a different con-
cept of a working team than the French. For
the Germans and Danes, its objective was
to negotiate decisions that would then be im-
plemented. Consequently, they prepared
meetings seriously, checking out their posi-
tions with their CEOs. They arrived with an
agenda for negotiation, and they made sure
that decisions were carefully worded in the
minutes. However, for the more traditional
French, the team was a consultative mecha-
nism, in the spirit of what the French call
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concertation, to help the president reach a final
decision—only the CEO could make such de-
cisions, after having been appropriately
briefed on the results of the discussions. Con-
sequently, the French prepared for the meet-
ings on the plane journey to the meeting site,
alternating between surprise and amusement
at the earnestness of the Germans and Danes,
and considered the minutes only as a docu-
ment to prepare the later briefing session with
the president.

While frustrations surfaced early, they
were never openly discussed. Relationships
between the working party members were su-
perficial and did not allow confrontation on
such sensitive issues. The frustration created a
self-fulfilling prophecy. Within a few months,
all the busy executives sensed that the work
was getting nowhere, and even the Germans
and Danes invested less energy in prepara-
tion. The alliance was eventually disbanded
because it had yielded no results.

We are convinced that this alliance would have stood a better chance of
surviving if the team had spent some evenings together at an early stage in the
project, building relationships. The conflicts would have surfaced in informal
discussions and could have been worked through. This brings us to an impor-
tant point for virtual teams. There will always be cultural differences of one type
or another, even between people of the same nationality. Without relationships,
these will invariably handicap the task. Therefore, in the start-up phase it is
important to commit time to building personal relationships face-to-face.

High-quality relationships characterized by trust and respect, cooperation,
and commitment are important in all teams but even more so in virtual teams.
And cross-border teams must pay additional attention to relationship building,
since identity, cooperation and trust are not easy to build and maintain virtually.
Deep relationships are more likely to develop when attention is paid not only to
the tasks at hand but also—and explicitly—to the social or team-building process.

In a comprehensive study on trust in virtual teams who never met face-to-face,
Jarvenpaa and her associates found that trust, which was critical to the team’s
ability to manage decision processes, could be built relatively quickly, though it is
fragile.71 Team members tended to begin their work together with a basic will-
ingness to trust each other to get the work done with an appropriate level of qual-
ity and commitment. Particular factors such as early social communications, early
expression of enthusiasm, coping well with uncertainties and technical problems,
and individual initiative all contributed to the early creation of trust.

This “swift trust”72 was maintained and nurtured if communication pat-
terns were predictable—with team members providing early warning of com-
munication breaks, establishing regular patterns of interaction, and explicitly
addressing expectations up front—and if feedback and substantive informa-
tion were extensive and timely. Trust was also maintained if leaders maintained
a positive tone, if difficulties were discussed only within the team, and if the
initial focus on social interaction and team processes evolved into a strong task
focus. However, they found that this type of swift trust was fragile, breaking
completely after seemingly minor infractions.



Working in Cross-Border Teams

Many lessons on working in face-to-face teams also apply to virtual teams.
However, the absence of face-to-face, co-located contact, and the fact that team
members come from different contexts, puts additional emphasis on appropri-
ate communication, managing conflict, team leadership, appraising and re-
warding team performance, and quality of team learning processes.

Communication

Some studies suggest that electronic mail increases the quantity of communica-
tion, but lowers its quality. There is substantial evidence that electronic com-
munication is less effective with ambiguous or complex tasks, where there is no
neat technical answer, and when negotiating interpersonal or complex technical
conflicts.73 The more complex the team project, the more important it becomes
to pay attention to building trust and face-to-face relationships, as just discussed.
In a study of global R&D management in 14 multinational enterprises, the sen-
ior product development manager of the company with the most sophisticated
electronic communication system said,

Videoconferencing, integrated CAD/CAM databases, electronic mail, and intensive jet
travel all contribute to lowering the communication barriers. All things considered, how-
ever, the most effective communication, especially in the beginning of a project, is a hand-
shake across a table to build mutual trust and confidence. Then and only then can
electronics be really effective.74

The author of this study estimated that the “half-life” of a personal meeting in
R&D networks—the time it takes before trust falls below a dangerous threshold—
is less than three months.

The communication challenges faced by virtual team members come from
two main sources.75 First, because any technology is lower in richness and social
presence than face-to-face interaction, team members lose much of the contex-
tual information that they usually rely on to help them understand each other
well. Second, most electronic communications are asynchronous—there is a lag
time between the exchange of messages, reducing the immediacy and efficacy
of feedback. This is exacerbated further by communications across time zones.

In some ways, intercultural communication can be more effective when it is
written rather than oral. E-mail can help those who prefer the written word; it
gives them time to digest and think through a reply. In many cultures, people
prefer working through the written word, and even within the same culture,
some people prefer writing to speaking.76

The complementarity of electronic and face-to-face communications is well
summarized in this quote from a book on network organization:

What the electronic network can do is to accelerate as well as amplify the communica-
tion flow, but its viability and effectiveness will depend critically on the robustness of
the underlying social structure. This implies that one has to be careful in substituting
face-to-face ties with electronic ones. It is vital to maintain a critical ratio of face-to-face
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to electronic interactions. It may be even more critical to maintain face-to-face relation-
ships with those individuals who can serve as bridging ties, gatekeepers, champions,
and so on. These are the relationships that provide the foundation on which the rest of
the network depends.77

The failure of global teams is often attributed to communication difficulties and
conflict arising from cultural differences. But this is a difference in degree, not
kind. Even a local project team faces complexity and conflict because of the
diversity of its members, with a consequent risk of misunderstanding and per-
sonality clashes. In transnational teams, that diversity is greater, with corre-
spondingly greater risks of failure.

Managing Conflict

As we argued earlier, given the diversity of cross-boundary teams, contention
and conflict are inherent in such teams. However, conflict is not necessarily a
problem. Task or cognitive conflict, due to different information or assump-
tions, can be productive, hence the importance of diversity in teams; but rela-
tionship or emotional conflict (about behaviors, the way things are said, or
conflicts of personal interest) can be highly disruptive for teams, especially if
there is low trust between team members.78 Relationship conflicts easily be-
come personal. They typically erupt when teams run into obstacles, notably
when they experience their first performance problems and receive negative
feedback from outside.79

Often it is not conflict itself but avoidance of conflict that disrupts the team.
The most important skills needed by leaders of global teams are those that en-
able them to bring cognitive and emotional conflicts to the surface and work
through them. Because virtual teams cannot pick up visual cues, they may find
it difficult to detect a conflict before it mushrooms. Failure to respond to an 
e-mail expressing a position can easily lead to misattribution and undermine
trust. Does the nonresponse signify disagreement, anger, lack of interest—or
simply that the other parties are busy?

Cultural norms and language problems can be serious obstacles. In some
cultures, silence or lack of explicit endorsement indicates disagreement; in oth-
ers, silence could mean a tacit approval. In one action-learning global leadership
development program, the team met face-to-face the day before the final pres-
entation to the CEO after working virtually for six months. A British member of
the team had prepared the presentation material, based on the key recommen-
dations she believed the team had agreed on during numerous teleconferences.
Her Japanese colleagues appeared stunned by what they saw on the screen. Finally
one of them pointed out, “But—we have never agreed to this.” Apparently, dur-
ing the teleconferences, as American and European team members vigorously
debated the recommendations, the Japanese were silent, and no one bothered to
check their understanding and agreement. Needless to say, the next 24 hours
were very intense . . .

One lesson these team members learned was the importance of safeguard-
ing an open dialogue: setting up ground rules so that everyone can be heard,
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making sure that potential conflicts and disagreements surface early in the
process. Beyond this, there is little conclusive research on conflict management
strategies in virtual teams; published recommendations are based more on
personal experience and intuition than empirical data.80 We know, however, that
conflict resolution is highly dependent on team culture and trust among team
members. We will come back to this issue in the next chapter, when we discuss
the importance of social capital and relationships in maintaining cohesion in the
global organization.

Importance of Leadership

Leadership is clearly a critical contributor to the effectiveness of global teams.
The leader has to be highly skilled in coaching behind the scenes, conflict reso-
lution, and team building (see the box “Leadership Roles In Global Teams”). The
leadership skills required may vary at different stages of the team project. In the
early stages, advocacy skills are needed to build legitimacy, to obtain resources,
and break through bureaucratic barriers. At the intermediate stage, catalytic
skills in building commitment and negotiating with external stakeholders are
required. And integrative skills in coordinating and measuring progress are nec-
essary as the project nears fruition.81
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Leadership Roles in Global Teams82

Developing and communicating a compelling
vision of the team’s collective goals and po-
tential outcome is one of the most important
aspects of leadership.83 When team members
understand and are committed to a vision,
they trust the leader and are more motivated
to work toward its realization. A strong vision
also allows more autonomy and empower-
ment among team members. If everyone
understands the team’s goals and direction,
team members trust each other to act on their
own on behalf of the team.

Every team needs a clear task strategy and
defined roles, an organized workspace (which,
in a virtual team, means access to appropriate
information and communications technology),
and explicit interaction norms that include
coming to meetings well prepared with a clear
understanding of the objectives. Virtual teams
that do not manage these processes carefully

often simply fail to get off the ground. It is
the leader’s role to ensure that these basic
processes are well structured, and that related
resources are available and supported.

Another role of the leader in a global team
is facilitating relationships and building trust.
It is important for team members to build so-
cial capital by engaging in healthy dialogue
and conversations, both social and work-
related. With the absence of visual cues, the
leader of the virtual team has to check regu-
larly for understanding and potential conflict;
the leader should have cross-cultural experi-
ence and be sensitive to contextual differences
in behavior.

The leader must also ensure that the team
does not become too inwardly focused. An
external focus on scouting (identifying ex-
pectations and tapping into outside knowl-
edge), ambassadorship (building buy-in and



An experimental study of virtual teams in which the members came from
different countries showed that effective leaders demonstrated the capacity to
deal with paradox by performing contrasting leadership roles simultaneously.
For example, they were able to act as empathetic mentors while asserting
authority in influencing the responsibilities of members.86 The dualistic de-
mands of cross-boundary project work are one of the reasons why such assign-
ments are an important element in the process of developing leadership
competences and global mindsets.

Appraising and Rewarding Teamwork

Unless the project assignment is full-time, a major problem in cross-boundary
teamwork is the tension between accountability for the regular job and the
demands of lateral teamwork, leading to appraisal and reward difficulties.
Individuals are asked to work on cross-border teams and then reprimanded
because of poor performance in their own jobs. Cross-border teamwork can
overstretch the organization unless people have settled into and mastered their
operational jobs before they are assigned to cross-boundary teams.

The appraisal and reward system can sometimes discourage teamwork.
Appraisal and reward systems that take cross-boundary performance into ac-
count are not simple, but they are becoming commonplace in project-oriented
organizations like professional service firms. At Accenture, senior partners
spend up to a quarter of their time on appraisal of partners and managers,
collecting the views of clients, research and back-office departments, man-
agers and subordinates—“You are not going to be receiving a top bonus
this year because although the client is happy, the research department did
not get the collaboration it needed.”87 Other firms make use of 360-degree
appraisals and similar multirater input to capture the opinions of team clients
and members.

Promoting Feedback and Learning

Most firms would be well advised to follow the route of IBM and leading pro-
fessional service firms that are in the forefront of developing processes for cross-
border teamwork—ensuring that every project ends with a learning review that
contributes to individual and organizational know-how. We often find that
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sponsorship as well as keeping track of allies
and adversaries), and coordinating with other
groups in the firm is also vital for high-
performing teams.84

Finally, the leaders should be particularly
attentive when the team runs into its first ma-
jor obstacles, such as negative feedback from
key sponsors. This is the time when conflicts

erupt, and the leader needs to make sure that
the group learns how to deal with obstacles
constructively. This may require time-out
meetings, especially for a virtual team, as well
as revisiting norms. High-performing teams
are characterized by how they deal with the
rough times rather than by the honeymoon
period.85



managers do not spontaneously seek out learning as an outcome, although they
quickly realize its importance when it is signaled to them.

The HR function has an important obligation and opportunity here. We
recall urging the human resource executives in a major information technol-
ogy firm to become involved in four key global projects that the firm was set-
ting up. Project expertise and management of cross-boundary teams was
clearly a critical future capability in this industry, and there was no internal
know-how about the implementation of such complex global projects (such as
how to staff and motivate the teams, or how to speed up the process of suc-
cessive adoption by countries). To our regret, the HR function turned down
the opportunity: “Sorry, but that is not part of our job.” No one undertook the
role, mistakes were made—but more importantly, there was no learning from
those mistakes.

Implementing Global Teamwork

Global teams cannot operate in isolation; as we pointed out, they can be effec-
tive only if other mechanisms of global coordination are properly designed—
notably the shared norms and values that facilitate trust as well as appropriate
talent and performance management processes.88 Indeed, enabling global team-
work is a big challenge for international human resource management. As tech-
nological developments allow us to move further into the world of virtual
organization, some of the learning from research is summarized in the box
“Supporting High Performance In Virtual Teams.”
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Supporting High Performance in Virtual Teams

Communicate Thoughtfully

• Match technology with the message—use
richer technology (videoconferencing rather
than e-mail) and face-to-face communica-
tion for more complex messages.

• Match frequency with task—communicate
more frequently to match the degree of in-
terdependence the task requires.

Manage Differences

• Invest time in relationships; understand
cultural and professional backgrounds; build
trust and commitment.

• Structure the task—vision, task strategy,
clear goals with timelines, procedures.

Build a Rhythm

• Plan well in advance a rhythm of periodic
face-to-face meetings (building trust and
commitment) supported by continuing vir-
tual interaction.

• Even teams that never meet need to find
ways to create rhythms, using rich technol-
ogy periodically (the monthly conference
call); but occasional face-to-face meetings
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may be indispensable for teams engaged in
complex tasks.

Lead the Team with Dynamism

• The degree of task interdependence varies
from one stage to another, and the team
must adjust accordingly.

• Expect the team’s task and composition to
change continuously, requiring the team to
change how it works together.

Manage the Context

• Invest effort in getting the team launch
right.

• Create positive visibility for virtual proj-
ect work.

Source: M. Maznevski, S.C. Davison, and K. Jonsen,
“Global Virtual Team Dynamics and Effectiveness.” In
Handbook of Research in International Resource Management,
eds. G.K. Stahl and I. Björkman (Cheltenham, UK:
Edward Elgar, 2006).

There is some evidence that the effectiveness of the transnational team is
likely to be bipolar—either disastrous or superb—whereas national teams are
more likely to be simply satisfactory.89 On the one hand, there is a higher prob-
ability of affective or emotional conflict in the multinational team, associated
with hostility, distrust, cynicism, and apathy. If the differences are left unman-
aged, the team may blow up, compromise, or fizzle out. On the other hand,
multicultural teams can be very effective because of the higher levels of
cognitive conflict—complementary differences in knowledge, perspectives, and
assumptions.90 There is experimental evidence that cross-national teams take
significantly longer to reach decisions but that they consider a wider range of
options than homogeneous teams.91

Yet the challenges facing global teams are often complex. Their success
depends not only on their ability to work through conflicting priorities but
also on building commitment to implement their decisions, so accountability
for implementation must be included in team members’ roles beyond their
operational responsibilities—requiring them to work in matrixed or “split
egg” ways that are becoming typical for leaders and professionals in transna-
tional firms (see the box “Learning How To Work In ‘Split Egg’ Ways”). In this
sense, for many managers in multinational firms, the “matrix” competencies
required for working in global teams and performing their daily roles are
becoming increasingly similar.

In the past, the traditional line–staff organization responded to conflicting pri-
orities by segmenting them structurally. Line managers and employees in the
business units and subsidiaries had an operational focus. Their attention was cen-
tered on local targets and budgetary constraints with a short-term time horizon.
The responsibility for long-term global strategic development lay with senior
leaders and the staff at headquarters. The staff was responsible for strategic proj-
ects, such as strategic planning and business development (external in orienta-
tion); cost reduction and the introduction of new IT systems (internal); and best
practice transfer or new product development (projects with a lateral orientation).
However, these neat line–staff and headquarters–subsidiary distinctions created
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Learning How to Work in “Split Egg” Ways

Instead of resolving the conflicting priorities
that face transnational organizations—local
versus global, short-term performance versus
long-term strategic innovation—through for-
mal reporting lines, these dilemmas are nowa-
days built into the roles of individual managers.

As a consequence of the shift to lateral coordi-
nation, all leaders, and an increasing number of
managers and professionals, have to learn how
to work in matrix roles or what we call split egg
ways (see the diagram here, which looks like an
egg divided into two).

30%

70%

The Development/

Project Role

Projects with an EXTERNAL focus on strategy, market
and business development

Projects with an INTERNAL focus, such as operational
efficiency

Projects with a HORIZONTAL focus, such as
leveraging knowledge across the organization

Uncompromising attention to getting the right people in
the right places at the right times

Clarity of objectives and areas of accountability

The Operational

Role

a bureaucracy where much fell into the cracks between the two. Line managers
had no commitment to the plans developed by headquarters, which often failed
to reflect the realities in the field. At a time when speed was becoming a vital
competitive edge, this way of organizing was simply too slow.

One response to this challenge is to deal with these conflicting needs
through the redefinition of business unit or subsidiary managerial roles rather
than through the structure. The responsibility for strategic initiatives and lateral
coordination is added to the operational responsibilities of the manager, in what
we call the manager’s project role. The manager in the business unit now has
two roles, operational and project, as shown in the split egg diagram. During the
first year in a new job, the operational role will take 100 percent of the available
time. But after settling in a new role, the manager (especially those with high
potential) is now expected to spend, say, 30 percent of his or her time or work
on change or improvement projects with a longer-term and cross-boundary
perspective, typically involving formal or informal teamwork.

The person always remains accountable for performance in the operational
role. But the need to free up time to work on cross-border initiatives, project
teams, and coordination work obliges the managers to delegate much of the
operational tasks, “empowering” direct subordinates. Now they need to take
the nuts and bolts of human resource management seriously—paying attention



to getting the right people into the right places and to getting clarity on objec-
tives. This is the managerial role of the person—in the sense of “doing things
right.” But people are not promoted just for their performance in doing things
right; they are promoted to higher levels because of the leadership initiative that
they show in the project role—”doing the right things.”

In the old days, managers were people in the middle whereas leaders were
people at the top. In today’s transnational firms, capable individuals at different
levels have to exercise skills in both management—getting agreed results through
people in their areas of responsibility—and leadership—taking cross-boundary
initiatives and adding value through coordinated strategic projects.

The split egg role is not a radically new role concept (McKinsey used the
metaphor of the T-shaped manager back in the 1970s).92 In most firms, it has
always applied to high-potential managers who are expected to deliver on their
operational targets and to earn visibility by working on broader development
projects. In Chapter 8, we discuss further the role of the split egg in global lead-
ership development as well as some of the pitfalls of this way of working when
it is extended to all managerial and professional staff.

One critical implication of the shift to split egg roles is the increased impor-
tance of human resource management for the global organization. Managers
learn to pay careful attention to talent selection, getting the right people into the
right places. Performance management is essential. In short, when they experi-
ence split egg pressures, managers learn that one of their most important tasks
is human resource management.

MATRIX EVERYTHING . . . EXCEPT THE STRUCTURE

One way of summarizing the challenges of organizing the transnational firm is
to stand conventional thinking on its head.

Go back to the law of requisite complexity. Transnational firms face the
highest degree of environmental complexity, and the law of requisite complex-
ity says that the internal complexity of a firm must mirror external flexibility.
This is still best captured by the matrix concept. The environment is highly
matrixed—product markets, geographic markets, customer segments, basic
technologies, management technologies. Consequently, as Jorma Ollila, Nokia’s
architect and former CEO, correctly says, organizations cannot avoid matrix.
But matrix does not have to mean only structure, as it did in the past. In order
for a multidimensional organization to function, the organizational culture
must also think and breathe matrix: Matrix has to be built into leadership de-
velopment, control and evaluation systems, teamwork, conflict resolution
mechanisms, relationships, and attitudes.

So—matrix everything . . . except the formal structure! This could be a good
guideline for a global organization. Like every guideline, do not take it to the
extreme. There is a role for matrix structures of dual reporting relationships in
most organizations. However, to manage complexity, matrix through project
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groups, steering committees, internal boards, management processes, business
planning, and measurement. A project group can be set up quickly; an internal
board can be formed, reconstituted, or disbanded in a few days; roles and re-
sponsibilities can be rapidly revised—it takes time and energy to align or
change structure. Matrix roles and responsibilities, so that people have vertical
and horizontal accountabilities. And matrix minds and mindsets—we will be
discussing how to do that in the next chapter.

TAKEAWAYS

1. Vertical and hierarchical means of coordination cannot cope with the
complexity of demands facing the transnational firm. They must be
complemented by worldwide horizontal coordination mechanisms—glue
technology. Horizontal coordination does not replace vertical control—it
transforms it.

2. The basic structural mechanisms of horizontal coordination are
multidimensional structures, lateral steering tools, and cross-border teams.

3. In multidimensional organizations, managers are not only responsible for
achieving results for their own units but also have shared accountability
for successful strategy implementation across units. They must learn to
work in “split egg” ways.

4. The focus of a firm organized as a differentiated network is on leveraging
competencies and capabilities initially developed in its local subsidiaries
for worldwide advantage.

5. The objective of a firm organized as a globally integrated enterprise is to
achieve competitive advantage by locating specific activities in the best
place worldwide, and finding ways to link or integrate these activities
around the world.

6. The front–back organization is another emerging form of a multinational
corporation. The customer-oriented parts of the company are aligned
locally to respond to customers, while those parts of the company 
that may benefit from global efficiencies and scale are organized along
global lines.

7. Lateral steering can take many different shapes and forms. It provides a
flexible and potent means of global coordination while promoting
empowerment and accountability at the lowest level possible.

8. Effectiveness in lateral steering roles requires the ability to exercise
leadership with little formal authority, since authority remains with the
line organization. Business or area coordinators, global competence and
global account managers, as well as alliance managers, are examples of
such roles.

9. Cross-boundary teams are basic building blocks of horizontal
coordination. They vary on two dimensions: co-location and shared
context. Global teams with members who are not colocated and who do
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not share the same context need to invest in building and maintaining trust
through face-to-face interactions.

10. The generic lessons of team management apply to cross-boundary teams—
on issues such as goal clarity, the importance of staffing, managing conflict,
team leadership, and feedback/learning—though the risks of failure, if
they are not applied rigorously, are greater.

NOTES

1. The information about Nestlé was obtained from Killing (2003b), company docu-
ments, and personal interviews with company executives.

2. Killing, 2003b.
3. Galbraith, 2000.
4. Killing, 2003b.
5. Interview with Paul Broeckx, former senior vice president, Corporate Human Re-

sources Division, Nestlé, December 2005.
6. Nestlé internal company document, Nestlé on the Move, Human Resource Depart-

ment, Nestec Ltd., Vevey, Switzerland.
7. Interview with Paul Broeckx, former senior vice president, Corporate Human Re-

sources Division, Nestlé, December 2005.
8. Nohria and Ghoshal, 1997.
9. Palmisano, 2006.

10. Galbraith, 2000.
11. Bartlett and Ghoshal, 1998, p.122. They distinguish between different types of na-

tional subsidiary according to their strategic importance and their level of resources
and capabilities—strategic leaders, contributors, implementers, and black holes.

12. McGregor, 1960.
13. Peters and Waterman, 1982; Ouchi, 1981; Kanter, 1985; O’Toole, 1985.
14. The European work on sociotechnical systems, participative management, and or-

ganic (as opposed to mechanistic) work systems also fostered the change, then
adopted in the United States under the umbrella of the Organizational Development
movement. Its history and arguments are well summarized from an HRM perspec-
tive in the publications of Ed Lawler. He contrasts hierarchical or bureaucratic man-
agement with what he calls “high-involvement management” (Lawler, 1992).

15. The concept of “empowerment,” with its emotive connotations, has created a great
deal of misunderstanding. The best formulation of what this implies is to be found
in Mills (1994), who provides the following formula: Empowerment ⫽ Goals ⫻
Delegated “Respons-ability” ⫻ Measurement and Feedback. The term “respons-
ability” (our word) means having the necessary skills to respond. This formula em-
phasizes both the hard and soft elements of empowerment. If any element is zero,
then anything multiplied by zero nets out to nothing. In other words, attempts to
delegate will not lead to significant results unless there are clear goals, measurement
criteria, feedback that allows learning, and appropriate skill development. We will
return to these issues in Chapter 9.

16. Broeckx and Hooijberg, 2007.
17. Galbraith, 1977.
18. This can extend to corporate spinoffs such as the separation of Kone’s elevator and

cranes businesses (the spinoff of Konecranes from Kone in Finland) and the split

Notes 213



between Hewlett-Packard (computers) and Agilent (the original HP instruments
business).

19. To cite but three examples of this shift in research focus, in his value chain analysis
Porter argued for the importance of “horizontal strategies,” viewing these as the
most important contribution HRM makes to the way in which a firm adds value
(Porter, 1986). Martinez and Jarillo (1989) reviewed the stream of research on coor-
dination in multinational firms, clearly noting this shift in focus from hierarchical
and structural mechanisms to informal and lateral means of coordination. St. John
et al. (1999) studied how 48 international firms managed links between marketing
and manufacturing. They found that firms with relatively simple multidomestic
strategies used traditional planning and scheduling methods, while firms with more
complex global strategies used a wider variety of coordination tools, including lat-
eral teams and relationships. Firms with the most complex transnational strategies
used the widest range of coordination mechanisms.

20. Baker, 1994; Ibarra, 1992.
21. This is based on the theory of requisite complexity described in Chapter 1.
22. Planning becomes learning, to use the image of a former Shell corporate planner 

(De Geus, 1988). See also Mintzberg (1994).
23. This was a radical departure from the “one-boss” model enshrined in the classic

principle of unity of command (one-person-one-boss). For this reason, the matrix has
been regarded by some as the only totally new 20th-century form of organization.

24. Zalan and Pucik, 2007.
25. Personal interview, February 2007.
26. Bartlett and Ghoshal, 1989.
27. Birkinshaw and Hood, 1998; Nohria and Ghoshal, 1997.
28. Palmisano, 2006.
29. Galbraith, 2000.
30. This is also the case for many pharmaceutical companies (for example, GSK) which

need a front end oriented to national regulatory authorities as well as customers,
while R&D and manufacturing are global.

31. Ghoshal and Nohria, 1987; Nohria and Ghoshal, 1997.
32. Galbraith, 2000.
33. Frost, Birkinshaw, and Ensign, 2002.
34. Galbraith, 2000, p. 42.
35. Palmisano, 2006.
36. Sanchez, 2007.
37. Maerki, 2008.
38. Sanchez, 2007.
39. Galbraith, 2002.
40. Galbraith, 2002.
41. “The Radical: Carly Fiorina’s Bold Management Experiment At HP,” BusinessWeek,

February 19, 2001.
42. Gittell (2000) illustrates the importance of hierarchy for coordination. This study

contrasts the flat organization of American Airlines, which has broad spans of con-
trol and rigorous performance management, with the smaller spans of control at the
phenomenally successful Southwest Airlines. The price that American Airlines pays
is poor coordination. In contrast, supervisors at Southwest play cross-functional co-
ordination roles—diffusing blame and providing coaching and feedback.

43. Goold and Campbell, 1998.

214 CHAPTER 5: Structuring Global Coordination



44. We discuss network leadership and the implications of exercising leadership without
authority in Chapter 8.

45. Galbraith, 2000.
46. Porter, 1986; Galbraith, 2000.
47. Bartlett, Ghoshal, and Birkinshaw, 2003, pp. 462–3.
48. Bartlett and Ghoshal, 1992.
49. Francis et al., 2004.
50. Galbraith, 2000.
51. Birkinshaw and DiStefano, 2004; Yip and Bink, 2007.
52. “Cisco Systems Layers It On,” Fortune, December 8, 2008.
53. Postmerger integration teams are discussed in Chapter 13.
54. Donnelly, Morris, and Donnelly, 2005.
55. Galbraith, 2000, p. 128.
56. Hedlund and Ridderstraale, 1995.
57. We discuss integrative leadership orientation and how it can be developed in

Chapter 8.
58. Galbraith, 2000. See the discussion on building or buying talent in Chapter 7.
59. Pucik, 2006.
60. As defined by Katzenbach and Smith (1993).
61. Santos, 2001. It may be noted that Santos focused on cross-border innovation teams.
62. Maznevski, Davison, and Jonsen, 2006.
63. Maznevski, Davison, and Jonsen, 2006.
64. MacDuffie, 2007. See also Kiesler and Cummings (2002) for research on the effects of

proximity and distance on groups.
65. Davidson Frame, 1987; Katzenbach and Smith, 1993; Johansen et al., 1991; Betten-

hausen, 1991; Mannix and Sondak, 2002; Gluesing and Gibson, 2004; Maznevski,
Davison, and Jonsen, 2006; Ancona and Bresman, 2007.

66. Davidson Frame, 1987.
67. Hedlund and Ridderstraale, 1995.
68. Blackburn, Furst, and Rosen, 2003.
69. Snow, Miles, and Coleman, 1992.
70. Although it was not international in focus, Ancona and Caldwell’s (1992) study

of new-product team managers showed that effective teams follow cycles of
external activity (aimed at molding the views of senior management, getting
feedback, and general scanning) and internal processes that were associated with
long-term success. See the work on X-teams undertaken by Ancona and Bresman
(2008).

71. Jarvenpaa, Knoll, and Leidner, 1998; Jarvenpaa and Leidner, 1999. For more on the
importance of trust in cross-border virtual teams, as well as the practical implica-
tions, see Duarte and Snyder (2006).

72. Meyerson, Weick, and Cramer, 1996.
73. Duarte and Synder, 2006.
74. De Meyer, 1991, p. 56.
75. Maznevski, Davison, and Jonsen, 2006.
76. Jin, Mason, and Yim, 1998; Canney Davison, and Ward, 1999.
77. Nohria, 1992, pp. 304–5.
78. Simons, Peterson, and Task, 2000. See Hinds and Bailey (2003) for a comprehensive

model of conflict in virtual teams.
79. Peterson, Behfar, and Jackson, 2003.

Notes 215



80. Maznevski, Davison, and Jonsen, 2006. See Duarte and Snyder (2006) for an outline
of strategies, tools, and techniques for work in virtual teams. And see Behfar et al.
(2008) for a framework and empirical research on conflict resolution strategy in non-
virtual teams.

81. See Snow et al. (1996). Behavioral complexity theories of leadership seem appropri-
ate to understand these demands. These theories argue that leadership effectiveness
depends on the ability of managers to display multiple, dualistic leadership styles,
supported by a high degree of cognitive complexity (Denison, 1996; Hart and Quinn
1993). Situational leadership ideas, widely used on training programs, embody the
same notion.

82. Our basic source is Maznevski, Davison, and Jonsen (2006).
83. Bass and Stogdill, 1990; House et al., 1999.
84. Ancona and Bresman, 2007.
85. Peterson and Behfar, 2003.
86. For the research on leadership in virtual teams, see Leidner et al., (1999).
87. Ghoshal, 1991; Lorsch and Tierney, 2002.
88. We will return to these issues in Chapters 6 to 9.
89. Adler, 1991.
90. Amason and colleagues argue that handling these two faces of conflict is critical for

team performance (Amason et al., 1995). Affective conflict is associated with team
failure, while cognitive conflict is associated with team success. Their empirical re-
search (Amason, 1996) supports this argument, leading them to suggest that know-
ing how to steer a group toward constructive conflict is the key to successful team
management.

91. Punnett and Clemens, 1999.
92. See Hansen and von Oetinger (2001) for an update on the T-shaped concept, applied

to knowledge managers.

216 CHAPTER 5: Structuring Global Coordination



CHAPTER 6

Building Social Architecture

Building a Shared Culture 
Worldwide at Toyota

What later became Toyota Motor Corporation began as an automotive department
established within the textile machinery maker Toyoda Automatic Loom Works in
1933. Production of the first car began some years later, exports to the United States
started in 1957, and in 1962 the company began its first manufacturing operation
abroad, in Brazil. Toyota added overseas plants in Thailand in 1964 and a first US fac-
tory (a joint venture with General Motors) in 1984, and the first European car plant be-
gan production in Britain in 1992. By the end of 2007, Toyota had reached the number
one position in the global automotive market, with 12 domestic and 52 vehicle as-
sembly plants in 26 countries outside Japan, employing altogether 300,000 people.
Most of the foreign plants had been set up during the previous 15 years, with teams of
technicians and managers from Japan playing a crucial role in the process. The close
relationships between team members, and between them and the parent plants in
Japan, were important for the transfer of knowledge necessary to start new operations.

The business principles guiding Toyota’s operations today were originally de-
veloped by the founder of Toyota, Sakichi Toyoda, in the 1930s; but unlike many
other Japanese firms, these principles were never codified in a way that would make
them easy to communicate. As the international expansion of the company made it
increasingly difficult to centralize decision making at headquarters in Japan, clarifi-
cation and strengthening of the Toyota global operating philosophy were seen as an
essential precondition for diffusion of authority to locations abroad.

After discussing and refining how to express company values over a period of sev-
eral years, the first internal draft of the Toyota Way was presented in 2001. There are
five elements at the core of the Toyota Way: challenge (focus on analyzing and solving
problems to improve performance); kaizen (continuous improvement); genchi genbutsu

(“go see for yourself” or “go to the source,” a principle for analyzing and solving prob-
lems); respect for people (with different opinions and perspectives); and teamwork. 217



Along with the Toyota Way, the company formulated the Toyota Business
Practices, an articulation and explication of the Toyota Way with a focus on how to
analyze and solve operational problems. All Toyota employees throughout the
world are expected to master and use these practices in their daily work. The Toyota
Business Practices provide a common language for all Toyota employees and units.
Both the Toyota Business Practices and the Toyota Way are covered extensively in
the formal training programs for domestic and foreign employees in which Toyota
has invested heavily during recent years.

The Toyota Way is viewed as one of the key tools for integrating and coordinat-
ing the company’s widely diffused global operations, especially in the manufactur-
ing area, and participants in company internal meetings and development programs
spend a considerable amount time discussing how to use it. A range of strategies
helps new employees learn how to act and behave appropriately in the corporation.
Toyota puts considerable emphasis on selection and socialization processes. Job
candidates at all levels are rigorously screened to make sure that they fit into the
Toyota culture, and new members of the organization go through a comprehensive
orientation program before they are turned over to their work departments, where
the socialization process continues.1

The start-up phase is crucial to the establishment of new overseas manufactur-
ing units. When Toyota began to expand internationally, it made a rule that a spe-
cific plant in Japan would be responsible for training people in each overseas
operation. However, with the increasing number of new production facilities
abroad, this system had reached its limits. Instead, Japanese coordinators are sent to
the foreign units to instill Toyota’s philosophy, concepts, and manufacturing meth-
ods. Each coordinator spends between three and five years abroad, with the first
generation serving as teachers, the second as coaches, and the third generation as
advisers. The first non-Japanese trainers/coordinators from plants in Kentucky and
Canada were dispatched abroad in 2007.2

In spite of its immense commercial success, Toyota is facing several challenges in
managing its international operations. Even with heavy investment in education, the
company still does not have a sufficient number of international trainers and coordi-
nators. Employee turnover in some overseas operations makes it more difficult to
develop a workforce that has internalized the values, behavioral norms, and manage-
ment processes that have emerged and been refined in the Japanese operations. Toyota
does a good job in socializing new recruits into the corporation, but nonetheless attri-
tion is a significant problem. And learning a culture does not happen overnight. Toyota
former President Katsuaki Watanabe goes so far as to say, “I don’t think I have a com-
plete understanding even today, and I have worked for the company for 43 years.”3

OVERVIEW

Both Toyota’s top management and external observers agree that the Toyota Way
is a key ingredient in Toyota’s global success. However, while Toyota may be spe-
cial in the degree of attention it pays to disseminating its culture worldwide,
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every organization is a social entity in which values and norms make a 
difference—especially in the context of international business. In this chapter we
focus on how to build what we call the social architecture of the multinational
firm.4 We will explore three aspects of social architecture, focusing on the HRM
activities necessary to construct the architecture and the ensuing outcomes: 
(1) relationships among the employees (social capital); (2) shared values, beliefs,
and norms (organizational culture); and (3) global mindsets.

We begin this chapter with a discussion about social capital—the ways in which
personal relationships and networks can serve productive purposes. The social cap-
ital perspective has gained prominence during the last decade, and we apply it here
to the functioning of multinational firms. The existence of strong social capital
among employees, in particular relationships among individuals from different
subunits and countries, greatly contributes to enhanced interunit coordination.

Shared values facilitate corporate coordination, and we continue by explor-
ing multinational firms through the lens of organizational culture. We discuss
positive and negative aspects of shared values and strong organizational cul-
tures, identifying ways in which corporations can try to manage or at least
influence their culture. The socialization of new employees into the organization
is one notable way for the firm to fortify its culture.

The mindset of executives, managers, and employees is important for the
functioning of multinational firms. In the third section of the chapter, we con-
centrate on two perspectives to understand what global mindset means. The
first is cultural, and it refers to individuals’ openness and interest in other
nations and cultures; the second is strategic in the sense that it denotes an indi-
vidual’s ability to balance competing strategic priorities (such as local respon-
siveness and global efficiency). The focus of the section is on what firms can do
to develop stronger global mindsets among their employees.

LEVERAGING SOCIAL CAPITAL

As we saw in the Toyota case, social networks are essential during the early
phases of internationalization. Historically, with limited means to communi-
cate and share information, companies had to put their trust in key managers
expatriated to distant subsidiaries. Today’s multinational firm relies heavily
on advances in information technology; without wireless phones, e-mail, and
the Internet, the coordination of geographically dispersed activities would 
be a lot more difficult. But whenever there is a need to collaborate across 
borders, to transfer and assimilate know-how, or to resolve conflicts or differ-
ences in perspectives, employees act in the same way as their less e-enabled
predecessors—they rely on those they know, trust, and understand. One of the
paradoxes of globalization is that the power of technology to connect people
can be harnessed effectively only if there are close relationships between those
involved in the exchange of information. It is captured by the cliché that we
live in a world of high tech and high touch.
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In any organization, deep social relationships improve communication
between people and facilitate the development of trust and collaboration, al-
lowing the firm to pursue common objectives with minimal friction. Relation-
ships between employees (or ties, as they are termed in the academic literature)
are especially important for companies that operate across borders. Many of the
elements of coordination discussed in this book would not be effective without
person-to-person relationships. For some coordination activities, such as work-
ing in cross-border teams or knowledge sharing, they are indispensable.

Sociologists have analyzed social relationships and networks for many
decades, but in the past, informal networks in business organizations were often
viewed with suspicion—bringing harmful personal politics into the workplace
through the influence of old-boy networks and office mafia. The view that social
networks of organizational members are critical for effective coordination in
transnational firms has only recently gained acceptance in the international
management and HRM literature. In this section we examine the multinational
from a social capital perspective, focusing on interpersonal relationships
between people within and across units and organizations.

What Is Social Capital and Why Do We Care about It?

The term social capital refers to the benefits that derive from the connections and
interpersonal relationships of people within an organization and with people
outside.5 This constitutes an intangible resource—a form of capital in the same
way that human skills constitute human capital. Let us start with the justifica-
tion for describing these benefits as social capital.

First, personal relationships can be used to access other resources, such as
information, or support for the implementation of decisions that have been
made. The relationships that were formed between local employees and expa-
triates sent out from Japan to the newly established Toyota factories abroad
continued to facilitate exchange of information and problem solving long after
the expatriates had returned to Japan.

Second, investments in relationships are like a stock that may yield future
returns. For example, doing someone a favor, treating them well, or spending
time together builds social capital that can be used to call in a favor later. But
third, like human capital, social capital needs to be maintained; otherwise it will
depreciate over time as the personal relationship fades.

For all these reasons, it makes sense to use the term capital when referring to
the content and structure of social relationships—even though social capital is
difficult to quantify and is riddled with uncertainty, dependent as it is on the
parties with whom the person or group has a relationship.6

Nahapiet and Ghoshal view social capital in a multinational firm as having
three distinct but interlinked dimensions.7 The structural dimension is mainly
concerned with physical links between people or units, such as the network of
ties between actors, the pattern of ties in terms of their density, hierarchy, or
connectivity.8 The relational dimension focuses on personal relationships and

220 CHAPTER 6: Building Social Architecture



relations of mutual respect that individuals have developed through a history
of interaction. It includes elements such as trust and trustworthiness, norms and
sanctions, obligations and expectations, and identity and identification. While the
structural dimension is concerned with the existence (or otherwise) of links be-
tween individuals and units, the relational dimension deals with the strength of
those relationships. Finally, the cognitive dimension encompasses organizational
phenomena such as shared representations, interpretations, language, codes, nar-
ratives, and systems of meaning among parties. Here we discuss the structural
and relational dimensions of social capital, and will explore its cognitive dimen-
sion, in the form of shared beliefs as well as global mindsets, later in the chapter.

A distinction can be made between a bridging and a bonding perspective on
social capital. One interesting aspect of the structural dimension is the position of
an individual as a bridge between different networks. Building on the US
sociologist Mark Granovetter’s classic insight into the strength of weak ties for
landing a new job,9 the structural perspective stresses the advantages in terms of
access to information and new ideas of being able to bridge otherwise uncon-
nected networks.10 Subsidiary managers in a multinational corporation who have
personal relationships with key people at corporate headquarters and maybe with
other subsidiaries act as bridges—or “boundary spanners”11—between the local
environment and the corporate parent organization.

Over time, this individual social capital can be built on to create a more com-
plex structure of personal relationships between the subsidiaries and head-
quarters. What is more, when boundary spanners share their thoughts and
feelings about headquarters with local employees, they mold staff attitudes
toward the parent organization.12 Impatriates who return to the subsidiary after
assignments at corporate headquarters or elsewhere in the multinational play
similar boundary-spanning roles.

The focus of the relational perspective on social capital is often on the group
or network as a whole. The emphasis here is on internal bonding. There is com-
monly a sense of mutual obligation, trust, commitment, and influence among
individuals who share a common history and/or background, especially if
there are multiple and overlapping links between them.13 One of the widely
acknowledged factors behind Nokia’s emergence as the dominant player in
mobile telecommunications was the working style of its top management
group, who spoke the same language and had worked together for many years.
This built trust and allowed the team to make faster and better decisions than
their competitors. Working through the network of Finnish expatriates, the com-
pany moved equally fast to have those decisions implemented.

This example confirms what we know from research on trust in organizations:
The degree of trust that exists within the organization can impact the firm’s ability
to adapt to complexity and change. Trust improves communication and problem
solving and enhances commitment.14 As trust grows, so does social capital.

Without personal relationships, there is limited trust. People who have 
close relationships with each other are more likely to share information and 
offer assistance, facilitating collaboration in the social network. Over time, close
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relationships among individuals can become a feature of an entire group or 
organizational unit. For instance, in a global R&D team of people who have a
long history of working together, all members of the unit or organization can tap
into the common social network.
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Advantages of Social Capital

Individuals who bridge different social net-
works have been found to gain superior access
to information about opportunities, new re-
search findings, business ideas, and so forth,
that are likely to be useful to the unit where
they are working. For instance, the personal
contacts of a manager often determine how the
firm will enter a new market,15 while social re-
lationships within and outside multinationals
allow employees to search effectively for solu-
tions to problems that they encounter in their
work. Attempts to create corporate “Face-
books” build on this. Close relationships are
particularly useful when information is sensi-
tive and when sharing it requires a high level of
trust between provider and receiver. Strong
bonds are also beneficial for sharing complex and
tacit knowledge.16 In a tightly integrated social
network, new information flows extensively
between the members, producing teams where
people share a common knowledge base.17

Both internal and external social capital
can contribute to improved innovativeness for
the firm.18 Individuals with extensive external
networks can bring in experts to work on proj-
ects, and use these contacts to access, acquire,
and combine information and knowledge with
resources in their own organization. The ability
to draw on a wide array of personal contacts,
sometimes even among competitors, allows
managers to develop new business ideas and
introduce improved organizational practices.

Further benefits of social capital are soli-
darity and collaboration. Shared values, beliefs,
and behavioral norms often develop in

tightly integrated social networks. Members
may also develop a common language for
discussing work-related issues. There is also
greater willingness to subordinate individual
goals to collective goals and actions.19 More-
over, individuals with strong bonds may be
more willing to take initiatives that serve the
goals of the unit, venturing outside the scope
of their formal job descriptions. In the multi-
national corporation, the more units depend
on each other, the more they can benefit
from social capital to help coordinate their
activities.20

Through the private social relationships
of employees with friends and acquaintances,
a firm can tap into a pool of potential job ap-
plicants. Studies have shown that people
hired through referrals tend to stay longer and
perform better than those employed through
other recruitment methods.21 Furthermore,
employees are less likely to leave a firm if they
have good relationships with others working
there.22 Thus social capital facilitates employee
acquisition and retention.

Finally, social capital can also be viewed
from a power and influence perspective. When a
person has built up a set of obligations from
others, they can be used to get the others to act
in accordance with his or her own interests.
Several studies have shown how individuals
spanning social networks—especially if they
are the only bridges—can exploit this situa-
tion to negotiate favorable terms for them-
selves and their business units and to
influence decision making.23
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The benefits of social capital to a firm (or an individual) are summarized in
the box “Advantages of Social Capital.”

Resolving Conflict and Tensions

Conflict is an inevitable part of work and life in any social organization, partic-
ularly in the multinational given the contradictions and tensions that it faces.
An important aspect of the relational dimension of social capital is conflict
resolution, and at the heart of contention management is the fact that most
conflicts are best worked out through social relationships.

In the process of coordination there will always be decisions that may go
against someone’s interests. In the past, prevailing practice in international
companies was to minimize conflict by passing tensions up for top management
to resolve, so that middle managers and lower-level employees would not be
distracted by trade-offs, dilemmas, and confrontation. Indeed, the history of
organizational structures in multinational firms, as they developed ever more
complex matrices, can be interpreted as a struggle to find a structural resolution
to conflict—leading ultimately to the conclusion that the ability to cope with
conflict has to be consciously built into the culture of the firm.

Managers sometimes ask us how conflicts in transnational management can
be minimized. It is the wrong question. Many people might think that conflict
within a company, and particularly within the management team, is to be
avoided at all costs. But while too much conflict is destructive, a total lack of
conflict may lead to equally destructive apathy and complacency. In fact,
research shows that successful companies in fast-changing contexts constantly
review their business environments, encouraging fact-finding and divergent ar-
guments so that they are fully prepared when the moment for decision making
comes.24 Different perspectives, and fresh assumptions that may challenge
received ideas, can be both positive and productive. High-quality relationships
increase the likelihood that people will present different viewpoints and the
probability that conflicts can be turned into constructive and novel solutions.25

Clearly, organizations and societies differ in how conflicts are framed and
solved. At GE, Jack Welch was a master at constructive debate. He spent consider-
able time at GE’s management training center, where he presented his views on the
challenges and goals to GE managers and then expected them to argue back. He
would also join his subordinates in fierce, no-holds-barred debates about which
decision to make. “If an idea can’t survive a spirited argument, the marketplace
surely will kill it.”26 However, not many Asian executives are comfortable with this
kind of confrontational problem-solving approach, so despite its commitment to
boundaryless behavior and business expansion in Asia, GE’s leadership under
Welch was viewed by some as US-centric.

The GE challenge is far from unique. L’Oréal, the world’s most successful cos-
metics firm, is over 100 years old. Its cultural values were built around contention
management, embodied in a dualistic value system (to be a “creative poet” and a
“financially conservative peasant” at the same time), and in practices such as using
confrontation rooms for making key decisions. This worked well and contributed



to L’Oréal’s phenomenal success—as long as all key managers were French and
deeply socialized into such practices. But as the firm expanded internationally in the
early 1990s, L’Oréal’s distinctive approach to managing contention gradually weak-
ened, as the firm localized its management without thorough acculturation of the
new leaders. Therefore, one of the challenges of firms such as GE and L’Oréal is to
develop norms for contention management as well as close social relationships that
allow people of very different backgrounds to collaborate effectively.

To guide constructive debate, some of the general guidelines that stem from
research and practice are shown in Table 6–1.

How to Build and Manage Social Capital

Informal social networks emerge in all social settings. In the past, organizations
were driven by relationships that were often formed early in life—the cohort of
colleagues who joined the firm at the same time, the clan formed at university,
the team of people who built up and internationalized the company. These clans
and networks drove new projects and initiatives. However, rather than allow-
ing yesterday’s networks to steer business development, relationships in the
proactive transnational firms need to be built with today’s and tomorrow’s
needs for coordination in mind. This means bringing people together—for ex-
ample in global teams—where there are current or anticipated links, or where
coordination is needed.

Building and maintaining social capital poses particular challenges for firms
spanning vast geographical distances, time zones, and cultures.27 Social networks
within the organization do not necessarily follow its formal structure. Therefore,

224 CHAPTER 6: Building Social Architecture

TABLE 6–1. Resolving Conflict

• Ensure that there is agreement on goals. Absence of agreement about goals (or vision
or strategic criteria) will lead to political infighting and unconstructive debate.

• Actively listen before you disagree. Showing other people that you have 
understood their views increases the probability that they will listen constructively
to yours.

• Data, data, data . . . measurement, measurement . . . A focus on facts keeps dialog
constructive. Companies with cultures of constructive debate tend to believe in
measuring everything.

• Ensure balanced power structures. If certain functions or units are left out of the
debate, which is simplified by focusing the power on an inner circle, it is highly
likely that there will be no debate before a decision is made.

• Explore multiple alternatives to enrich the debate. Focusing on your preferred
option to simplify the process of debate will slow down the process of exploration
and increase the probability of conflict.

• Inject humor into the decision-making process. Trust the psychologists—research
shows that humor can keep tension constructive.

• Focus on the issues, not personalities or individuals. Much conflict can be avoided
by making sure that it is the idea that is challenged, not the individual who voiced it.



rather than relying on serendipity, multinational firms shape informal social rela-
tionships and networks through complementary structural solutions. For exam-
ple, the existence of councils, committees, and formal project teams influences the
pattern of interactions and relationships that evolve within the firm and with
other organizations. Even if the interaction is initially mostly task oriented, grad-
ually more social aspects and bonds are likely to develop.

One large petrochemical firm designed more than 20 formal networks to
work within special parameters, with the aim of defining and sharing best prac-
tices across the multinational. Each network had an appointed leader who had
a budget and a coordinating role but took no formal part in decision making.
Members of the network were picked from different parts of the corporation to
make sure that relevant employees and competencies were included, and efforts
were made to collect and disseminate best practices.28 Because the network lead-
ers had limited hierarchical power, their success was to a large extent dependent
on how well they managed to integrate members socially and into the network,
and how members perceived the added value of their participation.

One of the challenges facing firms is how much to “manage” the informal net-
works that emerge spontaneously within and across organizations, now frequently
described as communities of practice. These communities are characterized by largely
informal interaction and collaboration around a common set of interest, such as
functional expertise in an area of technology. Firms that have tried to actively man-
age such communities find that they rarely get off the ground. It is more important
to facilitate and encourage participation, and notably leadership, by recognizing
contributions as a legitimate part of a person’s work, accounting for this in perfor-
mance evaluations and promotion decisions. The firm may also provide budgets for
travel and workshops as well as technological support, removing counterproduc-
tive policies that stifle the informal activities of such communities. However, too
much micromanagement can kill the intrinsic motivation of those participating in
these communities of common professional interest.29 We will return to discussing
the use of communities of practices for knowledge sharing in chapter 10.

While creation of social capital has traditionally been viewed merely as a
by-product of HR practices, there is growing awareness that the formation of
social relationships should be viewed as a key outcome of proactive people
management.30 Take recruitment and selection practices. Companies may try to
increase the likelihood of social capital formation in a particular unit by select-
ing people on the basis of their organizational cultural and social fit, using feed-
back from extensive interviews with employees. Building personal ties among
peers becomes an integral part of socialization or the onboarding process. And
in many global professional service firms, onboarding activities are also used
to build relationships between new recruits and senior leaders.31

Indeed, multinational firms have long viewed interpersonal communication
skills as a basic competence for people in professional as well as leadership roles.
For example, companies recruiting from international business schools such as
IMD and INSEAD say that an essential attribute they look for in potential recruits
is interpersonal skills in dealing with people who are different from themselves.
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The recruitment of MBAs from business schools brings the additional benefit of
the extensive global social networks that they have built up during their studies.

Other HR practices also impact the creation of social capital. The way some
firms encourage and support mentoring relationships between junior and senior
employees can contribute to the formation of social ties. The motivation of bound-
ary spanners to share their social capital with others depends in part on whether
such behavior is acknowledged within the employee performance appraisal sys-
tem and forms the basis for individual rewards.32 However, alongside company
and functional workshops or get-togethers, management training and develop-
ment also enhance social capital in the firm.

An important component of many leadership training programs is the
opportunity to mix employees from different parts of the global organization
who usually do not meet otherwise, and executive development specialists to-
day pay much attention to the role of management training programs in build-
ing social capital. Learning teams are constructed to ensure a good mix of people
from different backgrounds; team-building exercises are an integral part of ex-
ecutive training programs; and action learning assignments provide excellent
opportunities for participants to get to know each other better while working on
important projects. As stated by Nokia’s head of executive development; “The
personal relationships that the participants build are an extremely important
part of the outcome of our executive development programs.”33

Well-planned getaways and meetings may also play important roles in
building social capital (see the box “Ten Days in the Desert”). In this example, the
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Ten Days in the Desert

Some years ago there was a merger between a
large French company and its British competi-
tor to form the largest packaging group in
Europe. On paper, the merger made a great
deal of sense, but business analysts dis-
counted the potential advantages because
they felt that two such arch-competitors
would continue to fight with each other. The
president of the newly formed group decided
to invest seriously in building relationships.

The top 25 executives, half French and half
British, were told to clear their desks for 10 days.
They were flown to Saudi Arabia, then on by
helicopter into the middle of the desert.
Landing on a sand dune, they got out and
found two caterpillar trucks with camping

equipment, food, and water—and, as the hel-
icopter took off, a letter from the president
saying that he looked forward to seeing them
in four days’ time for their first management
meeting at a hotel in Riyadh. This unexpected
outward-bound experience was a dramatic
but successful way of breaking the ice and
building new relationships. Making it to the
hotel without undue incident, it was a real
“team” that spent the next four days ham-
mering out ways to develop the strategy for
the new group. The team building paid off in
open and constructive debate, leading to sev-
eral creative conflict resolutions. The strategy
was highly successful, and the firm’s share
price soared.
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relationship building had a clear objective, namely developing a strategy for the
merged corporation. This brings us back to the point we made earlier. Unless
there is a well-thought-out purpose to relationship building, backed by careful
preparation, the cost may exceed the benefits. Consider the case of a Belgian cor-
poration formed by the merger of a dozen companies in different but comple-
mentary branches 10 years earlier. Each year, the senior executives met for an
annual three-day conference. But after seven years, people began to complain
about the time-wasting “annual Mass” (as they called it) when all they did was
discuss business results and exchange views about what had happened in the
past. Although the exercise had been useful for the first few years, there had never
been any follow-up in terms of specific collaboration between the companies.

There is considerable art to building necessary relationships at such
meetings—managing process is at least as important as managing content.
Expensive failures happen when people feel that they have only heard inputs
they could have read on the intranet, and socialized with regular colleagues.
Successes result when participants build useful relationships with new peo-
ple, learn new perspectives, and modify stereotypes. Appropriately designed,
these occasions develop the interpersonal networking skills that help man-
agers to navigate the complexities of the transnational enterprise.

Management training and development programs can also be used to build
social relationships with managers from key business partners. The Swedish
telecommunication equipment corporation Ericsson has for many years of-
fered its main Chinese customer organizations the opportunity to send partic-
ipants to its internal MBA program. The training program has been organized
in collaboration with a leading Chinese university and a foreign partner school,
which award MBA degrees to graduates. In addition to the impact on
Ericsson’s human capital and the internal company social networks of its
employees, the program has strengthened the external relationships of Erics-
son employees, who now have ties with managers in telecom service providers
from all parts of China.

Finally, conferences and forums, sabbaticals, leaves of absence, and short-term
exchange assignments, either within or between firms, encourage the develop-
ment of social networks. Employee transfers and visits across borders are particu-
larly relevant within multinational firms. As the Toyota case illustrates, expatriates
(and impatriates) play especially important roles, as they bring their social capital
with them and create new social relationships in their host organizations.

Where links are important, as in R&D, careful internal recruitment strate-
gies can pay off. The executive in charge of a leading Nordic multinational’s
new R&D unit in China stressed the benefits of relationships gained from the
first expatriates he recruited to the new unit:

A part of my strategy is to get people from different units. By having these people in my
organization we are able to easily reach into the other units. This is particularly impor-
tant in the beginning as we are dependent on doing parts of larger projects in collabora-
tion with other centers. If we have good people who have credibility from each of the
other product development centers we will be recognized and seen as trustworthy.



As employees with long service to the firm are more likely to build the req-
uisite relationships and trust, some authors argue that a long-term employment
relationship is essential in order to build social capital.34 The employment prac-
tices of firms like Toyota that strongly believe in the value of social capital pro-
vide evidence supporting this point of view.

The Impact of Social Capital across Cultures

While social capital is important in all cultural and institutional contexts, there
are differences in how one goes about building it and how social relationships
influence management and business.

One study explored the functioning of social capital in brokering new rela-
tionships through a comparison of French and US enterprises. The more success-
ful French managers, like their American counterparts, had extensive personal
networks, though social capital was found to develop in a different way. French
managers tended to have long employment relationships with their firms, and the
managers’ networks—which were mostly within the organization—reflected this.
Their limited social capital outside the firm was built on contacts formed during
executive education programs, demonstrating the role that management training
plays in building social networks. In contrast, the networks of more mobile Amer-
ican managers reflected work relationships with people from a wider variety of
firms, brokering a wider range of potential innovations, though perhaps at the ex-
pense of the capacity to leverage networks within their organization.35

China exemplifies a society where social capital (guanxi) plays a crucial role.
Traditionally, there has never been a well-functioning legal system in China, and
there is very limited trust toward strangers. Therefore, strong personal relation-
ships have been even more important in China than in many other countries.
These relationships are typically formed through family ties, shared provenance
(coming from the same villages), and studying together. There is also a well-
established tradition of using trustworthy individuals to broker introductions to
unknown others, the “third person” acting as a guarantee for the trustworthiness
of all parties. Experienced managers, consultants, and academics stress the impor-
tance of creating guanxi with employees, business partners, suppliers, customers,
and government officials. Foreign firms can adopt one of two basic strategies. They
can either buy external guanxi by recruiting individuals who already have rela-
tionships with important stakeholders, or develop their own guanxi over time.

However, China’s high regard for social capital is by no means unique. Coun-
tries in Central and Eastern Europe—and even Switzerland, where mandatory
military service for males traditionally builds networks across social groups—are
other examples of countries or regions where what matters is “whom you know.”

Managing the Darker Side of Social Capital

Most recent discussions about social capital in organizations focus on its positive
contributions to firm performance. However, an emphasis on social capital also
has a potential dark side that needs to be acknowledged and properly addressed.
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A high level of bonding within a social group may mean that the group is
closed to outsiders, or at least that it is more difficult for outsiders to become ac-
cepted. An example of this is language-based social networks in multinational
firms. Although most large multinationals use English as their official corporate
language, in reality individuals and units tend to form social network clusters
based on their languages. Japanese corporations have been criticized for having
strong networks of Japanese-speaking executives that are difficult for non-
speakers to break into. Employees of a large Finnish multinational who did not
speak Finnish complained about the “Finnish mafia.”36

The former CEO of IKEA Anders Moberg created a public stir when he
addressed an MBA class and advised all foreign employees who really wanted
to advance in the company to learn Swedish.37 Although his comments were in-
tended to urge future employees to understand the culture of the parent orga-
nization, they nonetheless point to the disadvantage shared by the large
majority of staff who did not master the language. It has also been shown that
fluency in the company language is positively associated with the level of trust
and shared understanding within global organizations.38

Other social categorizations produce in-groups and out-groups. Gender
researchers have criticized the persistence of male-dominated networks of ex-
ecutives, arguing that old-boy networks lead to discrimination against
women. Although some corporations have put considerable efforts into di-
versity management, the top layers of most global firms are still dominated by
men, often from the corporation’s home country.39 Strong local bonding may
also make it difficult for expatriates and short-term visitors to become inte-
grated in a unit.

Close social relationships and a high level of solidarity may make an orga-
nization too inward-looking. Little new information will reach the members of
the group, who may be too loyal toward each other to engage in an external
search for new ideas and opportunities. For instance, a set of strong personal re-
lationships with the people working for a local supplier may prevent the firm
from noticing and seeking out better alternatives. The not-invented-here syn-
drome may be particularly prevalent in units with strong internal bonding.40

Companies with a high degree of reliance on social capital may be charac-
terized by inertia and conformity. Japanese trading companies, sogo shosha, were
typical examples of firms that operated globally with an extensive reliance on
social networks, within the firm and with most of their customers. Success in the
firm was dependent not only on business skills but also on the ability to culti-
vate relationships—starting from entry-level training to various social activities
with superiors, peers, and subordinates. Since the first oil shock in the early
1970s, all major trading firms proclaimed their desire to wean themselves from
the traditional Japan-centric import–export business model, as they correctly
foresaw its limitations. However, in spite of their often-expressed desire to glob-
alize the scope of their business, these trading firms have not been very suc-
cessful so far, mainly because they were not able to align their social
relationships with the requirements of new strategies.
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One crucial question for the corporation is who will appropriate the poten-
tial advantages that accrue to individual employees who bridge different social
networks. As a private good,41 social capital is an asset that individuals can use
to improve their own situation—indeed, social relationships are the basis for
many nefarious forms of corruption. But leaving corruption aside, take the
example of a corporate scientist who gains access to important information that
would benefit other members of the product development team. There is no
guarantee that the individual will share the information because sharing would
weaken his or her own position.42

Finally, it is important to recognize that there are costs (money and time) as-
sociated with developing and maintaining social networks, for both the com-
pany and the individual. Relationships are the means through which
coordination takes place rather than the ends.

SHARING VALUES GLOBALLY

The Toyota Way reflects a system of values and accompanying behavioral
norms that evolved informally over the years. New members of the organiza-
tion learned the Toyota Way gradually, partly through an oral tradition of stories
and anecdotes, and partly by observing and learning from events and behavior
around them. The writing and publishing of the Toyota Way, and continual ref-
erence to it by executives, strengthen the company’s culture and sharpen the
Toyota identity.

Toyota is not alone. A number of other successful multinational firms are
known for their strong and enduring culture—IBM (US), Shell (Europe), and
Infosys (India), as well as Matsushita and other Japanese companies. Not sur-
prisingly, the organizational cultures of these companies are often studied and
discussed by academics and practitioners.43

Scholars and managers have shared an interest in organizational culture for
several decades. The managerially oriented literature on organizational culture
exploded with Peters and Waterman’s In Search of Excellence (1982), in which
they argued that corporate culture was responsible for the success of the most
profitable and successful US firms. Today, the term is widely used in the busi-
ness community not only to describe and explain corporate practice but also to
explain performance. Managers are advised to investigate the cultural fit
between the partners in international alliances,44 while problems encountered in
mergers and acquisitions are often explained by clashes in culture.45

The academic literature on organizational culture has expanded since the 1980s,
and the topic continues to attract scholarly interest. Studies are published on the
relationship between organizational cultural strength and firm performance;46

research is conducted on the impact of the cultural distance between the part-
ners in alliances and mergers and acquisitions; and scholars theorize about how
culture should be viewed and treated as a tool for corporate control and coordi-
nation.47 At the same time, researchers have become interested in related ways
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of examining multinational firms from a social perspective, including organiza-
tional climate,48 corporate identity,49 and employee identification with their
organizations.

Shared Values, Beliefs, and Norms

We focus here on one common way to view culture—as a system of shared val-
ues, defining what is important; shared beliefs about the corporation and the
context in which it is operating; and as associated norms that define appropriate
behavior and action in the organization.50 Largely tacit mental assumptions
(values, beliefs), shared by members of the organization, are at the core of the
concept of organizational culture, manifesting themselves in organizational
symbols, rituals, the language used by employees, and the stories told by peo-
ple in the organization.51 Members of an organization may be unconscious of the
beliefs and values they share.

Organizational culture often serves as a tool for social control, a primary
purpose of shared values being to ensure compliance with corporate strategy.
When top managers say, “We have to change our culture,” they are usually
expressing their view that values, norms, and behavior need to be better aligned
with corporate strategy. But in the context of social coordination, shared values
have much broader purpose—they facilitate bottom-up and horizontal collabo-
ration and initiatives, not only vertical compliance.52

As companies move to the transnational stage, shared values become even
more important. While consistency in strategy execution is still critical, shared
values facilitate trust, which is essential for effective lateral governance, hori-
zontal problem solving, and knowledge creation. IBM, for example, believes
today that in a knowledge-based world where talented individuals always have
other options, the only way of integrating people into the firm is through values
and norms that are broadly shared and internalized by all, steering necessarily
autonomous action at every level of the organization. In other words, values are
what should guide you when the boss is not looking over your shoulder.

The diffusion of shared values across the units of a worldwide corporation
obviously cannot happen through a top-down process of imposition. It is ce-
mented through continuous and consistent reinforcement, based on interactions
between like-minded individuals from different parts of the multinational.
What really counts is what people do—particularly their leaders—not what is
said on the corporate Web site. Therefore every aspect of people strategies, from
communication to performance management, has to be aligned with the desired
values and behaviors. The diffusion of shared values requires what is called
values-based leadership.

The Benefits of a Strong Culture

Most observers would unhesitatingly describe Toyota’s organizational cul-
ture as “strong.” An organizational culture can be considered strong if its
values, beliefs, and norms are widely shared and intensely held by members
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of the organization.53 A strong culture increases consistency of behavior
among employees. In a multinational firm, the advantage of a strong culture
is that it engenders coordination and facilitates interaction among employees
and units who know what to expect from others. Common behavioral norms
provide guidelines for ways to behave in different situations; and widespread
agreement about values provides a basis for deciding how to act without for-
mal rules. Those who do not adhere to organizational norms may be forced
to exit the company.

Strong corporate cultures enhance goal alignment. When there is clarity
about corporate goals as well as appropriate behavior and practices, employees
face less uncertainty and can react quickly when confronted with unexpected
situations. In Toyota, the focus on challenge and genchi genbutsu has been inter-
nalized by employees as a natural way to approach problem solving. Goal align-
ment also facilitates coordination, as there is less room for debate about the
firm’s best interests.54

There is some empirical evidence for the hypothesis that strong organiza-
tional cultures are associated with better and more reliable performance.55

However, other studies have failed to find any significant relationship between
cultural strength and company success. One reason for these inconclusive
research findings is the potential costs associated with a strong culture. Firms
with a strong culture may have difficulty adapting to changes in the business
environment that require radical shifts in strategy and new operational modes,
a phenomenon known as the failure of success.56 For instance, commentators
have suggested that the problems confronting the UK-based retailer Marks &
Spencer a decade ago stemmed from ingrained “M&S ways of thinking and
behaving” that guided the strategy and actions of the firm.57

The lack of internal diversity in perspectives found in many strong cul-
tures makes it more difficult for a firm to adapt.58 The values and norms that
were beneficial at one point in time may be inappropriate when markets and
technologies change. The potential risks of a strong culture include “inertial,
myopic thinking and orientation to the past . . . [T]he ties that bind may also
blind.”59

Corporate versus Local Unit Identification

But are multinational corporations that span dozens of countries and have a
number of different businesses characterized by only one organizational cul-
ture? In reality, there may be significant differences in values, beliefs, and norms
across units belonging to the same firm. Not only do we often find that foreign
subsidiaries constitute subcultures within the multinational—we also find that
employees are torn between their allegiances to the local unit and the global par-
ent organization. This tension between the local and the global allegiance has
been analyzed in research on organizational identification.

Organizational identification refers to the strength of an employee’s identifi-
cation with the organization in which the person works.60 Identification tends
to be stronger if there is a good match between the employee’s and the
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organization’s values, a relationship that often becomes deeper the longer the
person has been employed.61

Organizational identification has many positive effects for a corporation. If
employees throughout a multinational firm identify with the parent corporation
and feel positively toward its leadership, their self-esteem and self-motivation will
be enhanced. Organizational identification also facilitates cooperation across units
since employees share values and loyalties. But this does not imply that allegiance
to the local unit in which they are working will be detrimental to the performance
of the company.

Indeed, in multinational enterprises and other large organizations, employ-
ees often identify with several organizational entities. For instance, as men-
tioned in Chapter 4 an expatriate manager may have a strong identification with
the corporation as a whole and at the same time be psychologically attached to
the foreign subsidiary where she is working. Such dual organizational identifica-
tion is beneficial since it fosters sensitivity to both corporate and local interests
and concerns, and it may help the manager to be a “bicultural interpreter” be-
tween the local unit and the rest of the corporation.62 In fact, employees who
have dual loyalties—to the corporation as a whole and to their own local unit—
may be more effective than those who identify only with the global organiza-
tion.63 For instance, a subsidiary manager in a consumer goods company may
play an important role in achieving a balance between the pressure from head-
quarters to adopt a globally standardized brand strategy and the necessity to
adapt that strategy to local conditions.64

There is some evidence that subsidiary managers identify more with 
their own unit than with the parent corporation, especially host country 
managers65—but even expatriates experience dual identification.66 Research
on organizational identification suggests that rather than trying to weaken
subsidiary identity, corporations should try to strengthen corporate iden-
tity.67 There are several ways of doing this. First, make sure that employees in
subsidiaries spend time at corporate headquarters; second, communicate
positive characteristics of the corporate identity actively and persuasively;
and third, signal international career opportunities for employees from all 
geographical units.

Building Shared Values

The firm’s HR practices play a central role in shaping and strengthening the val-
ues that underlie organizational culture. Selection is one of the most important
instruments. When they recruit and select employees either for entry positions
or promotions, many successful firms strive for a fit with existing (or desired)
values. Trying to reengineer the fit for existing employees (for example after an
acquisition) is much more difficult. Training and development, promotion, and
reward decisions are important filters for selecting people with the right fit for
senior positions. Many firms also try to assess how well individuals “live” cor-
porate values in their talent reviews.
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In any multinational firm, the extent to which culture is shared is influenced
by a range of factors. The most critical of these are

• The broader culture and institutional environment in which the corporation
was founded.

• The beliefs and actions of founders and other important past and current
leaders, as well as explicit efforts at defining and communicating the cor-
porate values.

• Processes of employee socialization.

• International employee transfers.

• Monitoring how well employees adhere to corporate values and norms.

Each of these factors will influence the choice of HR tools and practices used to
develop and reinforce the organizational culture of a global firm.

The Interface of National and Organizational Cultures

As we discussed in Chapter 3, organizations reflect to some extent the societal en-
vironment in which they have been established. A sizable body of research has
shown that there is a home country effect on companies that operate across dif-
ferent countries. For example, the collaborative values often found in Japanese
firms reflect traditional Japanese societal values.68 Companies can use such fea-
tures to enhance their image among customers and prospective employees. The
values of LVMH, a company selling luxury goods, champagne, and spirits, reflect
the refinement and elegance associated with its French origins. The cultures of
BMW and Audi are rooted in the importance of engineering in German society.69

However, although there is a relationship between societal and organiza-
tional values, many successful firms are cultural outliers, with unique cultures
that do not fit a national pattern. A close analysis of the culture of companies
from the same country and in the same industry can reveal striking differences.
Table 6–2 lists the corporate values of Toyota and Honda.

Although the values and philosophies of these two Japanese competitors
appear similar at first glance, Honda’s culture stresses the importance of indi-
vidual ambitions and performance, and being aggressive in the marketplace.
Honda’s founder, Soichiro Honda, once told a reporter, “Each individual should
work for himself. People will not sacrifice themselves for the company. They
come to work at the company to enjoy themselves.”70 Honda also focuses more
on R&D and innovation than Toyota. We need to look beyond national heritage
to understand differences in organizational cultures.

Organizational cultures are anchored on a distinct set of shared values.
Within their home culture, few managers would question the benefit of such cul-
tural differentiation. Leading-edge companies are seldom scolded by the business
press for having a different management style than their competitors. Indeed, cul-
ture is viewed as an important source of competitive advantage. Idiosyncratic cul-
tures and values are celebrated and often emulated. However, for many
multinational firms, it can be a challenge to maintain social cohesion around
unique values while expanding globally and responding to local cultures.
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TABLE 6–2. The Corporate Values/Philosophies of Honda and Toyota

Honda Toyota

• Proceed always with ambition • Challenge: At Toyota, we maintain a
and youthfulness. long-term vision and strive to meet 

all challenges with the courage and cre-
ativity needed to realize that vision.

• Respect sound theory, develop • Kaizen: Kaizen means striving for 
fresh ideas, and make the “continuous improvement. As no 
most effective use of time. process can ever be declared perfect, 

there is always room for improvement.”

• Enjoy work and encourage open • Genchi Genbutsu: Genchi Genbutsu 
communication. involves “going to the source to find the

facts to make correct decisions, build 
consensus, and achieve goals.”

• Strive constantly for a harmonious • Respect: Toyota respects others, makes 
flow of work. every effort to understand others, accepts 

responsibility, and does its best to build 
mutual trust.

• Be ever mindful of the value of • Teamwork: Toyota stimulates personal
research and endeavor. and professional growth, shares 

opportunities for development, and 
maximizes individual and team 
performance.

Source: Corporate Web pages.

While it is fine to be unique or different at home, being different in a foreign
culture is frequently considered rude and arrogant, if not fundamentally wrong
and improper. When Michelin’s management in China decided to promote the
company global values among its Chinese staff, many outside observers (as well
as some insiders) were critical of their decision, arguing that the company should
follow the “Chinese Way” rather than the “Michelin Way.”71 Nevertheless, many
successful international firms have chosen to implement the same business values
globally. Johnson & Johnson has a “no bribes” policy that makes no allowance for
local “accepted” business practices. The company imposed this policy long before
other firms subscribed to the same principle.

Organizational Values: Historical Legacy or Engineered Outcome?

There is wide agreement that founders and significant leaders often exert con-
siderable influence on organizational culture. Konosuke Matsushita, Soichiro
Honda, Ingvar Kamprad, Sam Walton (Walmart), and Jack Welch are examples
of founders and long-term CEOs whose values and beliefs shaped their corpora-
tions. Some of their values and beliefs helped their organizations deal with criti-
cal situations in their history. Learning from such events can become important
elements of the culture of the company, even as it expands around the world.72



Some of these corporate leaders have written up their values, beliefs, and
personal stories in books that are read extensively by employees and others in
the business community.73 Many firms consciously use stories, or sagas, from the
history of the organization to describe significant accomplishments of their
founders or other key leaders to highlight important aspects of their corporate
culture. The stories anchor the present in the past and provide legitimacy for
how things are done in the organization today. It has become customary to pres-
ent these war stories on the corporate Web site for the benefit of internal and
external visitors.

Shared language is one precondition for strong cultures, helping employees
to communicate effectively, even across considerable geographic and cultural
distance. Firms with strong cultures often develop their own vocabularies that
new organizational members have to learn. And this learning lasts—former
employees of GE or Toyota are often easy to spot even years after they left their
original employers, based on the language they use.

Material symbols can also be used to reinforce the values of the organization.
The layout of corporate headquarters, the types of car that executives are given
and how they travel, and the dress code and behavior of managers are all sym-
bolic expressions of organizational values. The frugality (and relentless focus on
cost reduction) of the founder of IKEA, Ingmar Kamprad, is well known
throughout the IKEA organization from stories that are told about him: how he
drives an old Volvo, that he travels in economy class and stays in budget hotels.

During recent years a growing number of global firms have tried actively to
create a set of corporate values. The so-called values jamborees at IBM have re-
ceived widespread attention. In July 2003, IBM chairman Sam Palmisano invited
all employees at IBM worldwide to participate in a 72-hour Web-based discus-
sion of what “we represent to ourselves and to the rest of the world.” More than
22,000 members of the organization participated in the experiment, which was
followed by a large number of interviews, analyses, and discussions before the
company arrived at the formulation of IBM’s three values: (1) dedication to
every client’s success; (2) innovation that matters—for our company and for the
world; and (3) trust and personal responsibility in all relationships. This was
then followed up by redesigning HR programs and policies in line with these
values. Other large multinational corporations such as Nokia have engaged in
similar jamborees when redefining their corporate values. However, it goes
without saying that members of the organization may not necessary agree with
the new values, or internalize them, even if they have had a chance to state their
own opinions about what those values should be.

Managing Employee Socialization

Employee socialization is probably the most important tool for building global
corporate culture. Employee socialization refers to the process by which a per-
son acquires the attitudes, behavior, and knowledge needed to participate and
perform well as a member of an organization.74 Every organization is unique,
so new members need to learn what its unique features are and how they
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can function effectively within it. For newcomers to become committed to the
organization and be able to contribute effectively, they need to feel socially
accepted—that they have become insiders.75 Although socialization occurs
whenever an individual changes roles and moves across boundaries within the
firm, the process is most intense when first entering the organization.76

New employees go through the first part of the socialization process before
officially beginning work for the corporation. The signals sent by firms to the la-
bor market influence the kind of applicants that they receive.77 The more distinct
and consistent the messages that the corporation sends to the labor market via
its Web site and advertisements, the more likely applicants are to fit the cultural
values, leading to better commitment to the firm. Multinationals like Toyota,
Cisco, IBM, and Nokia have developed elaborate presentations of their com-
pany on their Web pages in which they describe what it is like to work in the
company. These messages are part of the anticipatory socialization that happens
before any face-to-face contact between the recruit and the firm.

Many firms have developed formal induction programs for new employees,
and there is ample evidence that such programs improve the outcomes of the so-
cialization process.78 At Toyota, new members of the US organization go
through a comprehensive five-week orientation program. Every hour of the in-
duction program is specified. Subsequently, the new hires are transferred to
their own units, where the focus shifts to on-the-job training.79 For newly re-
cruited managers induction training is weighted more toward individualized
mentoring.

The Toyota case shows that proper induction of new recruits should involve
far more than a one-day seminar where the history and norms of the company
are rolled out by someone from the HR department. Indeed, some companies do
not even do that. We saw one international high-tech firm that decided to recruit
ahead of the projected growth curve. But the firm did nothing about induction,
in terms of formal training or integrating individuals into the organization.
As a consequence, cohorts formed between people who shared the common cul-
ture of the company they came from. There were the IBM mafia, the HP clique,
and the Motorola group. Deep beneath-the-surface conflicts broke out between
these cliques, contributing to disappointing results.

Socialization is not an issue for entry-level employees only. It is equally,
if not even more, important for externally recruited managers and senior
executives if they are to perform well in their new company. One US execu-
tive, recruited to a high-level position in Toyota, went through a period of
12 weeks in a US engine plant, followed by 10 days visiting plants (including
suppliers) in Japan. A senior Toyota manager served as his mentor through-
out this period, giving him assignments and feedback, and discussing his
experiences on a continuous basis.80 The socialization process was aimed at
helping the US manager to understand Toyota’s values as well as its man-
agement and production principles through an intensive first-hand experi-
ence. He also began to develop personal relationships with people in
different parts of the corporation.
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In contrast, a French multinational, one of the world’s biggest players in its
industry, is an example of a firm that failed to socialize its new senior managers
successfully. Ten years ago, the firm brought eight outsiders into executive
positions with the explicit aim of injecting change and new attitudes and per-
spectives into the culture of the firm. However, within 18 months, all but one
had quit. Without support, instead of changing the culture of the firm, they had
been rejected by the organization as being too different.

One of the challenges in managing the socialization of new managers is
therefore the delicate balance that has to be achieved between socialization
and desired change.81 Socialization should be seen as a two-way process,
where the organization is striving to influence new members who, conversely,
are trying to define a role for themselves in the corporation. If the corporation
is inert and hostile toward changes associated with recent hires, the potential
value of the new ideas brought into the firm is lost and the incomers are likely
to leave.

Rolls-Royce, the aircraft engine firm competing with GE, has been success-
fully expanding into new geographies. It has been recruiting senior executives
from across the world, with the aim of globalizing its traditional British culture.
Rolls-Royce’s top management recognized that this recruitment drive would
not only involve socializing new executives into the firm, but also entail reso-
cializing managers who had spent their entire careers in Rolls-Royce into new
ways of thinking. Recognizing that close social network building was vital at
this level, the vehicle for the reciprocal socialization was a five-day management
program offered periodically to a mix of roughly half new recruits and half old-
timers. The program was sponsored by the CEO, who was actively involved in
the first day, briefing participants on strategically important projects on which
team members then worked intensively together, reporting their recommenda-
tions back to him and top management.

Impact of International Mobility

Toyota is a good example of a multinational firm that consciously uses expatri-
ates to transfer the parent company culture to new foreign units. Toyota is not
alone in using expatriates as a way to diffuse values, beliefs, and behavioral
norms to different parts of the corporation—the pioneering work of Edström
and Galbraith recognized the role of international transfers as a mechanism
of organizational socialization.82 Harzing called expatriates “bumblebees” be-
cause they fly across units and pollinate local employees with their values,
beliefs, and behavioral patterns.83

Multinationals increasingly transfer employees from foreign subsidiaries to
headquarters or other corporate units, not only to learn the business or inform
headquarters about the local perspective, but also with the explicit or implicit
objective of helping the impatriate absorb parent company values and beliefs.
In a number of multinational firms, it is well understood that one of the prereq-
uisites for locally hired high-potential employees to reach senior positions is a
successful pilgrimage to head office.
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International training programs, with sessions taught in different parts of
the world, and perhaps combined with cross-national teams working on action
learning projects, may also be used to influence the participants’ values, beliefs,
and behaviors. AGC Group, one of the leading global glass manufacturers, has
its headquarters in Japan and significant operations in Europe and Asia. It has
made the dissemination of the “Asahi Way,” a global coordination tool, the
centerpoint of its senior leadership program.

Monitoring Adherence to Values and Norms

Virtually all multinationals administer some kind of employee surveys at regu-
lar intervals. Their names differ: Toyota carries out an Employee Morale and
Opinion Survey in its US units every 18–25 months, while Nokia has an annual
global Listening to You survey. Many corporations use these surveys not only to
obtain feedback from their employees on a range of issues, but also to measure
how well corporate values and corresponding behaviors are followed in the
focal unit. The results are then typically fed back to the unit and discussed. If
necessary, a set of corrective measures is agreed and implemented.

As with so many other aspects of organizational life, organizational culture
will not take hold if senior management does not walk the talk. One of the most
difficult decisions is how to deal with high-performing managers who compro-
mise company values. Companies with strong cultures practice zero tolerance:
compliance first, performance second. In one US pharmaceutical firm, a highly
successful general manager of a Chinese subsidiary was asked to resign because
he tolerated sales practices that were not in congruence with corporate values.
Although the official announcement was very discreet, within days, everyone in
the company worldwide understood that values are nonnegotiable.

Challenges in Managing Organizational Culture

Firms with strong cultures typically have explicit values, indeed often a clearly
understood management philosophy like the Hewlett-Packard Way, the Lincoln
Electric Value System, or the Toyota Way. Explicit values are the backdrop
against which practices can be calibrated. This is desirable, perhaps vital,
because it is not specific work practices that create a competitive culture but the
coherence and consistency between those practices.

The potential upside of having a strong organizational culture is significant,
but heavy-handed management efforts to manipulate the culture are sure to
backfire. Indeed culture management may be viewed as social engineering,
which in the extreme can lead to an Orwellian “1984,” when socialization and
training are manipulation in disguise, and empowerment means making
someone else take risks and responsibility.84 In multinationals, attempts by
headquarters to influence employee values and norm may be perceived as colo-
nialism, as expatriates and parent company managers imposing their values
and norms on the local workforce. In a similar way, top management’s claims
about corporate identity may be challenged by employees in subsidiaries, who
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strive to preserve the elements of the subsidiaries’ identity and organizational
culture that they value.85

Although consultants and academics have suggested a range of tools that
companies may use to manage their cultures, reality shows that even with best
of intentions, culture management and change are extremely difficult. Much at-
tention has been paid to the challenges of managing culture in alliances and in
mergers and acquisitions, but influencing culture in day-to-day operations is
equally riddled with challenges. Unfortunately, there is not yet much research
on the long-term efforts of trying to manage and change culture in large multi-
national firms.86 Nonetheless, the existing literature, examples of multinationals
that have been successful in managing their cultures, and our own experience
suggest that culture management requires the following:

• A profound understanding of factors influencing human behavior across
cultures.

• Consciousness of the key elements of the existing culture that the firm
wants to retain and those that it would like to change (and why).

• The involvement of employees from different parts of the corporation in the
process.

• Attention to how decisions and actions are interpreted by organizational
members across units and borders.

• Attention to the realignment of the whole range of HR practices in all parts
of the firm.

• Parent company executives as well as local managers who “walk the talk.”

• A long-term perspective, recognizing that change in culture requires conti-
nuity in change.

The careful management of organizational values at the Indian IT giant Infosys
provides a good example of many of the points we have mentioned here—see
the box “Walking the Talk at Infosys.”

Strong cultures are effective in the long term only if emphasis is placed on val-
ues and norms that support innovation, change, and the successful management
of tensions. When circumstances change, there must be intense debate over how
to define values that should guide new behavior. The decade-long reconsidera-
tion of the tenets of Hewlett Packard’s HP Way in the 1990s reflected a process of
internalizing modified values that led to a new configuration of work practices.89

Values jamborees, such as those carried out in IBM and Nokia, could also be a part
of a longer process of realigning a firm’s values. However, even with its culture
firmly in place, as pointed out earlier, it took Toyota a number of years to explic-
itly articulate the various elements of its culture in a formal description.

LEVERAGING GLOBAL MINDSET

Several years ago, the mobile telecommunication infrastructure division within
the Nokia corporation (now a part of Nokia Siemens Networks), participated in
a benchmark study of how managers perceive a company’s global strategy.
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Walking the Talk at Infosys

The top managers of India’s Infosys deeply
believe that shared values and principles give
the corporation its character and provide the
sustained integration they feel its 90,000 em-
ployees need. The values were those of
Narayan Murthy and his seven colleagues,
who built the IT services corporation that was
Asia’s most admired corporation for six con-
secutive years from 2000. The values are for-
malized with the acronym CLIFE, standing
for Customer delight, Leadership by example,
Integrity and transparency, Fairness, and the
pursuit of Excellence.

These may sound like trite phrases, but
they are imbued with meaning for Infosys staff
precisely because of the example of their lead-
ers. Indeed, being a role model is embedded in
the second of the five values. Narayan Murthy,
the billionaire CEO, sets the example by living
in the same two-bed room apartment he and
his wife moved into in 1984. He says, “I truly
believe in leadership by example. I have
realized that it is the most powerful way of cre-
ating trust in your ideas. Before  doing some-
thing, you must do it yourself.” For example,

he used to travel frequently on company
buses. When complaints were made about bus
travel, Murthy’s comments were taken seri-
ously. His management team believes in rapid
communication and responds to all internal e-
mails and inquiries within 24 hours.87

Recruits in this fast-moving company are
hired and promoted not for their IT skills but
for their ability to learn quickly and for their
fit with company values. But as with Toyota,
the concern today is how to maintain these
values as the company expands its operations
around the globe.

Researchers have found that enterprises
are unlikely to have strong shared values
unless they were deeply held by the founder.88

Indeed, the cultures of Infosys, Toyota, Virgin,
Maersk, Hilti, IBM, and other companies that
are exemplars of values-based leadership, all
stem from their founders. It takes so much
consistency over time and across leaders to
give values meaning—a warning for those
who think that values can be developed at a
seminar and disseminated through fancy
presentations.

The survey showed that some parts of the organization, such as product lines,
had a highly global orientation. Other parts were strongly local—for example,
local sales companies in emerging markets. The initial reaction of most execu-
tives was positive: “This is exactly what we need—strongly integrated product
lines worrying about global economies of scale and locally oriented sales units
worrying about local opportunities.”

Their view changed as they realized that, as a result of this differentiation,
conflicts were being pushed up to senior management for arbitration, over-
loading their agendas, causing delays in decision making, and leaving little time
to focus on institutional leadership. While the product managers did indeed
need to be global, they also needed to work conflicts through with local sales
units—and vice versa. Consequently, top management launched a number



of initiatives, ranging from management education to changes in profit and loss
accountability, in order to develop a more balanced perspective and the neces-
sary global mindset.

In the global competitive arena, sustainable competitive advantage de-
pends on the ability of employees across all regions of the world to implement
increasingly complex competitive strategies. One source of complexity is the
simple fact that competitive demands may vary from one subsidiary to another
and from function to function—the challenge is how to respond to strategic
diversity across units.

It is not only the blueprint of a strategy that matters; the organization’s
capacity to execute it is equally important. Headquarters rules and policies
help, but they cannot fully cope with a differentiated reality. Leadership is es-
sential for addressing the contradictions of transnational enterprise, but it is
also insufficient. The key lies in the minds of people inside the enterprise—
requiring a particular intellectual orientation to business problems and an
open and positive attitude toward other cultures and people. We call the atti-
tudes and the required cognitive structure that underlie such thinking a global
mindset.90

What Is Global Mindset

The organizational challenges of globalization require new skills for managing
diversity as well as changes in how managers frame business problems. This is
not a new argument. It was originally proposed in the late 1960s by Howard
Perlmutter,91 who developed the first formal outline of the orientations or mind-
sets of managers in multinational firms. Perlmutter’s now-classic typology of
ethnocentric, polycentric, and geocentric orientations formed a framework for
subsequent theoretical and empirical work. Perlmutter identified a need for
more “geocentric” managers, “the best men, regardless of nationality, to solve
the company’s problems anywhere in the world.”92 Since then, many authors
have argued that the orientation of managers has become a critical issue facing
multinationals.

Expatriates are defined as managers working in a different country from
their own. In contrast, global93/geocentric94/transnational95 managers—the
terms have been used in rather similar ways by different authors—are defined
by their state of mind. They are people who can work effectively across organi-
zational, functional, and cross-cultural boundaries. Some global managers may
be expatriates; most have been expatriates at some point in their careers; but not
all expatriates are global managers. The international management literature is
full of examples of expatriates with an ethnocentric orientation.96 At the same
time, managers in key subsidiaries may not be expatriates, but they invariably
need to have a global mindset.

There are two different and complementary perspectives on global mindset,
one rooted in a psychological focus on the development of managers in multi-
national firms, and the other coming from scholars and practitioners with a
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strategic viewpoint on the transnational enterprise. Let us briefly review these
two perspectives.

The Cultural Perspective

The first views global mindset as the ability to accept and work with cultural di-
versity, reflected in research that tries to map the skill or competence sets as-
sociated with management of diversity. Cultural self-awareness and openness
to and understanding of other cultures are the core elements of the psycho-
logical or, as some scholars prefer to label it, the cultural perspective on global
mindsets.97 In contrast to an ethnocentric mindset, a person (and by extension
a firm) with a global mindset “accepts diversity and heterogeneity as a source
of opportunity.”98

In line with this perspective, the term “transnational manager” has been
coined to describe cultural “citizens of the world,” individuals defined by their
knowledge and appreciation of many cultures, able to tread smoothly and
expertly between cultures and countries throughout their careers.99 Rhinesmith
suggests that people with a global mindset tend to have broader perspectives
than people with a traditional domestic mindset; they try to understand the
context for decision making and are suspicious of “one-best-way” solutions.
They accept life as a balance of contradictory forces, facilitating their ability to
handle tensions and conflict. They value diversity, channeling it through team-
work. They view change as an opportunity rather than a threat, are open to new
initiatives, and focus on process rather than structure to deal with the ambigui-
ties and needs for adaptation in multinational firms.100

Few individuals possess all these qualities (or the personal attributes, skills,
and knowledge supposedly held by individuals with a high level of “cultural
competence”101)—but those who do are likely to be better equipped to deal with
the challenges of working in transnational firms.

We discussed related issues when listing preferred personal characteristics
of expatriates, but these qualities are also relevant for home-country-based
executives in global organizations.

The Strategic Perspective

The second complementary perspective on global mindset, and the one that we
will address in more detail, focuses on a way of thinking (or cognition) that
reflects conflicting strategic orientations; it can therefore be labeled a strategic
perspective. Since most multinational firms face strategic contradictions (the de-
termining feature of the transnational enterprise), scholars have emphasized the
need for “balanced perspectives,” arguing that a critical determinant of success
in multinationals lies in the cognitive orientations of senior managers—their
ability to cope with complexity embedded in the business.102

Diverse roles and dispersed operations must be held together by a manage-
ment mindset that understands the need for multiple strategic capabilities, and
views problems and opportunities from both local and global perspectives. The
task is not to build a sophisticated structure but to create a matrix in managers’
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minds.103 As suggested in Chapter 1, the “matrix in the mind” concept captures
the notion of global mindset and the idea that contradictions need to be built
into the way of thinking of managers and leaders in the transnational firm.

As we discussed earlier in this book, the main strategic drivers in the
transnational enterprise are global efficiency, local responsiveness, and world-
wide coordination. So the strategic perspective on global mindset expects indi-
viduals to balance competing priorities that emerge in international management
processes, rather than to advocate one dimension at the expense of the others.
The global mindset recognizes that organizational resources are deployed
across all subunits and places high value on sharing information, knowledge,
and experience across boundaries.104

Obviously, not all companies need to develop transnational mindset in
order to do business across borders, although we believe that an increasing
number of firms will should develop in this direction. A multidomestic or
meganational mindset may sometimes be just as appropriate, and a polarized
mindset may serve a positive purpose at a particular stage of a firm’s interna-
tionalization. The desired state is that employees in a global organization share
a mindset aligned with the strategic posture of the corporation.

Measuring Global Mindset

Global mindsets have been measured in different ways, some focusing on the
psychological/cultural dimension, some on the strategic.105 It is possible to
measure the strategic view of global mindset and identify the orientation of
different parts of the multinational. Measurement is a powerful tool for
development. Using repeat surveys to evaluate global mindset provides top
management with an objective indicator of the effectiveness of development
activities. Before-and-after scores assist in evaluating the effectiveness of in-
ternational management training or communications programs intended to
promote global values and priorities within an organization. Individual and
group scores can help to assess the effect of HR policies and tools, such as
international assignments and rotation, global compensation practices, per-
formance management, and specific training programs.

Scales for measuring individual and organizational progress toward a
global mindset have been developed and validated (see Table 6–3).106 The aim is
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TABLE 6–3. Measuring Global Mindset

• Global efficiency/integration: the centralized management of dispersed assets
and activities to achieve scale economies.

• Local responsiveness: resource commitment decisions made autonomously by 
a subsidiary in response to primarily local competitive or customer demands.

• Worldwide coordination: the level of lateral interaction within and between the 
network of affiliates with respect to business, function, and value chain activities.

Source: T.P. Murtha, S.A. Lenway, and R.P. Bagozzi, “Global Mind-Sets and Cognitive Shift in a Complex Multi-

national Corporation,” Strategic Management Journal 19, no. 2 (February 1998).



to assess a key ingredient for the successful implementation of a global compet-
itive strategy—namely, the capacity of individuals to consider complex interac-
tions and differences in global strategy.

In our study of Nokia, mentioned at the beginning of this section, the data
showed that global efficiency/integration was valued more than local respon-
siveness. This illustrated a polarity between the global orientation of the busi-
ness units that were part of worldwide product lines and the local orientation of
downstream units responsible for regional sales and customer services. Corpo-
rate staff held balanced views, but with a relatively low orientation toward both
global efficiency/integration and responsiveness, reflecting difficulties in reach-
ing consensus. Previously, this rapidly growing company handled the tensions
of conflicting polarities through informal dialogue among the close-knit net-
work of leaders who shared common experiences and values. However, as the
business expanded, the ability of a small network of leaders to address all the is-
sues was increasingly strained. This global mindset needed to be shared by a
much larger managerial population.

What did the company do? It actively communicated the need to increase
local responsiveness, and it rotated the leadership team to give more responsi-
bility to executives with local experience. Profit and loss accountability was de-
centralized. Two hundred and fifty managers were involved in action learning
programs to find ways of increasing lateral coordination, replacing vertical in-
tegration. The next round of the survey 18 months later showed a significant
shift to the desired balanced direction.

How to Develop Global Mindset

While it may seem obvious that multinational firms will need more managers
with global mindset both at headquarters and in overseas units, translating this
attractive vision into an operational reality is not simple. How does one go
about developing global mindset? How can HRM tools help? It all starts with
recognizing diversity.

Equal Opportunity for All—Regardless of Passport

Perhaps the biggest barrier to the development of global mindset is the impres-
sion of local staff around the world that one’s passport counts more than one’s
talent. If developmental opportunities are restricted (even unintentionally) to
people from the parent country, or those from a few lead countries, local
employees will inevitably tend to retain local perspectives—that is the only
direction relevant for their own futures. Therefore, the key challenge in devel-
oping global mindset is to secure equitable access for talented employees
worldwide to take advantage of available opportunities.

From a long-term perspective, a truly global enterprise must satisfy a sim-
ple but demanding test: Does it matter, for their future success, where employ-
ees enter the organization? Today there are probably only a few companies that
can meet this benchmark, especially if global actually means outside of the
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Northern Hemisphere. How many established multinational firms have suc-
ceeded in developing a cadre of senior executives representing all the continents
on which they operate? It takes decades of effort to ensure that selection criteria
are not biased toward one cultural group and that early identification of talent
works just as well in Karachi as it does in New York.

Why do these barriers persist? Historically, most operational HR activities
in multinational firms were decentralized to individual country organizations.
In principle, this approach is logical—after all, the vast majority of employees
are and always will be “local,” embedded in the local culture and impacted by
the local legal and regulatory environment. However, when HR localization is
taken too literally, and everyone is treated as local, who is “global?” A natural
outcome of this well-intentioned, but ultimately destructive, localization bias is
that nationals of the country where the corporate center is located are consid-
ered implicitly “global,” but all others are “local” and have only a limited
chance of advancing on the corporate ladder. That is why the top leadership
group, even in firms with extensive international experience, is usually unrep-
resentative of the employee population.

This deepening emphasis on global mindset requires a major shift in HRM
orientation. Inherited ethnocentric and parochial HR systems and policies,
which focus on a single country or a select group of employees, are often the
biggest barriers to the implementation of effective global HR processes. The con-
ventional focus of international HR is on selecting and supporting expatriates,
rather than serving the global employee population. In many corporations
worldwide, the operational needs of the expatriate management system, much
of it centered on compensation and benefit issues, still dominate the “interna-
tional” agenda of the corporate HR group. We will return to this important is-
sue in Chapters 7 and 8.

Building on International Mobility and Project Work

Academic research107 has shown that international assignments develop many
different aspects of global mindset, as outlined in Table 6–4.

But despite its advantages, there are several limitations to the use of in-
ternational mobility as a tool for developing global mindsets, not least that it
is costly and employees may not be willing to relocate internationally. There-
fore, while learning-driven international transfers are likely to remain a crit-
ical building block for developing global mindset, they are reserved for the
critical few with clear functional or leadership potential. An equally impor-
tant building block, and one that is increasing rapidly in use, is cross-border
project work.

Cross-border projects are an alternative tool to work through local–global
problems and opportunities, and are an excellent way of developing global
mindset—perhaps the most important instrument for the future. The purpose of
the project group (or cross-border steering group or internal board) is to bring
different perspectives to bear. The skills learned through project work include
the ability to work with peers who may have different perspectives on how to
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approach the problem, setting goals on important but ambiguous tasks, and
working through conflicts.

Enhancing Global Mindset through Management Training

Another important tool to develop global mindset is training. This underlines
the appeal of recruiting from business schools with internationally heteroge-
neous student populations. The educational process, with its emphasis on class-
room discussion, team approaches to case studies, and international consulting
projects, is designed to maximize the give-and-take of multiple opinions and
orientations, giving the students a better understanding of the richness of vari-
ous perspectives and the value of tapping into other people’s knowledge.

Many companies, including Johnson & Johnson, Unilever, and GE, use in-
house training to speed up the development of global mindsets. Staff in GE’s
management development center designed short, intensive, and experiential ac-
tion learning programs to foster GE’s internationalization. As part of these pro-
grams, multicultural action learning teams of GE managers were sent to China,
Russia, and India to work on specific company problems in these regions, as
well as to collect information on GE’s best and worst practices around the world.
The teams immersed themselves in the issues relevant to each region and re-
ported on their findings, outlining business opportunities to top management.
Even today, many years after they have taken part, many of the former partici-
pants reflect on their “global leadership” training as one of the most influential
events of their careers.

Most of the company-specific programs that we undertake with multina-
tional firms have the development of global mindset as an objective. A typical
scenario is a two-week seminar for 36 select executives, commissioned by the
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TABLE 6–4. How Mobility Enhances Global Mindset

• Transfers develop the portfolio of skills associated with global mindset, such as champi-
oning global strategy, facing up to cross-border conflicts, and handling complexity.

• Transfers develop skills in handling cultural diversity. An individual learns that
there are multiple ways to solve a problem and that every way has some merit. This
also counteracts the cognitive tendency to think in terms of cultural stereotypes.

• As managers move from a local subsidiary role to a regional or global coordination
role and back, they know that they may inherit any problems of excessive localism
(or globalism) in their next job—which may moderate the natural tendency to swing
the pendulum too far.

• The need to balance different pressures is built into many jobs. The career prospects
of the international assignee depend on being able to satisfy the performance
requirements of the subsidiary, and the demands of headquarters staff, and
perhaps those of the assignee’s mother country.

• Someone with experience of working abroad is more likely to be put on international
project groups and councils, to be appointed to cross-border steering groups, and to be
a link in best practice transfer, all of which reinforce the development of global mindset.



chairman of a group of companies headquartered in Southeast Asia. The con-
cept behind this and other such programs is simple: Lock up a group of execu-
tives off-site; get them to understand each others’ problems and their
interdependencies through project work and discussion of appropriate cases,
guided by the conceptual understanding and encouragement of outside faculty;
and facilitate the face-to-face relationships that will allow them to work through
the conflicts. In short—build global mindset and appropriate behavior.

Reinforcing Global Mindset

The development of global mindset through assignments, projects, and training
is unlikely to be effective unless it is reinforced within the organization by in-
ternal consistency and coherence of practices and norms. We had a clear illus-
tration of this when working with Nokia, which relies heavily on international
transfers to implement mobile telecom projects around the world.

Our research showed that Nokia expatriates had far more “balanced”
perspectives than their domestic counterparts, showing high understanding
of the interplay between global and local forces and the need for coordina-
tion. However, to the company’s surprise, there were no significant differ-
ences in mindset between expatriates returning to Finland after six months’
absence and those who had never left home. At headquarters, roles, respon-
sibilities, and corresponding performance criteria were heavily skewed to the
global at the expense of the local. Repolarization of the mindset appears to
quickly follow.

One of the key steps top management took was to adjust performance man-
agement metrics to push for more balanced perspectives. Shared performance
indicators, tied to a common global strategy, facilitate the resolution of conflicts
across boundaries.

The Role of Senior Executives

Global mindset starts at the top. The first step is its articulation and reinforce-
ment by top management, in clear and consistent language, across all levels and
units. During his tenure as CEO of ABB, Percy Barnevik spent more 200 days
each year visiting ABB’s operating companies around the world, personally
presenting his vision of a global enterprise to thousands of managers and
employees. For many years, “Barnevik’s slides” served as a common source of
reference down through the organization. Barnevik did not believe that com-
municating ABB’s business vision and strategy could be delegated. Many other
top executives agree: Corporate leaders like Carlos Ghosn of Renault-Nissan
and former Shell CEO Jeroen Van der Veer are famed for the amount of time they
have spent roaming the world to spread the word.

Global mindset is not just part of a vision statement; it is manifested in the
way a company makes strategic decisions and goes about their implementa-
tion. While top management provides the context for the way to think about
global strategy, it is up to the senior managers in business units, functions, and
country and regional organizations to make global mindset a reality inside an
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organization. Their respective roles may be different, but they ultimately share
the responsibility for the synergy between responsiveness and integration.

Rethinking the Global Mindset Paradigm

At this point, it may be useful to remind ourselves that global mindset—and its
strategic dimension in particular—is about balancing perspectives that at first
glance may appear contradictory. In their passion to promote global mindset,
academics and others writing from a normative perspective sometimes have a
tendency to see global or cosmopolitan as superior to local, calling for a “uni-
versal way that transcends the particulars of places.”108 “Local” is taken to mean
parochial and narrow-minded.

However, in our view, global mindset requires the opposite approach to
such one-dimensional universalism—it calls for a dualistic perspective, immer-
sion in local “particulars” while retaining a wider cross-border orientation. As
companies pursue various strategies to instill global mindset, it is important to
consider that a genuine emphasis on global mindset implies recognizing diver-
sity. And diversity includes tolerance of people who are not “global,” either
through lack of opportunity, personal choice, or circumstances. Anything taken
to extremes risks becoming pathological—and global mindset is no exception.
This is true for companies as well as for individuals.

During the last decade, a catchy paradigm—”Think globally, act locally”—
has often been used to capture the concept of a progressive corporation that
considers the whole world its market, but at the same time carefully nurtures
and adapts to local priorities and requirements. However, implementing this
vision has turned out to be a longer and more difficult process than most com-
panies envisioned.

What is the problem here? In a multinational firm that used this popular slo-
gan on the first page of its annual report, one local subsidiary manager com-
mented, “Our firm is organized on a simple premise. When operating under
stress—and that is most of the time—they do the thinking, and we do the acting.”
In other words, the thinking and acting are two separate roles, performed by two
separate groups. The headquarters takes the strategic initiatives, which the locals
are left to implement. Although such a paradoxical outcome may not be what was
intended, it may be unavoidable: The tensions embedded in managing a business
on a global basis are dealt with by separating decision-making responsibilities,
making no provision for supporting the development of shared ways of thinking.

In contrast, the key argument we present in this section is that global mindset
is about the ability to balance contradictory perspectives. It is also as much about
learning as about doing. To be truly global implies openness to learning from the
experience of others, and to understanding and appreciating how others (local
customers, employees, or competitors) think. Of course, the specific needs of local
customers have to be assessed carefully—hence the requirement to be able to
learn and understand the local context through local immersion. However, the
ability to satisfy those needs with a superior value proposition is dependent on
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the global mobilization of corporate resources, whether these are leading-edge
technology, economies of scale, or global standards of performance and quality.
There is no competitive advantage in being an “average” local firm.

Perhaps the way out of the global/local dilemma is to return to the logic of
the globalization process. Today, it is not enough to act locally in a fragmented
country-by-country fashion. Leveraging R&D investments, manufacturing as-
sets, logistics, IT infrastructure, service platforms, and operational know-how
for competitive advantage requires a world-scale approach. At the same time,
customer needs are increasingly individualized, and customers throughout the
world exhibit a strong preference to be treated as individuals—the secret of the
business model implemented by Dell (customers design their own computers)
and Ritz-Carlton (providing extraordinary personal service to its hotel clients),
or the mass customization perfected by Toyota. Similar tendencies are increas-
ing among corporate customers: They want it their way, unique to their partic-
ular situation, but at the best possible global price and quality—and speedily.
This can be achieved only if the whole organization can act as one.

What, then, is the competitive advantage of a multinational corporation? In
simple terms, it is the ability to tap into and mobilize the company’s capabilities
and skills, wherever they may be in the world, to satisfy local customer needs. It
may be useful, therefore, to rephrase the original paradigm. Building a company
with a global mindset is really about developing an organization that can learn
locally and act globally—in a way that competitors cannot match.109 Perhaps this
is a contradiction, but such is the nature of globalization.

In summary, the idea behind global mindset is that managers in multina-
tional firms must have the capacity to accept the legitimacy of multiple business
perspectives. Inevitably, multiple perspectives lead to tensions between differ-
ent subunits of the firm; yet most tensions can be worked out through relation-
ships supported by norms of collaborative teamwork. This brings us back to the
concepts of social capital and shared values discussed earlier in this chapter;
these three aspects of social architecture are closely intertwined.

TAKEAWAYS

1. Every organization is a social entity. One of the key responsibilities of
HRM in multinational firms is to design and build the company’s social
architecture.

2. Three elements of social architecture are of particular relevance to global
organizations: relationships among the employees (social capital); shared
values, beliefs, and norms (organizational culture); and global mindsets.

3. There are three aspects of social capital: structural (emphasizing position
within a network); relational (focusing on trust and mutual obligations);
and cognitive (encompassing shared meanings).
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4. In firms rich in social capital, information flows quickly and freely across
intraorganizational boundaries. Social relationships also help resolve the
inevitable tensions and disagreements created by the conflicting demands
facing the multinational firm.

5. Organizational culture can be understood in terms of values, beliefs,
and norms that are held in common across all or part of the global
organization. Shared values facilitate the trust that is essential for effective
lateral coordination, conflict resolution, and knowledge transfer.

6. The extent to which values, beliefs, and norms are shared throughout the
multinational is influenced by a range of factors related to HRM. The
selection of future employees, their socialization, and international
mobility are commonly used for the firm to maintain and strengthen its
culture.

7. In multinationals, employees often identify with both their local unit and
the corporation as a whole. The dual organizational identification can be
beneficial if well balanced, since it fosters sensitivity to both corporate and
local interests, issues, and concerns.

8. There are two different and complementary perspectives on global
mindset. The first is a cultural perspective and refers to the openness
toward other nations and cultures; the second is a strategic perspective that
denotes a person’s ability to balance a firm’s competing strategic priorities.

9. The foundation for developing a global mindset is equal opportunity for
all, regardless of where they enter the firm. The major HRM tools to build
such a mindset are international mobility, cross-border projects, and
training.

10. Building a company with a global mindset means developing an organization
that can learn locally and act globally.
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CHAPTER 7

Managing Global Talent:
Recruitment, Selection, 

and Retention

Developing a Global Talent Pool at Schlumberger

Founded by two brothers, Conrad and Marcel Schlumberger, in France in 1927,
Schlumberger is now a US$23 billion giant in the oil services industry, with head-
quarters in Houston, Paris, and New York and a British CEO, Andrew Gould. The
Schlumberger brothers invented a way of detecting oil located deep in the ground
by lowering electrical wires down a drilling hole. Today Schlumberger offers most
of the services that an oil company needs to explore and produce oil, from seismic
mapping to integrated project management, on a fixed-fee basis. With the most
sophisticated oil technology in the industry—vital when oil is difficult to find and
get out of the ground—Schlumberger’s fortunes have boomed during the last five
years, with revenues growing by around 30 percent each year and profits tripling
since 2003 to reach an estimated $7 billion in 2007.

Western oil majors like ExxonMobil and Shell depend on Schlumberger’s
services, as do the national oil-producing companies that control the bulk of oil re-
serves around the world, such as Saudi Arabia’s Aramco, Brazil’s Petrobras, and
Kazakhstan’s KazMunaiGaz. Countries with oil reserves want to control the rev-
enues from their oil, but they do not have the necessary technical skills. Rather than
sharing the revenues with a Western oil major to access those skills, as they did in
the past, they have turned to Schlumberger. In Russia, for example, Gazprom con-
tracts technical services from Schlumberger, which first entered the Russian indus-
try in 1929, and 14,000 of the company’s 80,000 employees work in Russia. Andrew
Gould comments that “Russia could one day be as big for us as the US,” where
Schlumberger gets nearly 30 percent of its revenues.1 255



A good part of the unrivaled competitive advantage that Schlumberger enjoys
over competitors such as Halliburton and Baker Hughes dates back to an initiative
the firm took in the early 1990s, when it decided that people and technology would
be the two strategic drivers of business growth. Schlumberger had long recruited in
its regions of operations, and now it decided to invest actively in developing local
talent in petroleum geology and geophysics in emerging markets like Russia, Kaza-
khstan, and China, building close relationships with the top local engineering
schools.

Young employees are attracted to the firm because they know they will receive
the best learning opportunities in the industry through classroom training and proj-
ect work. One of the pulls for bright engineers in China, Nigeria, and Mexico is that
Schlumberger is renowned for treating everyone in the same way, regardless of pass-
port, when it comes to training, careers, and compensation. In a culture where
“talent” equates with “engineers,” performance is appraised by technical experts
rather than managers.

These proved to be farsighted moves. During the last 15 years there has been a
global geographic shift in the supply of technical talent to the oil extraction industry.
The number of petroleum engineers graduating from schools in the United States and
Western Europe dropped steadily from the mid-1980s, practically drying up after 1999
when oil prices bottomed at $10 a barrel. But the number graduating from universities
in emerging countries has steadily increased. Western majors envy Schlumberger’s
ability to attract, develop, and retain the best and brightest, and to deploy them
where needed, from the freezing tundra of Siberia to the charred deserts of Algeria.

Schlumberger does have retention problems. Top drilling experts are lured
away by 300 percent salary raises in an industry where talent is a key to success.
Each such departure warrants a full investigation, just like a technical mistake caus-
ing downtime on an oil rig.

Through lean and fat years, Schlumberger has consistently focused on cultivat-
ing great people. They are expected to be highly mobile—a senior Nigerian manager
now working back home, for example, may have worked on every continent. Unlike
many other firms, high performers from other disciplines often do a stint in human
resources, and 40 percent of the HR staff are so-called visitors. “The capacity to de-
velop talent from anywhere in the world is one of our key strengths,” says Gould, and
even its closest competitors would agree, envying the company’s profitable growth.2

OVERVIEW

An international oil service company like Schlumberger has few fixed assets
and no legacy positions; it lives off its know-how, embedded in the talent of its
workforce. In that sense, Schlumberger is a typical multinational in today’s
knowledge economy. What is notable about Schlumberger is that it made some
bold strategic decisions concerning global talent attraction and development.
It moved early on from exporting home based talent to transnational talent
management.
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Talent management is the process through which organizations anticipate
and meet their needs for human capital. Basically, it involves getting the right
people into the right places at the right time. The focus has historically been on
managerial and leadership positions, but increasingly it also targets top-level
technical specialists who are strategically important to the success of the firm—
like the engineers for emerging markets that Schlumberger needs.

After defining talent management, we discuss other reasons why it is so
important for the international firm—some might argue that together with the
closely related domain of performance management, it is the most important
item on the HRM agenda. The reasons have to do with the progressive move
into the knowledge economy, with demographic changes and globalization
(notably competition for talent from local start-ups and multinationals in
emerging markets), and with increasing individual mobility.

In international firms talent management has historically been a local re-
sponsibility; corporate headquarters restricted its focus to expatriation and the
development of senior leaders. Today transnational organizations are under
pressure to have more consistent talent practices across the world. This tension
between global consistency and local adaptation is one of the balancing acts that
we discuss in this chapter; the other is the balance between building or buying
talent—developing talent internally or recruiting it from the market.

We then move on to discuss three areas of particular interest to firms oper-
ating across borders. The first is managing recruitment, where we consider how
an organization can forecast the supply and demand for talent, how it can reach
out to recruit people globally, and how it can build an appropriate employer
brand as well as a differentiated employee value proposition.

The second area of talent management is selection and assessment, where we re-
view the role of culture and business context in selection, and what this means for
the management of diversity (with a focus on gender as well as national culture
and ethnic background). Many international firms use competence frameworks to
steer assessment and link it to capability development. We discuss alternative
ways of developing such a framework and applying it in a transnational firm. We
also discuss the important challenges of internal talent selection, how “potential”
can be assessed among people in operations located around the globe.

The third area is retention management. Investing in the development of talent
is not a viable business proposition unless the company can retain the individu-
als and profit from that investment. Before moving on to the next chapter, where
we focus on talent development, we explore another balancing act in talent
management—balancing short-term pressures with a long-term time horizon.

WHAT IS TALENT MANAGEMENT 
AND WHY IS IT SO IMPORTANT?

There is no shortage of talented people in the world; but there is a shortage
of the right people in the right places. Talent management has been de-
scribed by academics and practitioners alike as the key strategic human
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management agenda for the future.3 As some say, “We bet on people, not on
strategies”—for what is the value of a strategy unless it can be executed
through people? Recent surveys of many thousands of executives throughout
the world show that finding talented people is likely to remain the single
most important preoccupation of executives in the medium term. No other
global trend was considered nearly as significant.4

What Do We Mean by Talent?

When we ask managers from either the line or HR function to define talent in
their organization, many of them say “everyone.” In its broadest sense, talent is
synonymous with human capital or resources. A 2006 British survey of HR
managers showed that two-thirds of them felt that talent should not focus on a
small privileged group or exclude anyone.5 However, when it came to their
enterprises, the majority of firms—three-quarters of those surveyed—had a
more restrictive definition of talent, focusing on employees with high strategic
value, those who are most important for the success of the firm.

Huselid, Beatty, and Becker argue that the focus of talent management
should be on building capabilities to implement the strategy of the firm. It should
center on resourcing A positions, those roles that (1) have a direct impact on com-
pany strategy and (2) exhibit wide variation in the quality of the work carried out
by people who occupy them.6 To this we can add (3) uniqueness or firm speci-
ficity, the extent to which positions require tacit knowledge and deep experience
that cannot be found easily in the external labor market.7 It would not make eco-
nomic sense to invest equally in a clerical employee who can be easily replaced
and in a functional expert who may additionally have high leadership potential.

This portfolio approach distinguishes between strategically important 
A positions, supporting B positions, and C positions that may be required but that
do not differentiate the firm,8 as shown in Table 7–1. While A positions are defined
primarily by their impact on strategy and its execution, as well as the range in per-
formance levels and the firm specificity of the position, other characteristics flow
from this that distinguish A, B, and C positions—such as differences in the scope
of authority and in the consequences if someone in that role makes mistakes.

These three types of position do not necessarily correspond to hierarchy,
pay scales, or the difficulty of recruiting for the position. Take the airline indus-
try as an example. The people who negotiate landing rights, with higher
variability in their performance, are more critical to the success of the firm than
the pilots who come immediately to mind but who are more replaceable. So it
would make sense for an airline to select carefully and groom such negotiators,
the A position players who constitute talent with a capital “T.” Regulations
ensure that all pilots have to be well trained and qualified, and so their roles
might be considered as supporting B positions, or talent with a small “t.”
Ground staff might be considered C players, managed according to the market.

So we would define talent management as deliberate actions to attract, re-
cruit, develop, and retain those individuals who, individually or collectively,
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have the capability to make a significant impact on the results of the firm, and
whose skills are firm-specific.9

Why Is Talent Management So Important?

Although the concern for talent ebbs and flows with economic cycles, the grow-
ing importance of talent management reflects changes in the nature of the sup-
ply and demand for skilled employees. What drives these changes is first the

TABLE 7–1. Which Jobs Make the Most Difference?

A Positions: B Positions: C Positions:
Strategic Support Surplus

Defining Has a direct strategic Has an indirect strategic May be required for the
characteristics impact AND exhibits impact by supporting firm to function but has

high performance strategic positions and little strategic impact
variability among minimize downside
those in the position, risk by providing a 
representing upside foundation for strategic
potential, AND  efforts OR has a  potential
requires firm-specific strategic impact but
know-how exhibits little performance 

variability among those
in the position  

Scope of Autonomous Specific processes or Little discretion in work
authority decision making procedures typically 

must be followed

Primary Performance Job level Market price
determinant of
compensation

Effect on value Creates value by Supports value-creating Has little positive
creation substantially positions economic impact

enhancing revenue 
or reducing costs

Consequences May be very costly, May be very costly Not necessarily costly
of mistakes but missed revenue and can destroy value

opportunities are 
a greater loss to 
the firm

Consequences of Significant expense Fairly easily remedied Easily remedied through
hiring wrong in terms of lost training through hiring of hiring of replacement
person investment and replacement

revenue opportunities

Source: Adapted from M.A. Huselid, R.W. Beatty, and B.E. Becker, “A Players or A Positions?” Harvard Business Review, December 2005, pp. 110–17.



shift to the knowledge economy and second the impact of demographic
changes—an aging of the workforce in much of the West, but rapid growth in
the rest of the world. Third, there is the progressive globalization of talent: West-
ern multinationals search for highly skilled scientists and engineers in emerging
countries while local companies seek managers to help them to become multi-
nationals. And fourth, we are witnessing increasing job mobility, with at least
some shift in the balance of power from the organization to the individual.

The Shift to the Knowledge Economy

As we move step-by-step into the knowledge economy, company performance
becomes increasingly dependent on the skills of its employees. Workers in tra-
ditional blue-collar industries were once easily replaced. Today’s equivalent of
the blue-collar worker needs specialized skills in robotics or computerized pro-
duction, and these workers be replaced so easily. Silicon Valley enterprises such
as Google use billboards not to advertise their services but to attract smart and
experienced job applicants to their employment Web sites. In organizations
that live entirely off their knowledge capabilities—consulting and legal firms,
investment banks, and academic institutions—the CEOs of top firms spend
25–40 percent or more of their time on talent management.

Talent is so important in the knowledge economy that companies are
obliged to go where the talent is. Let us take R&D as an example. In the past,
if there was one function that would be located close to the headquarters in
San Jose, Munich, or Tokyo, it was R&D. Multinational firms used to focus
only on R&D talent in the mother country, and even in multidomestic firms
more effort was devoted to talent management at home than elsewhere. Today
there is growing awareness that R&D talent is available in many parts of the
world. Silicon Valley used to be the home ground for high-tech IT skills.
Nowadays, these may be located in Bangalore and Pune, Tallinn, or Kuala
Lumpur.

Demographic Changes

Due to inescapable demographic trends in most developed countries, there
has been a decline in the size of the talent pool that will continue for the next
20–30 years (partially compensated for by immigration, particularly in the
United States). There is a bulge in the number of older people approaching
retirement and fewer young people, especially those at the productive career
stage of their thirties.

Figure 7–1 shows the demographic profile of Germany for 2015, shaped like
a diamond. With affluence, dual careers, and increasing divorce rates, countries
such as Germany have for many years been experiencing negative population
growth. There is a bulge in the number of people aged 45–54, the baby boom
generation that is heading into retirement, resting on a narrow population base
of younger people. The German figures are not atypical—Japan and Italy have
an even more serious demographic problem, while the situation is similar but
less severe in Scandinavia, Singapore, and the United States.
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While the population of the more developed world has increased by a mere
14 percent during the 30-year period 1978–2008, the population of less devel-
oped countries has been doubling, growing by 112 percent during the same pe-
riod.10 Western companies have capitalized on this supply of low-cost labor first
by offshoring manufacturing and then by outsourcing IT services. In turn, the
economies of countries such as China and India have been growing rapidly.

That rapid growth in emerging countries now means that concern with tal-
ent management is not limited to corporations in the developed Western world.
China, with 1.4 billion people, is the world’s most populous country. Yet what
was the biggest business concern of the CEOs of multinational companies with
businesses across China in 2007? Underdeveloped financial systems? Lack of
good data on the market? No—their top concern was the shortage of qualified
staff, followed in third place by staff turnover and in fifth place by wage infla-
tion, a consequence of the other two.11

Why is there such a shortage, driving executive salaries in Shanghai toward
New York levels? A Chinese executive working for a multinational firm needs
to speak good English, to be able to work in a multinational team, and to have
strong “Western-style” supervisory skills—in addition to understanding the
business and the local market. Such individuals are rare in China, at least rela-
tive to demand.

The demand–supply imbalance is particularly pronounced in the market
for young professionals. While there has been a boom in university enrollments
in India, China, and Brazil, the quality of graduates is often uneven. Language
skills are not always emphasized, and local educational systems often do not
foster skills valued by multinationals, like taking initiative and teamwork.
One survey estimated that only 10 percent of Chinese and Russian engineering
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FIGURE 7–1 German Demographic Profile in 2015
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graduates were deemed suitable to be hired by a multinational firm, in com-
parison with 35 percent of such Malaysian graduates and 50 percent from
Central European countries.12 Companies like Schlumberger, Cisco, and Emer-
son, which invested earlier in partnerships with elite local technical institutions
in places like China and India, are now reaping the benefits as they are able to
recruit top professionals.

Globalization

While saving on labor costs still remains the principal reason for decisions to
move operations abroad, access to qualified personnel influences 70 percent of
offshoring decisions.13 Indeed, we are seeing the progressive globalization of tal-
ent management, and this is beginning to affect corporate strategy. Shifts in the
supply of talent are leading firms to look to emerging countries, not only for
lower-cost outsourcing in noncore areas, but also to staff strategically important
functions. Cisco has moved its corporate headquarters for global innovation
from San Jose to Bangalore.14 São Paolo is now one of the global hubs for Inter-
net banking expertise and financial information forecasting.

The competition for talent in emerging countries used to be with other
multinational corporations. That is changing. While Western and Japanese cor-
porations still regard China as a country for low-cost manufacturing, a 2007 sur-
vey showed that nearly a third of major Chinese firms are intent on significant
expansion in foreign revenues in the next three years.15 They view the biggest
barrier to their international expansion as the lack of managerial talent, more
significant than lack of capital or customer understanding. Many managers still
lack foreign experience and have only limited education. So we can expect in-
creased competition for skilled people.

Talented local people are often interested in obtaining skills and experi-
ence by working with a multinational and then leaving to join a local firm or
start their own business. The story of the rise of Alibaba and Taobao at the ex-
pense of eBay in China, told in Chapter 3, is an example. The multinationals
that are attractive to locals are increasingly home-grown companies that of-
ten count among the top players worldwide in industries such as cement (Ce-
mex in Mexico), IT services (Infosys in India), steel and beer (Gerdau and
InBev in Brazil), and home appliances and container transport (Haier and
CIMC in China), to name just some examples. Firms like Lenovo in China,
HCL Technologies, Infosys and Tata Consulting Services in India, and InBev
(now Anheuser-Busch InBev) from Brazil are seen as new pioneers in talent
management.16

Increasing Individual Mobility

After World War II, there was so little ready talent available in North America,
Europe, and Japan that companies had no alternative except to develop it them-
selves.17 Long-term careers became the norm, and the firm could undertake
intensive assessment at the time of entry and during the early career years.
Western firms, organized as internal labor markets, could systematically and
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with increased sophistication assess and develop their talent, while some
Japanese firms would evaluate performance and potential several times 
each year for a seven-year period before deciding on a person’s potential.18

On the other hand, the individual had limited access to external job 
market information—mainly via newspapers and private networks.

The Internet changed all that, facilitating a major shift in the information
symmetries around employment. Today, exploring what the external job market
offers is as easy as the click of a mouse. Internet job sites such as Yahoo! Hot Jobs
and Monster.com provide targeted information on available jobs in all major
countries of the world, while other sites provide inside information on prospec-
tive employers. This facilitates mobility, which has steadily increased as firms
also use Internet recruitment to poach skilled individuals from competitors.
Another social change that gives individuals more control over their careers and
facilitates mobility is the change in pension systems across the world. The
annuity-based “defined benefits” pension systems of the last century locked
people into their organizations but proved to be excessively expensive as peo-
ple lived longer. It has been estimated that by 2014, portable “defined contribu-
tion” systems will overtake these defined benefit systems in terms of the
amount of money invested worldwide.19

Of course, there are still differences in mobility between countries. But even
in Japan, where lifetime employment remains one of the pillars of many corpo-
rations, on average, employees will work for three different companies during
their careers (in contrast to seven in the US), and a growing segment of the
younger workforce no longer believes in permanent jobs.

The influence of mobility and the changing power balance is profound.
Retention has become a vital element of talent management, inseparable from
attraction and development. Unless firms can manage retention, any investment
in talent development may be wasted. Organizations may become more
reserved about employee training and development since there is risk that the
employee may exploit the benefits by moving elsewhere—it is safer to try to
poach experienced talent from others.

KEY CHALLENGES IN TALENT MANAGEMENT

As we have discussed, the focus of talent management is on individuals who
have firm-specific skills and the ability to make a significant impact on firm re-
sults. The scope of “talent” varies from firm to firm. Almost all will include lead-
ers and potential leaders, and many will broaden this to include key technical
or functional professionals. To take a few examples, at Microsoft talent man-
agement focuses on the top 10 percent of performers at all levels and functions,
while at Schlumberger it focuses on engineers. GE has a broader definition—
high performers, who also have high potential and display key GE values. At
Shell, talent management covers senior leaders and those with senior leadership
potential, along with select functional staff.
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An increasing number of multinationals structure the workforce around tal-
ent pools, each of which constitutes a family of jobs and a career track.20 Talent
pools that are considered strategically important are managed rigorously, in-
cluding invariably the high-potential leadership pool. All IBM employees
worldwide are assigned to a career track, grouped into three clusters of execu-
tive resources, technical resources (systems specialists and IT architects), and
top talent (high potentials or the top 10 percent of middle management). Each
track has a sponsoring executive, supported by dedicated HR managers. IBM
draws the attention of its staff explicitly to the fact that “tracks vary in the level
of investment the business makes to developing guidance, based on criticality
to the business.” However, the majority of firms have no clear concept of who
constitutes talent aside from senior leadership and those with potential to oc-
cupy such positions in the future.

The Talent Management Mindset

Rigorous talent management fundamentally boils down to attention and re-
sources. The most difficult aspect is that it requires a high degree of attention from
three internal stakeholders: top management, notably the CEO; the global HR
function; and line managers in general. The HR function cannot do this alone, as
talent management cannot be separated from business strategy—the development
of organizational capabilities comes largely through ensuring that talent is closely
aligned with other elements of operational and business management. This im-
plies the active involvement of senior leaders. Nevertheless, a global survey of
CEOs, business unit leaders, and HR professionals indicated that the most signifi-
cant perceived obstacles preventing talent management from delivering value are,
first, that senior managers do not spend enough quality time on it and, second, that
line managers are not adequately committed to people development.21

Global talent management should embrace the following activities:

• Ensuring that global talent considerations are taken into account early in the
strategy formulation process, and translating business strategy into talent
strategy.

• Forecasting supply and demand for talent worldwide using workforce
planning and simulations.

• Diagnosing gaps in organizational capabilities and taking measures to
fill them.

• Developing and updating global processes in attraction, recruitment, in-
duction, career development and training, performance management, and
retention; ensuring that they are employed by local units.

• Ensuring internal consistency between talent management processes
worldwide.

• Building a talent mindset by making sure that development discussions,
succession planning, performance differentiation, and mentoring are part of
the priorities of line management throughout the global organization.
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Creating a talent mindset is the most challenging of these activities. All too
often, line managers give only token acceptance to talent management, treating
it reactively, for example by recruiting salespeople only when new products take
off. They are often unwilling to differentiate between high-average-and under-
performing people; they hoard their own high performers and are unwilling to
share talent across businesses or geographies. Out in the field, far away from the
headquarters, talent management can sometimes seem like a vague long-term
concern that has little bearing on the behaviors that are rewarded.

The Balancing Acts in Talent Management

Talent management involves balancing many opposing tensions—a recurring
theme in this book. We have already touched on one such tension—the need to
focus on the critical few who are important for strategy, at the risk of elitism, as
opposed to the pressure to focus on the wider majority, at the risk of diluting
resources. We explore two additional tensions here, and we will discuss the bal-
ancing of short and long term at the end of the chapter.

Local Adaptation or Global Consistency?

Talent management, in the widest sense of the management of staff, has tradi-
tionally been a local matter. As we discussed in Chapter 3, national cultures dif-
fer, and laws and labor markets vary greatly. But even in multidomestic firms,
there is usually a corporate-led global focus on leadership succession for senior
management, including attention to managing the localization of executives.22

Some transnational firms have been broadening the globalization of talent
management to all positions that are important to firm strategy and its execution.
Our Schlumberger case is an example, where global talent management covers en-
gineers in emerging countries. Schlumberger did not succeed in recruiting the best
engineers in China and Russia by doing this the local way. It succeeded by apply-
ing in China the methods that it had honed at home in Texas and France, helping
local educational establishments to become world-class and then training a Chi-
nese recruit in the same way as it would train someone in the United States.

Indeed there has been a gradual shift during the last 10–15 years toward
multinationals using the same processes for recruitment, selection, induction,
and development, transferring practices across the world. This applies to talent
pools for strategically valuable core and possibly key employees, but not to con-
tract staff, where the company will want to take advantage of all opportunities
for local differentiation.23

When considering people who will occupy strategic positions, companies
see numerous advantages to global consistency, driven by the central HR func-
tion with the support of top management, and assisted by IT platforms:24

• They can build competitive advantage throughout the world by finding and
developing the best people in local markets, as in the case of Schlumberger.

• Global consistency facilitates the ability to deploy talent across geographic
locations to where it is needed. It is difficult to identify and move talented
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people unless the standards for talent are the same, so it is important to have
the same competence- and performance-based standards for the evaluation
of individuals.

• Using a global database of qualified talent, candidates can be quickly iden-
tified. Combined with computer-based platforms in open job markets,
skilled professionals can be more quickly deployed to new opportunities
and projects, particularly on a regional basis.

• The use of common processes and measures makes global workforce forecast-
ing and planning possible, using new analytic techniques and simulations.

• Many firms suffer from the herd effect—for example, all moving IT services
to Bangalore, with resulting wage inflation. Companies skilled in global tal-
ent management can take advantage of second-tier locations, where there is
greater variability in the quality of talent.25

Local managers are often ambivalent about such global processes, arguing
that they are different. How does one know whether this reflects resistance to
change or a substantive competitive reality? Because of local conditions, a
global practice might indeed have to be adapted, or it may be too expensive to
implement.

The advice from companies that have introduced global staffing processes is
to push back, asking people to prove that they really are different. However, local
buy-in is increased if the local leaders can shape execution in ways that reflect
sensitive local issues. P&G allows differentiation where there is a legitimate busi-
ness need or where the longer-term benefits outweigh the short-term conces-
sions, shooting for a 85:15 or 90:10 ratio of standardization to customization.26

The test of a good global staffing process is that it allows the firm to fill local
positions with better candidates than it could using a local platform, and possi-
bly cheaper and faster as well.27

This balance is an issue that we will pick up in our discussions of attraction,
selection, training, and development. While a multinational firm may achieve
consistency in concepts, principles, and the use of some techniques, there are in-
evitably local differences when one gets down to practices and behaviors rooted
in a specific context.

Should We Build or Should We Buy?

Another important balancing act is the decision of whether to staff future ex-
pansion through internal resourcing or through external recruitment—whether
to build or buy talent. In the past, this sort of “supply chain” question would
rarely be asked. Companies tended to have undifferentiated talent strategies.
Some firms grew primarily through external recruitment at all levels; to get pro-
moted you had to change company. Other firms grew through developing their
own talent in internal labor markets. What are the pros and cons of development
through internal labor markets (ILMs)?28

ILMs are characterized by long-term mutual attachment between the
organization and its workforce. Promotion is from within, and there is an
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emphasis on experience, which is equated with seniority. ILMs are well stud-
ied,29 and their advantages and disadvantages are summarized in Table 7–2.
One of the major strengths of the ILM is its capacity to nurture firm-specific
strategic skills and complex capabilities, in the shape of experienced experts
or leaders who also have broad functional and market know-how, and who
are loyal and committed to the firm. But well-functioning ILMs require effec-
tive talent management practices. Without these, the disadvantages of the
ILM can undermine its advantages. A poorly managed ILM can become an
expensive training ground benefiting competitors who will poach the most
talented individuals.

When combined with solid talent management practices and focused on
strategic human capital, the ILM is an integral element of a high-performance
HRM system. Schlumberger’s engineers are recruited into a well-managed in-
ternal labor market, which includes weeding out people who do not make the
grade; historically fewer than 40 percent of recruits spend a substantial part of
their careers with the firm.

The institutional environment is important in determining the balance be-
tween build and buy. Japan, Germany, France, Italy, and Switzerland are among
the countries where internal resourcing dominates, either by custom or forced
on firms by labor legislation. For example, in Italy and France, employees in all
but the smallest firms receive a permanent contract after an initial probationary
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TABLE 7–2. Internal Labor Markets—Advantages and Disadvantages

Advantages Disadvantages

• Developing the firm-specific strategic • Higher overhead, including
skills underlying competitive advantage. costs of talent management.

• Building loyalty and commitment • Risks of investments in training or 
(better retention). experience are borne by the company,

• Better screening of job candidates; more not the individual.
rapid and cheaper decision making • Lack of flexibility; rigidity and higher 
on staffing. salary costs in times of decline and 

• Potentially lower supervisory costs change; slower to adjust in times of 
because of greater capacity for major technological or market changes.
self-monitoring. • May foster greater mediocrity and

• More control over salary levels; conformity; risk that poor performance 
lower salary costs in times of growth goes unchallenged.
(lags the external market). • Insular; fewer insights into competitors;

• Encourages sharing of information less innovation through bridging with 
and teamwork; beneficial in terms external agents.
of innovation in complex value • Risk of unchallenged “glass ceilings”.
chains. • Risk of overstaffing or understaffing,

• Better maintenance of the culture, especially with difficulties of 
including social networks, if the culture forecasting talent demand.
is a source of competitive advantage.



period, which makes it difficult and expensive to terminate employment. Suc-
cessive governments have tried to open the labor markets to bring more market
flexibility, though resistance from unions and employee groups is strong. On the
other hand, in Denmark, the Netherlands, Britain, and Hong Kong, strong ILMs
are less frequent, even among large firms. The emphasis on internal develop-
ment has steadily declined in the United States, and as we discuss later, the US
is probably the region with the strongest preference for buying talent.30 In Rus-
sia, much of Central and Eastern Europe, and China, the external labor market
orientation dominates today, despite the history of state-owned enterprises with
ILMs controlled by the Communist Party.

The nature of the knowledge and skill in a particular industry is another im-
portant factor determining the balance between build and buy. Build strategies
prevail in capital-intensive industries that depend on complex knowledge and
skill, such as the oil industry. Graduates are recruited for long-term careers, and
sophisticated talent management processes steer internal resourcing. Large
functionally oriented structures also facilitate talent management in pharma-
ceuticals.31 But in the fast-moving worlds of software development and IT, the
pattern has been to rely on buy strategies, especially in the United States.

Cappelli argues that there should be a mix of build and buy, guided by the
answers to four key questions:32

1. For how long will the talent be needed? The longer the time horizon, the
easier it will be to recoup investments on internal development.

2. Is there a career hierarchy of skills and jobs that facilitates internal develop-
ment? This is most obviously the case if there are clear functional develop-
ment paths.

3. Is the culture of the firm part of its competitive advantage? If so, this favors
ILM development rather than recruits who have no understanding of the
culture.

4. How accurately can one forecast demand? The less accurate the forecasts,
the greater the risks with internal development.

Integrated oil companies with upstream exploration and downstream mar-
keting are asking themselves whether they should consider having different tal-
ent strategies in different businesses. In a world of high oil prices, strategic
development is led by the upstream exploration business, which needs complex
people skills now that the world has run out of easy oil. A build strategy may be
appropriate here, while a buy strategy may be favored in the downstream mar-
keting operations. But people strategies affect organizational governance, and
this raises new dilemmas. Is it possible to maintain two increasingly different
businesses under one roof? One of the reasons why Hewlett-Packard spun off
its original measurement and instrumentation company as Agilent in 1999 was
the difficulty of applying a predominantly build strategy in one part of the firm
while there was a buy strategy in another. Thirty percent of the staff at Google
are contract employees, and the problems of having insiders and outsiders on
the same team attracts criticism.
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MANAGING RECRUITMENT

Recruitment is typically defined as the practices and activities carried out by the
organization with the primary purpose of identifying and attracting potential
employees.33 This distinguishes recruitment from the tasks of selection and
assessment (discussed in the next section), which focus on deciding whom to se-
lect for a position with the firm or for promotion. In practice, the tasks involved
in attraction, recruitment, and assessment, as well as induction (bringing new
recruits on board), are inseparable and must be closely aligned. For this reason
some companies and researchers prefer to put these under one umbrella, either
staffing or resourcing.

Without attention to global recruitment, multinationals risk being trapped
in the ethnocentricity of the mother company. Take the case of a leading
European firm that has a strong reputation as a leader in international HRM.
Despite decades of attempting to internationalize the talent pipeline by pro-
moting the development of local managers, the senior leaders remained by and
large graduates of the top engineering schools in the mother country. The turn-
ing point was reached when they realized that the problem was under their
noses—the home country received more attention and resources from HR and
the senior line than other countries so that the home unit enjoyed particularly
close relationships with the top universities. They were able to recruit the best
people at home, who then received the best induction and career mentoring. The
people who moved later into leadership positions tended to be those who had
experienced the best start to their careers. If they were to internationalize the tal-
ent pool, they would have to do an equally professional job of attraction and
recruitment in other countries—exactly what Schlumberger did in many of the
countries in which it operates.

Forecasting the Need for Recruitment

If a company is to have a strategic and proactive approach to talent manage-
ment, this begins with the ability to forecast the supply and the demand for tal-
ent. This is particularly true if a company engages in building its own internal
supply of talent—recruiting people young, training and developing them to
create a pipeline of talent. Workforce planning, as it is called, has a checkered
history (see the box “Forecasting Talent Supply and Demand”). At leading com-
panies like Nokia, recruitment and staffing plans are included in the resource
plans resulting from competence gap analysis. Senior management assesses
these gaps as part of the strategic planning process.

Reaching Out to Attract Talent

A key question in recruitment is how to reach out effectively to potential
candidates. There are a variety of different vehicles for attracting and
recruiting talent:
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Forecasting Talent Supply and Demand

The idea of forecasting the supply and demand
for talent is appealing, and manpower plan-
ning, as it used to be called, has a long history.
Sophisticated talent forecasting methods were
deployed by many major US corporations in
the early 1970s, but the recession of 1974 put a
quick end to these efforts since the forecasts
were shown to be dangerously inaccurate. For
example, Exxon’s forecasts in the early 1970s
predicted that it would need more chemical en-
gineers than the entire supply of all the univer-
sities in the United States. After the slump of
1974, the company had an excess.

The prime aim of forecasting is to prevent
a shortfall in internally generated talent. But as
Cappelli argues, there are equally high risks
and costs associated with an excessively full
pipeline of talent.A First, there are the signifi-
cant direct and indirect costs of unnecessary
recruitment, induction, and training. Second, a
blocked pipeline means that people do not
have growth and promotional opportunities,
and good people are likely to leave. Third, ab-
sence of opportunity leads to poor morale.

More recently, workforce planning has en-
joyed a comeback, but based on new assump-
tions and analytic techniques:

• First, the quality of data has significantly im-
proved, and data are available easily at low
cost. Companies that have global enterprise
resource planning systems in place have
standardized their employee data by grade,
title, business, and country, as well as having
information on attrition, promotion and out-
side hires. Standardized HR data, such as
performance appraisal information, supple-
ment these. New analytic techniques allow
rich and low-cost analysis of these data to
draw firm-specific conclusions.

• Second, rather than using the statistical
modeling methods of forecasting that were

employed in the past, simulations allow
firms to undertake scenario planning that
take uncertainties into account. Moreover,
close collaboration between top manage-
ment, line managers, and the HR function
allows constructive dialogue on the strate-
gic options. Specific business plans can be
simulated to explore implications.

• Third, firms are now advised to cope with
the uncertainties of the future by being con-
servative in their estimates of future talent
needs, rather than making spot predictions,
knowing full well that a shortfall in inter-
nally supplied talent is likely. That shortfall
can be compensated for by recruitment,
leading to a rational mix of build and buy in
talent strategy.

• Fourth, if talent management practices are
standardized globally, large multinational
enterprises may benefit from a talent port-
folio effect. While there may be a shortfall of
potential functional leaders in one business
or location, there is likely to be an excess of
such leaders in another part of the corpora-
tion who can be moved where they are
needed. This capability in standardized tal-
ent management and deployment is central
to the global HR strategy of IBM, for exam-
ple. In comparison, both small businesses
and highly decentralized multidomestic or-
ganizations may tend to be underresourced
and constrained because they cannot profit
from such portfolio benefits.

With the help of new analytic tools, talent
management becomes a business challenge
rather than a functional HR matter—as long
as the necessary commitment of the line is
present.

AThis box is largely based on the work of Cappelli (2008,
pp. 131–56).
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• Relationships with local universities, technical schools, and business
schools. For large and leading corporations this is the most common route
for entry-level recruitment of technical professionals and high potentials.34

For example, Emerson has joint training programs with technical universi-
ties in China and the Philippines, while Volkswagen and Motorola have es-
tablished strategic alliances with Chinese universities and technical
institutes. The German automotive supplier Continental has Continental
universities in Mexico and Romania.

• Internships. Firms can identify prospective recruits among students who
are offered short-term internships—a recruitment strategy popular among
many Western multinationals. Cross-border internships are growing, espe-
cially for MBA students. Infosys offers internships in India for talent it
wants to recruit from foreign markets. At the same time, such internships al-
low students to evaluate potential employers, leading to a better fit.

• Contests, competitions, and fellowships. Organizing contests with prizes
and offering employment to the winners, or using fellowships to attract out-
standing candidates can be effective ways of attracting good candidates.
Google organizes periodic worldwide programming competitions to test
contestants’ Internet programming skills. Even the meat industry in the
United States selects its future managers on the basis of national carcass-
judging championships.

• Employee referrals. As discussed in the previous chapter, some of the early
sociological insights into social networks came from a study of their power
in referrals and recruitment.35 Used widely by smaller and high-technology
companies in the US, employee referrals have been shown to lead to more
realistic pre-hire knowledge of the firm, longer tenure, and better perfor-
mance among those recruited. As long as the risks of nepotism are mini-
mized, referrals work particularly well in networked cultures like China.36

• Internet. Internet recruitment is rapidly becoming common practice
throughout the world. Global job search Web sites, such as Monster.com and
its local equivalents, are growing rapidly, as are sites focusing on specific oc-
cupational specialties. Social networking sites are increasingly being ex-
ploited for recruitment purposes. Careful attention is given to the design of
company Web sites; the global accounting firm Deloitte Touche Tohmatsu
eliminated 35 local Web sites to create a single global site with links to local
country information. The problem with Web recruitment is the high cost of
screening and selecting from a large number of candidates, though the use
of automatic selection tools and Web competence testing can help.

The Internet can be used in creative ways for attraction and recruitment, as
Cisco’s successful strategy of targeting passive job seekers testifies. Cisco grew
by targeting experienced professionals at other IT firms who were willing to be
lured, even if they were not actively looking for alternative employment. These
passive job seekers are estimated to make up around 40 percent of those em-
ployed. For example, every time someone from a targeted rival organization
clicked on a Cisco site, they were automatically diverted to a page asking if they



were interested in having lunch with someone from Cisco. These practices were
copied widely by others in the IT industry.

• Advertising. Attention-grabbing advertising can be effective, especially
when a firm is largely unknown. Back in 1991, when Infosys was still strug-
gling in India, it ran an ad featuring this headline: “Only 64 brilliant young
engineers are destined to conquer the world of software. Find out if you are
one of them this Saturday.” This advertisement inspired a stampede of more
than a thousand applicants. Companies still advertise in newspapers and
specialized magazines, but those media are being replaced by nontradi-
tional and Web-based methods; for example, Google advertises for talent in
cinemas and on billboards.

• Professional recruiting firms and agencies. Executive search firms started
to internationalize their operations 20 years ago because those that could of-
fer services in different world regions were at an advantage with multina-
tional clients. Such internationalization has spread to recruitment agencies
that specialize in particular types of talent, such as medical technicians or IT
specialists. A number of firms have outsourced the whole recruitment
process to a service provider, in some cases worldwide, following a trend
that started in Silicon Valley two decades earlier.37 This approach has its
pros and cons, but it provides little advantage for a firm that has competent
recruiting processes in place and is an employer of choice.38

The effectiveness of different recruitment channels varies with national
culture, though not as widely as the selection methods we discuss in the next
section. It is important to analyze the effectiveness of alternative recruitment
sources and methods in any particular market. GE questioned the effective-
ness of recruiting MBAs from top business schools, deciding instead to build
relations with second-tier business and technical establishments, as well as
sourcing managers from the military. Today it is reviewing whether or not to
return to recruiting at top schools. Research shows that firms who analyze
recruitment sources for their effectiveness in generating positive applicants
perform better.39

Valero, the oil refining corporation that grew from 3,000 to 22,000 employ-
ees in the space of 10 years, uses dashboards to monitor different methods in
the recruitment chain, such as ads on job boards, and staffing managers inter-
vene to fix “red” problems. Valero is one of a growing number of firms apply-
ing supply chain thinking to speed up hiring and reduce the expenses
associated with it. When a new refinery opens, skills are sought from around
the world—project managers from the United States, outsourced engineers
from Canada, and programmers from India.40

Global Employer Branding

Attracting talent basically means marketing the firm to recruits. We remember
an evening on Hong Kong Island in the mid-1990s with Nokia’s HR manager
for China. Looking across at the big neon lights saying “MOTOROLA” and
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“SAMSUNG” across the water on the Kowloon mainland, he sighed. “People
in China know the name Motorola. How can Nokia recruit good people in
China when no one has heard of us?” The successful efforts to build a brand
image in China were not only to promote products but also to attract talent,
involving close collaboration between the marketing, external relations, and
HR functions.

Companies that enjoy a strong reputation and a powerful brand can profit
from this, as Infosys does in India, allowing the company to grow from about
10,000 to 66,000 employees over the last five years without compromising the
quality of its services. Despite growing competition for software engineers, In-
fosys received almost 1.5 million job applications in 2005. It tested about
160,000 candidates and hired the 15,000 that the company considered the best
of the applicant pool.41 But its challenge in recent years is to globalize its em-
ployment brand and recruit top graduates in its key markets in the Americas
and Europe.

Having a reputation as an employer of choice may be a mixed blessing be-
cause of the expense of selecting appropriate candidates. Companies are inter-
ested in how to attract the right candidates in a targeted way, leading them to
apply branding techniques that are derived from marketing and customer analy-
sis. If firms can create a distinctive image in the recruitment market, then they
will attract only the right people. This means thinking of recruits as customers,
segmenting the talent market, and using analytic techniques to identify whether
the brand image is effective in attracting the right talent and to identify rivals.42

If employer branding is to be effective, it cannot be merely cosmetic. It
involves managing internal changes to ensure that external image and internal
reality are consistent. As we mentioned earlier, part of Schlumberger’s attrac-
tiveness for engineers lies in its performance management system, which is run
by technical leaders rather than managers. BMW, a leader in branding method-
ology, ensures that the messages in its external advertising campaigns are con-
sistent with what is practiced within the organization.

Building a Differentiated Employee Value Proposition

Attracting or keeping a desired employee is based on the same principles as at-
tracting and keeping a desired customer. This is the idea behind the employee
value proposition (EVP), a balance of “give up” and “get.”

The “give up” side of an EVP is often ignored, though it varies widely from
one firm to another. Employees give up something in order to work, and the price
they pay varies from one firm to another. Some firms, such as global investment
banks, ask to be prioritized 24/7 in the lives of their talented people, who must be
willing to work evenings, to travel extensively, and to tolerate high stress loads.
Talented people will be willing to work for this kind of firm only if there is an
equal “get,” or value they receive, in return. Other organizations may demand less
of a commitment, with more flexibility to balance work and family life. As a re-
sult, they need to offer less to make an attractive employment proposition.

Managing Recruitment 273



274 CHAPTER 7: Managing Global Talent: Recruitment, Selection, and Retention

The “get” side, the value that the company offers, is more than just pay, ben-
efits, and morale. Just as some customers will pay more for a product that pro-
vides reliability or prestige, people will often choose to work for lower pay in
one company than elsewhere because that company offers something distinc-
tive that they value. That distinctive offering might be challenging work, a high
degree of autonomy, strong friendship and social bonds, learning opportunities,
a reputation in the community, or an image of social responsibility. How can one
figure out the best value proposition to attract and retain a target employee
group in a particular job market?

In contrast to the employer brand, which should be consistent across the
firm, the EVP should be differentiated, varying with the employee group and
the geographic market. This requires being aware of the different elements that
can form an EVP, and carefully assessing the relevant market in order to figure
out which elements to highlight.

For example, for Federal Express in China, the drivers of the vans are a key
employee group. FedEx suffered from excessively high turnover as their expe-
rienced drivers were lured away by more highly paid opportunities with local
fly-by-night courier operations. Assessing potential levers aside from pay, they
found that emphasizing the FedEx values of safety and security, building a
sense of pride in accident-free driving in immaculate clean vans, succeeded in
bringing turnover rates down decisively.43

The potential elements in an employee value proposition are shown in
Figure 7–2.

FIGURE 7–2 The Employee Value Proposition
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• The rewards are an obvious part of the package. Nokia’s EVP in China
emphasizes competitive pay and increments, as well as benefits such as per-
sonal insurance that it does not offer elsewhere. But rewards go beyond pay
and benefits, including intangibles such as a sense of belonging, affiliation,
and progressive career development. Traditional Japanese enterprises offer
low entry salaries to their core talent, but provide relatively secure long-
term careers.

• Attributes of the job may attract talent to the firm, notably the challenge of
the work, its autonomy, or the learning opportunities associated with it.

• Features of the company, its culture, value system, and reputation may be
assets, allowing the firm to highlight them in targeted campaigns. The reputa-
tion and values of the firm may enhance an individual’s social reputation, even
in his or her private life. For young employees worldwide, a firm’s reputation
for social responsibility plays an increasingly important role.

• The firm’s leadership image may be part of the value proposition for attract-
ing high-potential recruits. GE’s reputation for leadership development and
the thoroughness of its people management processes in feedback and de-
velopment act as a pull for certain recruits who are likely to match the ori-
entation of the firm. The person leaving GE parts with a plus on the CV
because of its reputation for rigorous grooming of managers.

Through interviews and surveys, the EVP of a targeted group can be as-
sessed, focusing messages on the most attractive elements. Focused recruitment
efforts may be more cost-effective than broad reputational campaigns.

When the talent war is severe, companies are often forced to segment talent
markets. “Life cycle differentiation” is an example. Life cycle differentiation
means tailoring employee value propositions to highlight desirable elements for
a target age group, whether this is housing, educational opportunities, auton-
omy, or flexible work practices. The concept of cafeteria benefits was based on
this idea, now extended by modifying the EVP according to life cycle needs—
offering learning and challenge to younger staff while emphasizing flexibility
and meaningful work for the older generation. As we will discuss in greater
detail later, Schlumberger has become the leading recruiter of women in the oil
exploration industry throughout the world by offering flexible working prac-
tices to accommodate family needs and mobility constraints.44

MANAGING SELECTION AND ASSESSMENT

Selection involves identifying the most suitable person from a pool of candidates—
internal and/or external.45 It focuses on assessing the fit between the candidates
and the job or career opportunity. The way in which this is done may bias recruit-
ment or promotions, so selection is closely linked to the management of cultural,
gender, and other forms of diversity.

In this section, we discuss four issues: selection methods, focusing on the ex-
ternal candidate pool; the management of diversity, with a particular focus on
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gender and ethnicity; the framework for selection (competencies); and the chal-
lenges of internal selection. The last factor is particularly important for multi-
national corporations since it deals with the identification of global talent
among local employees.

Along with performance management, selection is one of the most impor-
tant political processes in an organization, since selection decisions determine
who is in and who is out. If decisions on who is recruited and who is promoted
are concentrated in the hands of a small clique of line managers who follow their
own personal criteria while ignoring HR processes, those HR activities will
amount to little more than hot air. This can happen in multinational firms where
local or expatriate managers give token acknowledgment to human resource de-
velopment rhetoric but follow their own rules when it comes to promotions and
internal appointments.

Selection Methods: The Importance of Context

There is broad agreement among both practitioners and scholars that there is no
universal approach to selection. Selection is the area of human resource man-
agement where cultural and institutional differences play the biggest role.46

For example, in the United Kingdom there is a long-standing belief in em-
pirical prediction. The role of selection is to gather relevant information through
interviews, testing, and assessment vehicles, to make an accurate, reliable, and
valid prediction of relevant outcomes like job performance. In France, selection
systems are based more on clinical assessment, to size up fit for long-term em-
ployment, not to predict outcomes. The French educational system is seen as
predicting performance outcomes, and so media articles on French business
leaders will invariably refer to their educational background. The role of selec-
tion at entry recruitment is to minimize the risks that accompany long-term em-
ployment. This helps explain why graphology—handwriting interpretation—is
widely practiced in France despite its poor predictive ability: It is a cheap source
of information that might detect outlying risks in recruiting candidates.47

The use and interpretation of different selection methods vary from one cul-
ture to another. Let us take some examples:

• Interviewing. Interviews are widely used everywhere. However, struc-
tured interviewing, where each applicant is asked the same questions, is the
norm in the United States and has been shown to have higher predictive
validity than the unstructured interviews practiced in other cultures.48

Companies such as IBM, Accenture, and Shell that want to globalize talent
management practices use structured templates for interviewing.49 How-
ever, the acceptability of phone interviews varies across cultures.

• The role of HR versus the line manager. There are significant national differ-
ences in who has the prime responsibility for selection decisions. In countries
like France and Italy, where employees have legal rights to long-term employ-
ment after a probationary period, the HR staff have the role of vetting people.
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Contrast this with Denmark, where there are few legal restrictions on hiring
and firing; recruitment decisions are largely devolved to line managers.

• Testing. As we noted earlier, attitudes toward psychometric testing vary
with culture, with the strongest belief in its predictive ability in the UK.
Today there is widespread awareness of the cultural biases in testing in-
struments when used across different cultures, though psychologists claim
that some tests, like general mental ability, have high predictive validity
across different contexts.50 Faced with cultural differences in selection, com-
panies are tempted to respond by searching for cross-culturally validated
testing instruments. Companies and consulting firms make more use of
simulation instruments than psychological tests, particularly when guiding
the selection of technical and managerial talent.

• Assessment centers. Well-designed (albeit expensive) assessment centers
using interviews, role-plays, presentations, tests, and simulations are con-
sidered to be a rigorous and valid way of screening talent, either at recruit-
ment or for the internal assessment of potential. Yet assessment centers do
not translate well without adaptation to the new cultural context. Heavily
structured exercises that work well in one context may be quite inappropri-
ate in another; simulation cases may have to be rewritten for a different set-
ting, and different norms will have to be worked out for tests.51

Selection should be seen as a two-way process, especially where highly talented
individuals are concerned. Assessment content and the way in which selection is
undertaken have an effect on the candidate’s perception of the enterprise; they can
be seen as a first step in the socialization process. A well-intentioned HR depart-
ment can put off talented individuals by creating an impression of cumbersome
and bureaucratic procedures. A test or simulation that has not been adapted well
to the local culture, or that goes against practice in that region, can create the im-
pression of an ethnocentric corporation where locals have few possibilities for
progression. Moreover, in a growing number of countries, such as the UK and
Germany, individuals have the right to see the written notes or references made
during the assessment process, to counter discrimination in selection processes.

Cultural norms and legal contexts vary enormously. Corporations seeking
the benefits of having one global approach to selection need to proceed care-
fully. For example, IBM developed a global selection toolkit with the participa-
tion of HR professionals from 18 countries. It included résumé screening, a
phone interview, a behaviorally anchored structured interview together with
two simulations, and a test to assess the candidate’s fit with IBM culture. All
this was accompanied by online training in how to use the toolkit. But IBM still
found that units with a high degree of historic autonomy resisted adoption; the
respective roles of HR and line varied considerably from one country to an-
other, and unsurprisingly, entrenched resistance came from countries with a
long history of using their own selection methods. To allow for cultural differ-
ences, each country could adjust the tools, though the objective is to encourage
consistency across the globe.52

Managing Selection and Assessment 277



278 CHAPTER 7: Managing Global Talent: Recruitment, Selection, and Retention

Selection and Diversity Management

Diversity and selection are closely interwoven. Selection bias—favoring
people of a particular gender, color, or cultural origin in recruitment and
promotion—is a significant factor in discrimination. There are many facets to
diversity, which in the US focuses on minorities in organizations—women,
older people, blacks, Asians, Hispanics, native Americans, gays and lesbians,
and the disabled. However, the salient aspects of diversity management vary
from one culture to another. In Canada, a key issue is Francophone versus
Anglophone, both of whom are predominantly Caucasian. In many European
countries it is the sizable immigrant population—Turks in Germany, Muslims
of diverse nationalities in France. In much of Asia, it is ethnic background—
for example Chinese, Indians, and Malays, in Singapore and Malaysia. For
multinational companies, the obvious dimension of diversity is national
background.

The characteristics of the selection system clearly influence bias. Selec-
tion systems like open job resourcing, where candidates can apply for
positions and where the selection criteria are formally spelled out, favor
unbiased decision making.53 But systems that are closed, in the sense that
candidates must be nominated by headquarters and where the selection cri-
teria are more informal (simply the judgments of the assessors), are more
likely to be biased, as a study on whether international careers are open to
women has shown.54

In terms of gender discrimination in the developed world, Japan has fewest
women in the workforce; only 49 percent of adult Japanese women are em-
ployed. The average wage for Japanese women is 65 percent of the equivalent
male salary. Despite beefed-up legislation and some change, there are many
subtle obstacles rooted in the Japanese employment system. These include an at-
tachment to traditional performance assessment, where objectives are vague, of-
ten based on an assumption of willingness to sacrifice oneself for the company.55

Scandinavia has also a low percentage of women in management positions in
the private sector, many women finding better career opportunities in govern-
ment and public service. In some Arab countries, such as Saudi Arabia, gender
discrimination is anchored in religious beliefs.

In the traditionally male-dominated oil sector, Schlumberger’s target for
2010 is for 20 percent of managers at all levels to be women, across a full range
of nationalities. The actions launched during the last 10 years to achieve this
cover a range of diversity initiatives:

• There is a special program to identify high potential women at an early ca-
reer stage and to provide them with high-profile positions.

• There are recruitment targets: for example, 40 percent of R&D hires should
be female.

• Nearly half of Schlumberger’s recruiters are female, acting as role models;
such recruitment jobs are two-year stepping-stone assignments before mov-
ing into management.



• Schlumberger has taken many actions to be an employer of choice for dual-
career couples, including flexible work schedules, leaves of absence, and
hiring spouses.

• Female employees are encouraged to join and develop networking groups
that are managed locally but share experiences globally.

Employee surveys at Schlumberger and Shell assess how individual and
workforce diversity is respected by measuring inclusiveness. The results of an-
nual attitude surveys are analyzed to see if the scores given by women in a
particular country, business group, or function are lower on relevant questions,
like support from the boss or opportunities for development. Low inclusiveness
scores lead to feedback and appropriate action.

The American view on diversity typically emphasizes the business case.
IBM argued that its heavy investment in diversity, initially in the United
States, would pay off in a billion dollars of revenues in the next 5 to 10 years
through a better understanding of its female, gay, and ethnic minority cus-
tomers.56 Other business reasons for diversity include improved ability to at-
tract and retain talent, as well as enhanced innovation and problem-solving
ability. Schlumberger’s expansion into emerging markets was based on a long-
standing principle that recruitment should broadly parallel the geographic
distribution of revenues. But while surveys show that virtually all Fortune 500
companies view global diversity as an important or very important issue, with
respect to gender, research in other parts of the world, including Europe, sug-
gests that the business case for gender diversity is less widely accepted there
than in the US.57

One of the open questions for multinational corporations is whether a
global strategy is best for diversity management. IBM’s approach, which origi-
nated in the US, is global.58 The company created global task forces, reporting to
a high executive level and with strong representation from the targeted minori-
ties. A global structure of regional or business councils at lower levels is re-
sponsible for specific initiatives, complemented by the creation of employee
network groups. A similar approach was implemented in Shell. Other multina-
tional corporations prefer to take a decentralized local approach, since equal op-
portunity laws and norms vary from one culture to another.

However, nationality and cultural background remain the most challenging
issues for multinational firms, as they struggle to escape their home country
roots. As an executive working for a large fast-moving consumer goods firm told
us, “My handicap is not that I am a woman but that I am Chinese.” From the ear-
liest days of globalization, the forecast has been that multinational companies
will gradually move from an ethnocentric to a geocentric orientation, where the key
indicator will be national diversity at the top.59 This is important for various rea-
sons: There will be an appropriate diversity in perspectives underlying decision
making; the composition of top management will reflect the customer mix of a
global corporation; and it indicates a well-managed global meritocracy where
contributions count more than passports.
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There are some firms with strong diversity on the executive team. There are
10 nationalities among the top 26 executives at Schlumberger, and some for-
eigners are celebrated CEOs of Fortune 100 multinationals: Howard Stringer at
Sony, Arun Sarin at Vodafone, and Indra Nooyi at PepsiCo. Although one
might expect executive committees or boards to be most diverse in European
countries, research shows that there is a long way to go. Considering the
363 largest firms in the 15 oldest members of the European Union in 2005, only
15 percent of the executive positions were occupied by leaders with a different
nationality than the firm’s country of origin.60 The Netherlands appears to be
most open to a geocentric mix. Schlumberger is a path-breaking exception—in
most multinationals there are significant biases that favor the careers of home
country nationals.

Competencies: Frameworks for Selection and Talent Management

One of the ways in which a multinational firm influences selection is by identi-
fying the firm-specific competencies that should guide selection decisions. 
A competence is a cluster of related skills, abilities, and traits that enables a per-
son to act effectively in a particular job or situation. One important distinction
is between deeply rooted qualities, or traits/motives, that might guide selection
decisions and behavioral skills that can be developed.

Competence frameworks are intended to ensure consistency across recruit-
ment, selection, socialization, and development actions.61 They also provide a
common language for line managers and HR professionals across the matrix of
operations, to steer talent selection, performance management, development,
and decisions that will help build desired capabilities. As Reuben Mark, former
CEO of Colgate-Palmolive, says, “Competencies, are the glue that joins all of our
HR processes; they factor into our various employee training and development
programs (about 110 worldwide) as well as our promotion and compensation
decisions.”62

While the idea of providing such a global platform for talent management
is appealing, the journey is fraught with frustration and disillusionment. Com-
petence frameworks are often too generic to be useful, means become ends, and
company task forces spend large amounts of time and money generating sterile
wish lists of desirable qualities. Why is this competence journey so difficult?

A study of 31 North American firms found that a major reason for this con-
fusion in linking organizational needs to individual competencies is that there
is not one guiding logic but at least three. Twelve of the firms took what we call
a performance-based approach, nine adopted a strategy-based approach, four used a
values-based approach, while others had adopted hybrid approaches.63 Each logic
has its merits and disadvantages, so that there are trade-offs rather than a single
correct approach. Our experience is that the source of confusion stems from
people using the concept of competence in different ways, without realizing that
they are applying different logics and dealing with trade-offs. These three
approaches are summarized in Table 7–3.
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TABLE 7–3. Profile of Three Competence Logics Guiding Talent Management

Description Advantages Disadvantages

Research-based Competencies based • Grounded in actual • Based on the past, not 
approach on behavioral research behavior the future

on high-performing • Air of legitimacy • May omit intangible
individuals • Involves people, and unmeasurable 

which fosters competencies 
acceptance • Requires extensive

resources

Strategy-based Competencies forecast • Competencies based • The scenario for the
approach to be important in the on the future, not the future may be  

future for the successful past incorrect or distant
implementation of • Focuses on learning • Difficult to implement
company strategy new skills unless top 

• Can support management 
organizational “walks the talk”
transformation

Values-based Competencies based • Can have strong • Depends on the ability
approach on a holistic view of motivating power of top leaders to

norms and values • Can provide  communicate a 
strategic holistic philosophy  
stability for long of management
periods of time, • Competence
especially in development
fast-growing process may lack 
environments rigor

• Provides “glue” • Can be difficult to 
or integration translate into actual 

behavior

Source: Adapted from J.P. Briscoe and D.T. Hall, “Grooming and Picking Leaders Using Competency Frameworks,” Organizational Dynamics,
Autumn 1999, pp. 37–51.

The Performance-Based Approach

The performance-based approach says that we should focus on the characteris-
tics of high performers so we can reproduce more of them. For example, GE se-
lects people who “see change as an opportunity, not a threat” and who “have a
passion for excellence, hating bureaucracy and all the nonsense that comes with
it.”64 In GE’s experience, seeking out challenges and opportunities for change is
what differentiates high performers from others.

High-performing individuals are studied to identify their distinguishing
characteristics and behaviors, and they may be compared to more modest con-
tributors. Because of this, the performance-based approach is also called the
research-based approach.

One of the authors of this book assisted a major energy firm in develop-
ing a research-based framework. The aim of the project was to decentralize
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EXPLANATION

The horizontal axis indicates seven areas of skill
or competence, while the vertical axis indicates
hierarchical career progression, from individual
contributor positions (I) through supervisory
management posts to business unit manage-
ment (II and III), up to positions as a member of
the management team of an operating company
and as managing director of such a subsidiary
(IV and V), to group top management (VI).

The concept behind this matrix is that the
added value in development lies in sticking

close to the diagonal boxes. For example, de-
velopment attention should focus above all on
developing skills in “managing others” in
level II supervisory positions. The ground-
work will have been laid earlier through
demonstrated ability in teamwork and net-
working. Good skills in managing others will
allow people to develop broader competence
in developing people and in network relations
as they move up in their careers. The further
one moves from the diagonal, the lower the
added value.

responsibility for management training and development to local operating
companies around the world, within the discipline of a common framework.
The performance-based approach made sense; since it was rooted in actual
data on high-performing individuals in seven sample countries, it was more
likely to be accepted by local operating companies. This is shown and ex-
plained in the box “Linking Competence to Career Progression.”

The performance-based approach has some clear advantages, and it is often
used to steer talent management at functional and core skill levels. A firm that
wants to recruit and train sales staff for an emerging market might employ the
methodology to develop criteria for selection and training, and to guide regular as-
sessments, perhaps adopting skills-based compensation linked to those compe-
tencies. Depending on how it is applied, the performance-based approach is
potentially rigorous. The study of real managers gives legitimacy to the “soft” do-
main of talent management and facilitates its acceptability and implementation.
Above all, the performance-based approach is pragmatic, and with appropriate
cultural adjustment the results can easily be incorporated in performance appraisal
guides, selection criteria, and training schemes around the world.

However, there are some disadvantages when the performance-based ap-
proach is applied to strategic talent. It is fundamentally a rear-window method-
ology, oriented toward the past and the status quo rather than to the future. While
there may be merit in using such logic in a slow-moving industry, the approach is
poorly suited to the discontinuities of a fast-moving competitive environment or
to the complexities of a multidimensional professional service firm. Since it is
based on historic data, the performance-based approach may perpetuate an out-
dated structure of career paths.

The Strategy-Based Approach

The strategy-based approach is forward-looking, built around where we want to
go. The original theory behind “strategic human resource management”



emphasized translating strategy for the future into current implications for talent
selection and development, thereby implementing strategy faster.65 This is the ap-
proach that some strategy scholars, such as Kaplan and Norton, advocate as an in-
tegral element of their balanced scorecard approach to strategic management and
execution.66 What competencies does our talent need in order to execute our strat-
egy? How well are we providing those competencies? And how do we fill the
gaps through training, development, performance management, and rewards?

While the strategy-based logic lacks the rigor and legitimacy of the performance-
related approach, especially for people lower down in the firm, its big advantage
is that it is oriented to the future. It is often appealing to the senior management
of firms undergoing substantial transformational change and to those in fast-
moving competitive environments. As GE’s CEO Jeff Immelt notes, every strategic
initiative he takes is translated into recruiting, training, and succession—in
other words, into plans to build the necessary competencies.67

Consistency of behavior at senior levels—walking the talk—is important.
As ABB’s former CEO Percy Barnevik once commented, “If we talk about the
need for fast decision making and then top management procrastinates on
important decisions, then it just isn’t credible.”68 Fast decision making needs to
be matched by fast and thorough communication throughout the organization.
While the need for new behaviors aligned around a change in strategy may be
obvious to top management, it may be far from clear to middle-level managers
in distant subsidiaries, where the decisions on recruitment and promotions are
made. The competencies may be seen as the whim of the current CEO or as
headquarters politics.

The quickest way to implement the strategic approach is to bring in new
strategic skills from outside, as happens at the top in times of crisis. Extraordi-
nary promotions are also effective in communicating strategic signals in com-
plex multinationals—for example, a particular individual, widely regarded as a
maverick, is promoted to a position of major responsibility.

The Values-Based Approach

While the values-based logic behind talent development may be linked to a
competence framework, it is part of a broader philosophy of management
linked to strong normative integration, as Toyota illustrates (see the discussion
of Toyota in Chapter 6). Hewlett-Packard is another good example. In his auto-
biography, Dave Packard described how he and Bill Hewlett wrestled for
decades to articulate their emerging management philosophy and to communi-
cate it to their expanding staff.69 If they could do this, they could let employees
loose, guided by targets but otherwise autonomous. The result was “the HP
Way,” a list of values (or competencies) such as long-term perspective, listening
to customers, and trust in people.

Similarly, Infosys recruits for what it calls “learnability” and applies this to
all internal selections right up into senior management.70 Indeed selection on
the basis of specified qualities is arguably one of the most powerful ways of
building and maintaining a strong culture. The values-based approach, closely
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associated with the values-based leadership that Infosys’s CEO Murthy exem-
plifies, provides potentially powerful glue or integration, particularly in a
knowledge-based organization that cannot rely excessively on hierarchical
mechanisms of control.71

Adapting Competencies in the Transnational Firm

Global competencies need to be translated into behavioral indicators in order to
steer selection decisions, whether these involve external recruitment or internal
promotion and transfer. Cross-cultural validation studies undertaken by com-
panies show that there will inevitably be differences in these behavioral indica-
tors from one culture to another, as well as from one business to another. For
example, a specific skill within the competence of “managing people” at super-
visory levels might be providing feedback. In an individualistic culture, such as
the United States, the appropriate behavioral indicator might be “confronts peo-
ple constructively on their failings,” whereas in a collective culture, such as
Thailand, this might read as “ensures that subordinates know how they stand
while maintaining team harmony.” In defining “external relations” in a petro-
chemical company, the downstream exploration business might emphasize
community relations, while customer relations would be highlighted in the up-
stream marketing business.72 The “teamwork” competence may apply across
cultures, but with very different indicators in different settings.

There is a real tension between the need for differentiation and the need for
consistency. Unless the competence framework is developed in close partner-
ship with top management and the line, there is a risk that line managers will
pay no attention to what they see as an “HR exercise” that ignores the pragmatic
needs for differentiation, trying to impose one size on all. The need for differen-
tiation across countries will often be invoked by local subsidiaries arguing for
their own local way in choosing the competencies that guide selection.73

The Challenges of Internal Selection (Assessment of Potential)

How does a multinational corporation spot and select talent from within its
ranks? This question is important: As usually only those selected will be offered
development opportunities and training with the intention of moving them into
leadership roles. If selection into this pipeline, as it is called, is focused only on
males from the home country, those are the people who will come out of the
pipeline into executive roles. So how do global companies identify leadership
potential?

Regional Differences in Internal Talent Management

There are many ways of assessing talent or leadership potential within the
multinational firm. The traditional ways of doing this vary from company to
company and from nation to nation.

THE ELITE COHORT APPROACH. Many Japanese corporations in the latter
half of the 20th century adopted what we call the elite cohort approach, which
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also characterizes some established European firms.74 Cohorts of graduates are
recruited from target universities for long-term careers and then moved around
the organization during a seven-to-eight-year trial period, when they are
trained in company-specific skills and socialized into the organization’s values.
The trial period is characterized by a “safe learning environment” in the sense
that there are no immediate consequences of poor performance. But perfor-
mance and behavior are carefully monitored over time. Appraisals by superiors
are collected by the central personnel department—at Toyota, for example, this
happens at least three or four times a year. In effect, these seven years are an
extended selection period, based on different assignments and bosses.

By the time the members of the cohort are in their early 30s, and moving into
positions of leadership responsibility, these assessments will have enabled the
company to separate the sheep from the goats. The rules change, and career
progression becomes a tournament, with “winners” and “losers.”75 Those who
are deemed outstanding are given challenging responsibilities, while those who
score lower are assigned to less important roles with virtually no chance of get-
ting back into the game. These managers may eventually be counseled out of the
firm to join a subsidiary company—or a foreign multinational.

Although there has been considerable change in Japan over the last 15 years,
many leading Japanese corporations still follow this elite cohort approach, as it
has some strong merits. Selection has been rigorously undertaken, assuring the
development of a highly socialized leadership elite whose loyalty is unques-
tioned, whose skills have been meticulously honed, and which has a strong
grasp of the subtle problems of coordination.

However, this approach is incompatible with localization. Since potential is
identified at the time of recruitment, all the people entering the cohort pipeline
are Japanese. Consequently the output of the pipeline is Japanese. Even when
Japanese firms attempt to include foreign employees in the cohort, the practice
of appraising potential cautiously over a number of years discourages the best,
who want quick signals that they have a future. As a consequence, while Japa-
nese work practices at the factory level are widely admired, Japanese firms have
a poor reputation for manager development, particularly in service industries
such as banking and entertainment. However, since the elite cohort approach
has been successful, it is not easily modified.76

THE ELITE POLITICAL APPROACH. What we call the elite political approach,
which characterizes some US firms, is the typical pattern in establishment com-
panies in Latin Europe. We can take France as an example. As in the cohort ap-
proach, potential is identified at entry. Recruits come from schools that
specialize in grooming an elite for positions of future leadership responsibility.
In effect, the French educational system is responsible for selection. That
system, from the high school Baccalauréat (leaving diploma) to the Grandes
Ecoles (graduate or elite schools), is a funnel that progressively selects people
for their intellect, ambition, and ability to conform to establishment values.77

The graduates of the best Grandes Ecoles are virtually guaranteed positions, as
top leaders (the only doubt is the size and stature of the firm), and they will



immediately enter positions of managerial responsibility without any trial pe-
riod. While everyone else in the firm (graduates of lesser schools and universi-
ties) moves up in functional paths—what the French call les métiers—this elite
will move on a path of cross-functional challenge that continues to develop
their leadership skills.78

The equivalent of this in the United States would be firms that recruit grad-
uates from Ivy League universities with top MBA degrees. One could argue
that some elite consulting firms and investment banks, such as McKinsey and
Goldman Sachs, play the same role in the US and elsewhere as selection grounds
for senior-level appointments.

THE FUNCTIONAL APPROACH. Historically, German firms exemplified the
functional approach, a third model for internal assessment and talent manage-
ment, though variants can again be found throughout the world. It is less elitist
in nature, and the distinctive feature is that leadership is associated with func-
tional expertise rather than managerial leadership.

As in the elite cohort approach, there is an initial trial period of assessment
after graduate recruitment, but of a very different nature. Following the appren-
ticeship tradition, which is deeply rooted in German heritage, recruits are rotated
between departments for a two-year period (a practice also followed in some
American and other European firms). The objective is twofold: first, to provide
the recruits with a broad exposure to the business and organization; and second,
to assess where their talents really lie. At the end of this trial period they are as-
signed to the function that appears to suit them best. They will then climb that
functional ladder to higher and higher levels of expertise,79 although German
firms increasingly rotate their talent internationally and cross-functionally.

The advantage of the functional approach is the in-depth expertise that it
develops, shown by the meticulous attention to detail that is associated with the
renowned quality of German engineering. The disadvantage is the slowness of
decision making in organizations with strong silos, especially when it comes to
strategy in a fast-moving world of global competition.

Schlumberger follows a variant of this model. As we discussed, the com-
pany recruits top engineering graduates from elite schools in both emerging and
developed countries. These recruits then follow a three-year training program
involving classroom, on-the-job training, and projects, but their performance
and fit are closely assessed. During this period, 40 percent of recruits will drop
out or be counseled out. While there is a long-term approach to development,
only one in four hires will make a full career with the firm.80

WHAT ABOUT THE UNITED STATES? Variants on these three approaches to the
internal identification of talent could be found in leading US enterprises in
the golden years of American economic dominance after World War II until the
1980s. But with the increase in global competition, the focus changed to
restructuring and cost reduction. GE’s CEO at the time, Jack Welch, was nick-
named “Neutron Jack,” as he set the pace by eliminating more than a 100,000 jobs
during his early years as chief executive, many of them in the management and
professional ranks. IBM, formerly a bastion of stable if not lifetime employment,
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pushed a quarter million people out of the firm between 1985 and 1993, and
brought in a hundred thousand new hires. Subsequent waves of acquisitions fur-
ther disrupted talent plans, and the increasing speed of change made it difficult
to forecast talent requirements. Meanwhile, the new IT industry was growing in
California’s Silicon Valley, largely through buying and poaching talent at all lev-
els. Cisco employed 500 recruiters and regularly added 1,000 new employees
each month in the five years until 2000. It was only after the crisis in 2001 that
Cisco started to focus on internal talent management, including the launch of a
talent assessment process to accelerate the development of top contributors.81

What this means today is that the United States is the country with perhaps
the weakest belief in internal talent management, including assessment and de-
velopment. The most common way to get promotion is to change companies.
For many companies (some leading multinationals like GE, IBM, or P&G are
exceptions), talent management means recruiting and buying talent from the
outside. About 40 percent of US employees have been with their current employ-
ers for less than two years.82 A global survey in 2005 showed that organizations in
North America were the least likely to have a succession plan for staff, gave the
lowest priorities to people development and retention, and were the most
skeptical about the competitive advantage of people development.83 Cappelli
describes the rise and fall of talent management practices, arguing that talent
management should learn from supply chain management, oriented to devel-
oping and supplying talent within a short-term time horizon.84

Toward a Transnational Approach

Each of these three models has distinctive strengths, but they share the danger of
an excessive reliance on internal labor markets. They have come under pressure
from progressive globalization. One of their limitations is that talent and poten-
tial, particularly in the elitist models, are identified so early. While there are clear
advantages to this (talented people can be exposed to developmental challenges
over a longer period of time), it inevitably leads to a parent country bias, as well
as an excessive number people in the pipeline who may leave for other firms.

Consequently a different approach has emerged, one that is more in tune
with the needs of the multinational enterprise, particularly those facing transna-
tional challenges. The distinctive features of this model are that it is not elitist, in
terms of identifying potential at entry; and that it decentralizes the responsibil-
ity for functional development to its local subsidiaries, while managing selection
into the leadership and global talent ranks tightly at the corporate level.

The pattern that has developed in multinational corporations, from Exxon
to Nestlé and from IBM to Novartis, is to decentralize the responsibility for re-
cruitment to local units. The parent country itself becomes just another local
unit, and the corporate recruitment or staffing unit is separated from the mother
country.85 The role of the reconfigured corporate function is not to recruit in the
parent country—it is to beef up the rigor with which local companies undertake
recruitment and staffing (typically aided by a guiding competence-based logic).
Local subsidiaries recruit not just for jobs but also for potential.86 Local recruits
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pursue their careers within the local company, typically moving upward within
functions for the first five to eight years. One could call this a locally managed
functional trial. The corporate task is then to distinguish those with wider
potential from the ranks of local talent.

Since potential is not identified at the time of entry, a wide variety of tech-
niques are used to identify internal people with potential:

• Local general managers may be asked annually to submit the names of their
high potential individuals, who will then be scrutinized or even sent
through an assessment center. The task of developing high potential local
talent may be one of the key performance indicators (KPIs) for the local unit.

• Expatriates working in local firms are required to identify local high poten-
tials, including their possible successors.

• If there is a regional structure, identifying potential is a particular responsi-
bility of the regional HR manager working with local subsidiaries.

• In some firms, potential is identified in a more subtle way, through local nom-
inations for a landmark corporate “young managers” educational program,
in which the training staff observe the behavior of participants closely.

• Local personnel who are given exceptional salary raises may come under
particular scrutiny, as will those individuals who are assigned by local
subsidiaries to work on cross-boundary projects.

• Exxon used to use a peer ranking methodology,87 and multiple appraisal
remains a reliable method of making such judgments—getting a group of
managers who are familiar with the local people around a table for a frank
discussion of their qualities. While the choice of a competence-based logic
in no way resolves the problem of identifying potential, it provides a com-
mon language and concept of potential to guide these methods.

One of the implications is that global performance management will be-
come particularly important, since internal selection should be based on com-
mon standards for performance evaluation across borders and cultures. We will
explore further some of the dilemmas around this issue in Chapter 9.

MANAGING RETENTION

One of the basic tenets of human capital theory is that individuals who have
valuable generalized skills that are not firm-specific will be most likely to be
lured away by market opportunities elsewhere. Therefore, retention must be an
integral part of talent management. Firms that do a good job of recruitment and
development but who manage retention poorly will have borne all the costs of
talent development, while other firms capture the benefits. Unfortunately, it is
typically the most talented people, whom firms can least afford to lose, who
leave for higher pay and bigger opportunities elsewhere.

Attrition rates vary from one region of the world to another, depending on
supply and demand and other factors outlined at the beginning of this chapter.88
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Staff turnover is generally low in Europe and the Middle East, and lowest of all in
Japan where lifetime employment is still the norm in large companies. Attrition
rates are high in the growth economies of Asia, where opportunities outstrip sup-
ply, and they are particularly high among senior managers and executive leaders.
Attrition is also high in North America, where there is a strong belief in buying
talent rather than building it, as discussed earlier. Most Silicon Valley firms grew
solely through building ever-greater sophistication in recruitment at all levels in
the boom years of the 1990s. Attrition is also extremely high in Russia.

Many studies have tried to estimate the costs of turnover. The more skilled
and talented the person, the higher the direct and indirect costs of disruption
and replacement, so costs are typically estimated by taking a multiple of the
salary. The larger the salary, the higher is the multiple. The cost of replacing an
unskilled person is usually one or two times the monthly salary, while for a
senior executive it may be 10 or 15 times that monthly salary.89

Why Do People Leave and What Can Be Done about It?

The scholarly research on turnover and retention suggests that there are multi-
ple reasons for attrition,90 and there is a large practitioner literature on the
reasons why people leave a firm.91 With this in mind, let us review some of the
implications for managing retention:

1. Compensation. When asked in an exit interview about the reasons for leav-
ing the organization, most people will say that they are getting a higher wage
package in their new job. But this does not necessarily mean that higher com-
pensation is the solution to retention. Experienced HR professionals will
point out that typically it is not money that leads someone to look outside in
the first place but some other cause for disgruntlement—lack of clear devel-
opment opportunities, a difficult boss, or problems in work–life balance. And
if talented individuals are prepared to change jobs and organizations, they
will invariably gain (often significant) increases in compensation. Raising
salaries across the board to solve retention would only price the company out
of business. As we discussed earlier, it is important to consider all aspects of
the employee value proposition, of which compensation is only one element.

This does not mean that compensation is unimportant for retention.
There is a widespread belief in the United States that an unsatisfied em-
ployee can be tempted elsewhere by a 5 percent increase in wages, while it
will take 20 percent to lure a satisfied person.92 Compensation is important,
and if the firm is out of line with the market for a particular category of tal-
ent, then it can expect to see turnover rising. Consequently, research shows
that firms that invest in human capital development in order to build a more
productive workforce are willing to pay above-average market wages, as is
indeed the case with Schlumberger.93

To retain strategic talent it is vital to know how employees view the
local job market and to know this market well (it may include small local



companies). In countries where it is possible to use stock options and reten-
tion bonuses, these may be effective in boosting retention. People may leave
after their options are exercised, but this is at least predictable.

Financial penalties can sometimes be used to discourage unilateral res-
ignations. For example, employment contracts that include retention bonds
(often with family guarantees) are widely used by the public sector in Sin-
gapore to retain employees who have benefited from education or training
support from the government or the employer. The aim is to ensure that
they remain with the sponsoring organization for a prescribed period of
time to secure a return on the development investment. In the private sec-
tor such contracts, while not uncommon, are difficult to enforce.

2. The quality of the relationship with the boss. The line manager is responsi-
ble for many areas of potential dissatisfaction contributing to turnover: coach-
ing, providing feedback, giving recognition, offering growth opportunities.
The boss is also central to other dimensions of retention management, such as
work–life balance, where the superior typically has considerable discretion,
regardless of corporate policy and practice. HR professionals often argue that
much of the problem of turnover lies in the hands of the direct supervisor.
A popular way of expressing this is the aphorism that “people don’t leave
companies, they quit bosses.”

One of the bones of contention concerning retention management is
that line managers tend to see it as the responsibility of the HR function, of-
ten linked to compensation and benefits, while HR professionals want line
managers to take the prime responsibility for retention. However, creating
a talent mindset where line managers accept that they must pay attention to
subordinates can be difficult. This is true even in North America, where it is
now common for at least senior managers to have retention objectives
among their key performance indicators.

If the firm has an internal job market that allows employees to apply
freely for other internal positions, the role of the boss in retaining talent
becomes more transparent—as described in the box “How IBM Got Line
Managers to Feel Accountable for Retention.” By 2005, half of companies in
the US allowed employees to apply for another internal position without
permission from the boss.94 But creating this talent mindset can be more
challenging in the environment of emerging countries, like Russia and
China, where bosses often have an eye on the door themselves, and are not
used to considering people management as part of their role—indeed they
may take their best performers with them when they leave!

3. Work–life balance. The biggest source of work dissatisfaction in the opinion
surveys of many leading multinationals is poor balance between professional
and private life, particularly pronounced in high-growth markets of Asia and
Latin America. And in affluent countries where dual careers have become the
norm, there is no doubt that work–life imbalance contributes to attrition.

This is particularly true among career women with children, and among
the younger Generation Y in their 20s. One reserve to note here is highlighted
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in the research of one of the authors, based on 14,000 managers across the
globe, which showed that perceived work–life imbalance may hide other
problems, notably different types of mismatch between the job or company
and the individual.95 In contrast, individuals who thrive on their jobs and
work environments will often live with their work–life dissatisfaction for
protracted periods of time.

In order to retain talent, companies respond with a range of work–life
programs to juggle work and family commitments, as well as child-friendly
working practices. Infosys successfully tackles retention with a group of
workplace initiatives, including family involvement, that mimic the best as-
pects of university life and aim at avoiding impersonal bureaucracy amid
rapid growth.96 Flexible working hours are spreading, practiced by two-thirds
of European companies and by large firms in other developed regions, from
Singapore to San Francisco. While telecommuting appears to be particularly
effective with respect to retention among dual-career couples with children,
only 24 percent of a sample of 300 corporations across the globe offer this,
and we rarely see it in Asia.97 Thoughtless practices—such as Friday
conference calls, New York time, that take away part of the weekend for
those in Asia—should be eliminated.

How IBM Got Line Managers to Feel Accountable for Retention

In the high-tech boom years of the late 1990s,
IBM professionals were frequently poached by
competing companies. In a firm that had al-
ways prided itself on its retention capacity, an-
nual turnover rates among software engineers
and IT specialists were in excess of 30 percent
in some domains and countries. As in most
firms, line managers saw this as a problem for
the HR department to solve. Instead, HR de-
vised a strategy to encourage the line to feel ac-
countable for retention management.

IBM had an internal job market where
professionals could apply for other positions.
But it was not functioning well, since bosses
could make life difficult for people who ap-
plied. HR gathered the line managers together
and showed them the turnover statistics—
32 percent of software engineers going to Dell,
HP, and start-ups each year. “We can’t prevent
people from leaving,” HR pointed out, “but

we want them to look at other possibilities
within the IBM before they decide to quit. So
we are going to have to remove any rights that
bosses have over their people. You can no
longer prevent anyone from applying for a job
and moving elsewhere within IBM.” There
were howls of protest from the line: “How can
we do our work when you’ve taken away all
our rights over our people?” With the backing
of top management, HR insisted that these
were the new rules of the game.

Within a year, turnover rates had come
down significantly. To get their work done,
managers were now obliged to coach their
people, listen regularly to their needs, and al-
low flexibility within reasonable limits for
family demands. By the time the 2001 reces-
sion hit and turnover was no longer a signifi-
cant problem, the culture of IBM had changed
and the new rules remained in place.



4. Internal development and promotion. Providing a transparent structure
for talent development that is clearly based on performance and potential is
another important tool for combating attrition. In multinational firms, this
means establishing positive role models for local staff. The lack of develop-
ment and promotional opportunities contributes greatly to attrition, espe-
cially among talented individuals. We found this to be consistently true at
multinationals in emerging markets like Hong Kong, in the past, and Shang-
hai, Singapore, and Bangalore today. If locals are unsure of their develop-
ment opportunities in the firm, particularly when they see senior jobs going
first and foremost to expatriates, they will naturally manage their careers by
keeping a close eye on outside opportunities. But this also true of firms in
the US, where senior positions are often filled by outsiders.

5. Location. It may be easier to recruit people in talent cluster locations like the San
Francisco area for the IT industry, the north of Italy for the fashion industry, or
in conurbations such as Shanghai and Sao Paolo. But it is also easier for other
firms to poach talent in such places, and attrition will certainly be higher. The
HR strategy of software firm SAS focuses on providing generous employee
benefits and a highly congenial flexible work environment—but it is located in
North Carolina, far from the industry hub on the Pacific coast. Its attrition rate
is low in an otherwise volatile industry (see the box “Retention in High-Velocity
Environments”) and this stability gives SAS a competitive advantage over its
competitors, where many members of software development teams are either
learning the ropes or looking for opportunities elsewhere. Companies with
sophisticated techniques for the attraction, selection, and development of talent
may be able to choose secondary locations where it is easier to socialize and
retain talented individuals (like Vietnam rather than China).
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Retention in High-Velocity Environments

Conventional wisdom about human re-
sources says that it is particularly important to
pay attention to factors such as development
in the second and third years of employment,
a time when people often begin to look at al-
ternative options. However, a recent study in
the booming marketplace of India, where at-
trition rates among young professionals have
been exceeding 30 percent, suggests that em-
ployers should start a professional develop-
ment plan immediately after recruitment, as
talented individuals are making decisions
about whether to stay or leave within six

months.98 In these fast-moving environments,
four factors were found to be important:

• Performance management to identify rap-
idly the right people to retain.

• Professional and career development.
• Attention by line managers to individuals.
• Company social responsibility.

A company’s reputation and attitude
toward social responsibility are increasingly
important for attraction and retention among
Generation Y.



BALANCING SHORT AND LONG 
TERM IN TALENT MANAGEMENT

One of the biggest tensions pervading most areas of talent management is be-
tween short and long term. GE paid close attention to this when creating its tal-
ent development culture. When managers complained that they were under so
much immediate performance pressure that they did not have time to develop
their people, former CEO Jack Welch pushed back. “Anybody can manage short.
Anybody can manage long. Balancing those two things is what management is
about.”99

Companies can become trapped in a vicious cycle of HR boom-and-bust if
leaders are excessively reactive and pay attention only to the short term. In a
downturn, the first budget to be cut is recruitment, followed by training. When
the business cycle is at its lowest point, there is a temptation to cut costs to the
bone by laying off people, sometimes in ways that compromise the motivation
and loyalty of survivors. When the upturn comes, there are not enough skills left
in the company to take advantage of the growth opportunities. Managers
scramble to fight short-term fires, hiring people with excessive bonuses and
frustrating others. If before there were no budgets for training and develop-
ment, now there is no time to do training and development well. Problems with
underperforming people are pushed aside—until the next downturn, when
they are laid off. And so the cycle repeats itself.

Even firms known for long-term thinking, such as those in the oil and gas
industry, have fallen into this trap. Oil prices are by nature cyclical and unpre-
dictable, and during the 1980s and 1990s the oil majors took a conservative
stance on recruitment of petroleum engineers and geophysicists. Then, when
the price of oil hit an all-time low of $10 a barrel in 1999, Shell, Exxon, and most
other major players stopped all recruitment, faced with an obvious need to cut
operating costs. For several years there were no new jobs in the oil industry,
hundreds of engineers and geologists were laid off, and many departments of
petroleum engineering at Western universities literally had to close their doors.
Then 10 years later, when the oil price jumped to over $100 a barrel, the share
price of these companies depended on the capability to find and exploit oil
reserves. However, technical graduates were only to be found in emerging oil-
producing countries such as China, Russia, and Indonesia. These graduates
would typically prefer to join their national oil company—or Schlumberger, the
now booming oil services provider that had demonstrated a longer-term strate-
gic staffing perspective.

L’Oréal, the French cosmetics giant, had an exemplary way of dealing with
this cycle. Top management openly acknowledged that one of the most impor-
tant tensions to manage is the conflict between the short-term bottom line and
long-term development; and that in decision making there is a natural tendency
to privilege the short term, since it is so immediate and concrete. The role of the
human resource function at L’Oréal was to act as the guardian of the strategic
and long-term perspective, especially concerning decisions about recruitment,

294 CHAPTER 7: Managing Global Talent: Recruitment, Selection, and Retention



promotion, and the development of people. This did not give HR a right to veto;
however, it did give them the right to stop the music and say, “Time out! Let’s
look at the long-term arguments before we decide.” Sometimes the decision
would favor the short term, sometimes the long term, and sometimes a creative
solution favoring both would be found.

Companies should be investing in performance management to identify
and retain high performers and to weed out low performers in good times, not
just bad. For well-managed companies with solid global performance manage-
ment, strong balance sheets, and the liquidity to make investments, there is no
better time to build competitive advantage than during a downturn. As Peter
Sands, CEO of Standard Chartered, notes, the times of crisis are a period of op-
portunity for bold moves that pave the way for the future, notably with respect
to talent management.100 That is the time when one can have the best of both
worlds by retaining one’s best people and attracting the best from one’s com-
petitors. As the good times return, the corporation is in a strong position.

TAKEAWAYS

1. The talent management process anticipates and meets a firm’s needs for
human capital. It is defined as deliberate actions, connected to the
organizational strategy and capabilities, to attract, select, develop, and
retain those who, individually or collectively, have the capability to make
a significant impact on the firm’s results.

2. Along with performance management, talent management is often seen
as the most important element of HRM in the knowledge economy.
Demographic changes and global competition add to the importance
of talent. Individuals are increasingly mobile as the Internet opens access
to more career opportunities.

3. Talent management requires a high degree of attention from three internal
stakeholders: top management (notably the CEO), the HR function, and
line managers in general.

4. Multinational firms can build competitive advantage through talent
management by ensuring that the best individuals get opportunities,
regardless of their passports, and by proactive recruiting in emerging markets.

5. Firms need a balance between building and buying talent. The former is
favored if (1) the strategic time horizon of the firm is long; (2) there is a
clear internal sequence of skills and jobs; (3) the culture of the firm is part
of its competitive capability; and (4) it is possible to forecast the demands
for talent.

6. To attract and retain talent in local markets, it is important to build a global
employer brand and differentiated employee value propositions, balancing
the needs for global consistency with local adaptation.

7. Selection involves identifying the most suitable person from a pool of
candidates (internal or external). Selection and assessment are closely
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linked to the management of gender, ethnicity and religion, and other
forms of diversity.

8. Multinational corporations often guide talent management processes by
specifying desired competencies. But there is a lot of confusion in defining
competencies, which comes from mixing three different perspectives—
performance, strategy, and values.

9. There are different approaches to internal selection: (1) the elite cohort
approach; (2) the elite political approach; and (3) the functional approach.
Many multinational firms use a mixed approach that can be described as
a locally managed functional trial.

10. Unless a company can manage retention, there is no point in investing in
talent development. Four possible causes of attrition must be carefully
managed: compensation, relationships with the boss, work–life balance,
and opportunities for internal development and promotion.
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Chartered is a financial services group that focuses on emerging markets. It was one
firm that learned its lesson from the recession of the early 1990s when it cut budgets
for talent—and then paid the price in the boom times that followed because it did
not have a reputable employer brand or sufficient leadership talent on board. In
times of rapid growth, it is difficult to put talent management processes in place or
to create the necessary talent mindset. The time to do that is when the heat is off.
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CHAPTER 8

Developing Global Leaders

General Electric’s Leadership Meritocracy

One hundred years ago, Charles Coffin succeeded Thomas Edison as CEO of
General Electric (GE) and, with his belief in meritocracy through measured perfor-
mance, laid the foundations for what was to become renowned as GE’s “leadership
engine.” Refined by successive CEOs and brought to fame during Jack Welch’s
tenure (1981–2001), Coffin’s enduring achievement earned him Fortune’s award of
“the greatest CEO of all time” in 2003.1

The idea behind the leadership engine is that a leader is a steward of human
capital, whose primary job is to leave a legacy of talent that can carry the company
forward. This is what GE’s top executives believe—and the corporation has become
a model for talent development that is emulated globally. This reinforces, indeed
underlies, the strength of GE’s brand—and executive search agencies around the
world target GE as a talent-rich firm. When we meet former GE managers in
Germany, China, or the United States, they invariably speak highly of their GE train-
ing. Former GE executives have moved on to head up a wide range of international
firms, from ABB in Switzerland to Boeing in the US.

If Coffin laid the foundations with a premonitory emphasis on merit, Welch
brought a focus on candor and honesty when he took Session C, GE’s core process for
talent review, development planning, and succession management, out into the busi-
nesses. Every spring, the CEO and senior vice president of HR visit each of GE’s oper-
ating units and hold a day-long audit, assessing the performance of the management
team and the potential of rising talent. A follow-up takes place six months later.

“We have made leadership development the most important element in our
work,” said Welch. “We focus on some aspect of it every day. It is in our blood. We
put people in the right job and let them develop a strategy, in that order. You can’t
start with strategy and then appoint someone to execute it. So my most important
job is to choose and develop business leaders who are bright enough to grasp the el-
ements of their game, creative enough to develop a simple vision, and self-confident
enough to liberate and inspire people.”2
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To drive this, Welch used metrics in the shape of a “vitality curve,” where individ-
uals were ranked into As (top 20 percent), Bs (middle 70), and Cs (bottom 10 percent)
on performance, potential, and fit with company values. Linking this to rewards—and
punishments, since the bottom 10 percent would not be there next time around—
created shock waves around the world. “I own the managers,” Welch said to GE’s busi-
nesses. “You only rent them from me.” His successor, Jeff Immelt, is equally committed
to the vitality curve reviews. He responds to critics by saying that you have to be totally
consistent: “Unless you are really dedicated to a whole system, it doesn’t work.”

Jeff Immelt, who was appointed CEO in 2001, the day before 9/11, is himself a
product of the GE leadership development process. A Harvard MBA, he chose to
ignore warnings that it would take 10 years before he met Welch and got any visi-
bility (he met Welch within a month). Soon considered as one of the top 150 high
potentials, he succeeded in a series of tough challenges, including saving a business.

Immelt’s strategic focus today is on innovation, technology, and continuous
internationalization (in 2008, 53 percent of GE revenues came from outside the
United States). Talent management is a means to get this done. “Every initiative I’m
thinking about gets translated into recruiting, Crotonville [training], and Session C
[development reviews and succession planning]. When you step on the gas here, it
really goes.”3 For example, to translate innovation into action, each business was
asked to identify five high-level “pillar jobs” that involve the challenge of building
customer-facing innovation. Top management reserves the right to fill these positions
with the candidates of their choice. In this way, GE makes sure that its best people
will be given the challenge of leading a breakthrough opportunity that, if successful,
could be grown into a new business.

Nevertheless, globalization of leadership development remains a challenge. Welch
often hinted that his successor could be from another country, or would at least have
extensive international experience. Yet Immelt never held a position outside the US,
and in 2009 only one of the top 18 corporate executives was not an American.4 Still, GE
tries hard to develop a global executive team. Immelt and his colleagues go out of their
way to meet with high potentials when they are on trips abroad, and GE continues to
win nominations as one of the best three companies in the world for developing lead-
ers.5 When Immelt nominates his successor, we will know the outcome of this effort.

OVERVIEW

More than almost any other firm in the world, GE has built a reputation for 
the quality of its leadership development, to the point where former GE 
executives occupied the CEO positions of 34 Fortune 200 companies in 2005.6

In this chapter, we build on some of the lessons of GE’s experience to discuss
why leadership development is such a priority in multinational companies.
While there are conceptual differences in leadership across cultures, there 
is general agreement that leadership involves setting the agenda for the future,
rather than simply assuming operational responsibility for the current job.
Leadership intransitivity—by which we mean that the skills required at one level
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different from those that led to success at former levels of responsibility—is a
major challenge for multinational organizations.

This leads into our discussion of the principles that guide leadership devel-
opment, and key supporting tools. First, people develop through challenges,
which means demanding assignments including split egg roles; the challenge of
working outside one’s domain of functional and geographic expertise is particu-
lar important for leadership development. Second, the focus on leadership chal-
lenge requires what we call people risk management to mitigate the risk of
failure, through interventions such as training, coaching, and mentoring. We also
explore the importance of development factors such as learning agility.

We then move on to describe the traditional top-down management of lead-
ership development, exploring the dilemmas associated with assessing leader-
ship performance and potential, and those related to the development of
leadership skills. This traditional pattern of development is increasingly com-
plemented by bottom-up, open job resourcing. Investments in global people
management processes and in self-help e-technology can help a firm deploy
people more effectively across borders, with the implication that the responsi-
bility for career management shifts from the organization to the individual.

We close the chapter by highlighting how leadership development facili-
tates coordination in the transnational firm, providing powerful glue to the
multinational enterprise.

GLOBAL LEADERSHIP

The task of developing global leaders is a top priority of human resource man-
agement in multinational firms.7 Already more than a decade ago, surveys of
Fortune 500 enterprises showed that 85 percent were concerned about the insuf-
ficient supply of global leaders—people with the ability to manage uncertainty,
and with the organizational and business savvy and cross-cultural skills needed
to run such a business.8 More recent surveys continue to highlight this issue. In
one 2007 survey of corporations in 40 countries, over 75 percent of top HR ex-
ecutives cited the development of future leaders as a critical challenge.9

The impending retirement of experienced executives in mature economies is
one factor behind the shortage, but it was above all the explosive growth in emerg-
ing markets that fueled the gap. In the BRIC countries of Brazil, Russia, India, and
China, the shortage of management talent is most acute at senior levels.10 And, as
we noted in the previous chapter, the new demand comes not just from Western
firms but also from local multinationals.

CIMC is a Chinese multinational that has grown to be a world leader in 
container manufacturing in the last 20 years, with 60,000 staff and more than 
100 subsidiaries in China and abroad. When CEO Mai Boliang was asked about the
biggest challenges facing the company, he singled out leadership and talent
development. “CIMC operates in broader geographies, on a larger scale, and in
more diversified fields than it did in the past, and that poses more severe challenges
. . . We find that the starting point of Chinese staff members who are developed
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internally, often from the shop floor, is relatively low and that it takes them longer
than the better-educated people to reach the point we think is sufficient for work at
an international level.”11 Indeed, rapid growth, combined with a small pool of ex-
perienced leaders, means that the lack of leadership capability has been the primary
workforce challenge for enterprises in Asia Pacific, as well as Latin America.12

A survey of nearly 1,500 HR professionals around the world reports high
rates of failure among leaders, averaging 37 percent who leave their positions
and/or do not achieve their objectives. The failure rate was highest in Asia, with
42 percent. The main reasons for failure were seen as lack of interpersonal skills
(building relationships, giving feedback, communication), leadership (facilitat-
ing change, building a team), and strategic skills (ability to set a vision or direc-
tion and align people).13

How Does Leadership Relate to National Culture?

Leadership is subject to trends, and since it moved to center stage in the 1980s, many
different types of leadership have been projected as the norm—for example, trans-
formational, empowering, visionary, and charismatic. Today there is a trend toward
thinking of leadership in pluralistic or distributive terms—as a set of different roles,
played by different people, rather than the quality of one heroic individual.

Concepts of leadership and management are culturally and contextually bound.
For example, in some Asian countries leadership is based on the traditional author-
ity of command, while in the United States, there is a perceived need for leadership
that fosters commitment. Concepts of leadership are tied to different concepts of au-
thority, as outlined in the box “Cultural Differences in Authority and Leadership.”
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Cultural Differences in Authority and Leadership

Any concept of management or leadership
implies getting results through other people
rather than through one’s own efforts as an
individual contributor. People become man-
agers when they move into roles where they
assume responsibility for other people, and
they often struggle with this transition, since
they have to figure out how to exercise au-
thority.14 Our research suggests that there are
three different types of authority correspon-
ding to three different managerial orienta-
tions, as shown in the following figure.15

The traditional form of authority is hier-
archical and comes with position—the right to

give orders and to demand compliance. In
some countries, such as Italy (with its diri-
gente), Germany (with its Prokurists), or Japan
(daihyo torishimariyaku), this is formalized in
civil and commercial law and gives the title-
holder the legal right to commit the firm.
Hierarchical authority is typically reinforced
by the holder’s power to reward and punish.

The authority of expertise is built on hi-
erarchical authority and develops as individ-
uals move up functional ladders to higher
positions. However, as they move into mid-
dle management and leadership, we find
that expertise-oriented managers begin to
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underdelegate, becoming excessively fo-
cused on details that capable subordinates
could undertake, instead of concentrating on
the leadership challenges of building the
business. Since their authority is based on
their expertise, they find it threatening to
delegate important matters—subordinates
might develop similar expertise and under-
mine their roles.

The third orientation builds on the
authority of leadership. This is the skill of
obtaining long-term results while assuming
accountability for operational results. It means
learning how to delegate much of the responsi-
bility for operational activities to competent
people; so managerial leaders understand the
need to have the right people in the right places
at the right time.

National cultures differ on these author-
ity orientations, as research by André Lau-
rent demonstrates. Laurent asked managers
from different cultures whether or not they
agreed with the proposition that “It is im-
portant to have at hand precise answers to
most of the questions that subordinates may

raise about their work.” He found big
differences between cultures—as shown
in the following figure, which gives infor-
mation on 17 countries.16

In some cultures, such as Sweden, South
Africa, and the United States (the first three
columns), there is strong disagreement with
the proposition. The response in these cul-
tures seems to be “I’m not expected to be the
expert so I won’t have a precise answer to
most questions. Go and talk with so-and-so.
And even if I had the answer, I would not
necessarily give it because then people will
always bother me with questions—I’ll end
up doing their jobs, and I won’t have time for
my leadership role of building the business.”
The strong leadership orientation in these
cultures contrasts with the expertise orienta-
tion in Germanic cultures, such as Germany
and Austria, and also to some extent Belgium
and France (where the functional sense of a
métier remains powerful). Here the reaction
is likely to be “I have been promoted because
of my expertise and experience, so I should
be able to give a precise answer.” Countries

The Authority of

LEADERSHIP

(results through people who have more

expertise than you, focus on

building the business)

The Authority of

EXPERTISE

(scientific, technical,

functional, client . . .)

HIERARCHICAL

Authority

(the authority of position or

hierarchical status)
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GLOBE studies of the cross-cultural dimensions of leadership find that
certain qualities are universally associated with leadership effectiveness, no-
tably looking ahead and having vision, as well as fairness and integrity.17 Other
qualities—being an asocial loner, being noncooperative and irritable, and being
autocratically dictatorial—are universally regarded as impediments or derailment
factors.18 But the value of some leadership attributes, such as individualism,
varies significantly from one culture to another (see Table 8–1). The conclusion
is that there is a great deal of communality across cultures in perceived qualities
of leadership, but also some differences.

In our view, common elements of leadership are captured well by a Hay-
McBer study of leadership competencies in various countries, from the United
States to Japan, and from France to Korea, suggesting that leadership is about set-
ting direction and aligning people. The art of leadership is how one goes about set-
ting the agenda and how one brings people on board.19 There are myriad ways of
doing this—leadership personality and style depend on the context. The old belief
in a generalized “professional leader,” independent of context, is now outmoded;
research has shown that leaders have to know their business environments well.20

on the right in the figure—Latin cultures,
such as Spain and Italy, as well as China and
Japan—combine the expertise orientation

with strong hierarchical authority. Subordi-
nates expect the boss to be the boss and pro-
vide an answer.

Agreement rates on the proposition “it is important to have at hand precise answers to
most of the questions that subordinates may raise about their work.” (Response from
thousands of managers in 17 countries, data collected during the period 1991–2000.)
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Global Leadership Competencies

The belief that global leadership requires different skills than “domestic”
leadership is widely shared. When David Whitlam, then CEO of Whirlpool,
was steering the company’s transition from a domestic US player to a global
firm, following the acquisition of Philips’ appliance division in the mid-
1990s, he commented, “I’ve often said that there’s only one thing that wakes
me up in the middle of the night. It’s not our financial performance or eco-
nomic issues in general. It’s worrying about whether or not we have the right
skills and capabilities to pull the strategy off. . . . It is a simple and inescapable
fact that the skills and capabilities required to manage a global company are
different from those required for a domestic company.”21

While there seems to be agreement that leading a global organization requires
a particular skill set, there is no accepted definition of the global leadership con-
struct or established body of tested theory. Still, a substantial literature has devel-
oped over the last decade addressing the question of what competencies global
leaders need to be effective and how these competencies can be developed.22

Many global leadership competencies have been singled out, and these can be
viewed as a pyramid, as shown in Figure 8–1. At the base are the global knowledge
and understanding that come above all through contact with people of different
backgrounds while working and living abroad, as well as education and experience.
Then certain threshold leadership traits are required—we will discuss openness to
challenge and learning agility later in this chapter. The next three layers form the core
global competencies, including attitudes and interpersonal and systemic skills.
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TABLE 8–1. Cultural Views of Leadership Effectiveness According 
to the GLOBE Studies

The following is a partial list of leadership attributes with the corresponding primary
leadership dimension in parentheses.

Universal Facilitators of Leadership Effectiveness
• Being trustworthy, just, and honest (integrity).
• Having foresight and planning ahead (visionary).
• Being positive, dynamic, encouraging, motivating, and building confidence

(inspirational).
• Being communicative, informed, a coordinator, and a team integrator (team builder).

Universal Impediments to Leadership Effectiveness
• Being a loner and asocial.
• Being noncooperative and irritable.
• Being dictatorial.

Culturally Contingent Endorsement of Leader Attributes
• Being individualistic.
• Being status conscious.
• Being a risk taker.

Source: M. Javidan, P.W. Dorfman, M.S. de Luque, and R.J. House, “In the Eye of the Beholder: Cross-Cultural Lessons

in Leadership from Project GLOBE,” Academy of Management Perspectives 20, no. 1 (February 2006), pp. 67–90.



Many of these competencies have been discussed in other chapters, but we
see four as particularly important for global leadership. Global leaders need a
high tolerance for ambiguity, along with the ability to work with contradiction
that is at the heart of global mindset. It is also clear that leaders need strong in-
terpersonal skills in building multinational relationships, including emotional
self-control and the ability to handle conflict. Finally, the ability to exercise in-
fluence without authority is essential for effective lateral coordination.

Some people would like to believe that such global skills can be learned at
home by working with a diverse workforce. However, it has been estimated that
the experience of living and working overseas is indispensable for the develop-
ment of over half of all significant global competencies.23 While many important
business lessons could perhaps be learned at home, most deep attitudinal or
cultural lessons about leadership were learned as expatriates. Expatriation, the
experience of living and working abroad—not merely traveling—is necessary to
develop emotional depth of understanding of global business, going beyond
simple intellectual understanding.
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FIGURE 8–1. The Pyramid Model of Global Leadership

Source: Adapted from A. Bird and J. Osland, “Global Competencies: An Introduction,” In The Blackwell Handbook

of Global Management, eds. H. Lane, M. Maznevski, M. Mendenhall, and J. McNett (Oxford: Blackwell, 2004).



Leadership Passages: Intransitivity

One of the limits of the idea of mapping out global leadership competencies is
that the leadership skills needed at one level in the transnational organization
are different from those needed at the next level. This is called intransitivity.

Leadership intransitivity means that the skills and attitudes of the next position
up are qualitatively different from those in the previous job. The best player often
does not make the best coach. The famous Peter Principle—people are promoted to
one level above their competence—captures the idea that the best engineer does not
necessarily make the best engineering manager. One major transition in managerial
careers is the move from a position requiring the authority of expertise to one re-
quiring the authority of leadership. GE developed a more detailed framework of six
transitions in the leadership pipeline as people move from individual contributor
roles built around their own expertise to enterprise leadership.24

For example, as one moves from a supervisory position where one man-
ages other people to a position above where one manages managers, new
skills must be mastered—assigning responsibilities, measuring progress, and
coaching people. And when one moves from the role of managing a function
to that of managing a business, with responsibility for the bottom line, the
transition involves learning to feel comfortable managing domains where one
has little familiarity as well as balancing short- and long-term perspectives.

Why does leadership intransitivity matter for multinational firms? As
Bartlett and Ghoshal have argued, the shift toward transnational enterprise is
increasing the degree of intransitivity. The old model of organization in the
multinational firm, they argue, was a top-down structure that was largely tran-
sitive. Management tasks at each level of the hierarchy were similar to but big-
ger than the tasks a level below. Top managers were the strategic architects,
senior managers were the administrative controllers of these strategic plans,
while operating level managers were the frontline implementers of strategies
that were conceived “up there” by top managers and their staffs. It was like a
Russian doll—inside the big doll is a similar smaller doll, with yet another sim-
ilar doll inside that one. Bartlett and Ghoshal argue that this transitive model is
particularly dysfunctional for the transnational organization.25

Their model is much more intransitive, implying qualitatively different roles
at different levels that require new attitudes and skill sets, as shown in Table 8–2.
In a fast-moving competitive environment, strategic initiatives come from the
operating-level managers, not from top management. These operating managers
heading up business units and subsidiaries need to be aggressive entrepreneurs,
creating and pursuing new business opportunities, as well as attracting and de-
veloping resources, including people. They identify new opportunities, and
strategies are born out of their initiatives rather than on the drawing boards of
corporate planners far removed from the action of the marketplace.

The senior managers heading up businesses and countries/regions, to
whom these entrepreneurs report, need to be integrative coaches with strong
skills in lateral coordination, able to cope with the complexity of vertical and
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horizontal responsibilities simultaneously. They must stretch and at the same
time support the local units, linking the dispersed know-how of these units,
and building strategy out of entrepreneurial initiatives. Top managers need
to be institutional leaders with a longer time horizon, nurturing strategic
development opportunities, managing organizational cohesion through
global processes and normative integration, and creating an overarching
sense of purpose and ambition.

This intransitive structure has important implications for leadership devel-
opment. Many people who perform well in entrepreneurial leadership roles at the
operating level will not be able to adjust to more ambiguous roles as lateral coor-
dinators and integrators in business area or regional roles. Appropriate develop-
mental experiences need to be planned to build the new skills they will need.

Although this model of transnational talent development may not be an ap-
propriate guide for all enterprises, the intransitivity of knowledge-based careers
is likely to increase in the future, with accelerating technological, social, and
competitive change. Therefore, while the ability to make a particular known

TABLE 8–2. A Model of Management Competencies for Roles in the Transnational Organization

Operating-Level Managers Senior-Level Managers Top-Level Managers

Changing Role • From operational • From administrative • From resource
implementers to controllers to allocators to  
aggressive supportive institutional leaders.
entrepreneurs. coaches.

Primary Value • Driving business • Providing the • Creating and
Added performance by support and embedding a sense 

focusing on coordination to of direction, 
productivity, bring large company commitment, and 
innovation, and advantage to the challenge to people
growth within independent throughout the
frontline units. frontline units. organization.

Key Activities • Creating and • Developing • Challenging embedded 
and Tasks pursuing new individuals and assumptions while

growth opportunities supporting their establishing a 
for the business. activities. stretching opportunity

• Attracting and • Linking dispersed horizon and 
developing resources knowledge, skills, performance standards.
and competencies. and best practices • Institutionalizing a set 

• Managing continuous across units. of norms and values to
performance • Managing the  support cooperation 
improvement within tension between and trust.
the unit. short-term • Creating an overarching 

performance and  corporate purpose 
long-term ambition. and ambition.

Source: C.A. Bartlett and S. Ghoshal, “The Myth of the Generic Manager: New Personnel Competencies for New Management Roles,” in

Transnational Management: Text, Cases, and Readings in Cross-Border Management, eds. C.A. Bartlett, S. Ghoshal, and J. Birkinshaw (New York:

McGraw-Hill/Irwin, 2004).



transition is important, the ability to cope with transitions in general will be-
come an important overarching competence for leaders—hence the importance
of learning agility, to which we return later.26

THE PRINCIPLES OF GLOBAL LEADERSHIP DEVELOPMENT

We start our assessment of the principles and tools for steering global leadership
development with an overview of the experiences that successful global execu-
tives identify as contributing most to their own development. McCall and 
Hollenbeck interviewed 101 senior executives from 36 countries, covering all
major regions of the world, who worked for 15 different multinational corpora-
tions, including ABB, Shell, Unilever, and Johnson & Johnson.27 Table 8–3 shows
the key events that these executives saw as contributing most to their develop-
ment, classified in four categories of experience.

Major line assignments, particular those involving managing change, figure
prominently, as do special projects and consulting roles (what we call split egg
experiences). Also high on the list are mobility and transition experiences that
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TABLE 8–3. The Developmental Experiences of 101 Successful Global
Executives

Percentage of People Describing the Event As a Key Developmental Experience

Foundation assignments
• Early work experiences 12%
• First managerial responsibility 7%

Major line assignments
• Business turnarounds 30%
• Building or evolving a business 16%
• Joint ventures, alliances, mergers, or acquisitions 11%
• Business start-ups 10%

Shorter-term experiences
• Significant other people 32%
• Special projects, consulting roles, staff advisory roles 24%
• Development and educational experiences 23%
• Negotiations 8%
• Stint at headquarters 7%

Perspective-changing experiences
• Culture shock 27%
• Career shifts 21%
• Confrontations with reality 18%
• Changes in scope or scale 17%
• Mistakes and errors in judgment 10%
• Family and personal challenges 8%
• Crises 7%

Source: M. McCall and G. Hollenbeck, Developing Global Executives (Boston: Harvard Business School Press, 2002).
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led to a deep change in perspective, such as culture shock and career shifts.
Above all, people develop through challenging assignments and experiences.

The problem with challenging assignments, especially transitional assign-
ments like a first managerial job abroad, is that there is a risk of making mis-
takes. Drawing on the experience of others helps mitigate this, and so another
important source of development for these global executives is significant rela-
tionships—with bosses, mentors, coaches, and peers—complemented by timely
education and training to help them master new skills. We conceptualize these
sources of development as people risk management. Companies sometimes
express this as the 70–20–10 principle: 70 percent of development happens on
the job, 20 percent through feedback, coaching, and relationships with others,
while 10 percent occurs through training.

Challenge Is the Starting Point

We often take managers back to basics by asking them, “How do you develop
people?” They quickly give a number of valid responses: through assessment of
their qualities; coaching; feedback; providing goals; responsibility; encouraging
learning from mistakes; training; mentorship; and so forth. Some people em-
phasize that development happens on the job. But they often miss the most cen-
tral point—at the heart of development is the simple principle that people learn
most by doing things they have not done before.28 People develop above all
through challenge, by venturing outside their comfort zone.

Test this yourself. Just ask people to tell you about their own richest develop-
mental experience. Surprisingly enough, training and education are hardly ever
mentioned, at least by people in developed countries. Some may talk about a re-
lationship with a significant mentor or role model. But the vast majority will de-
scribe some stretching challenge that they worked through, often succeeding
but sometimes failing, often in professional life but sometimes in private life,
sometimes planned but equally often by chance.

There are good reasons for regarding challenging jobs that are well aligned
with the strategic priorities of the firm as being owned by the corporation
rather than the business, as GE does with “pillar jobs”—opportunities to lead
customer-facing innovation that are stepping-stone challenges to higher posi-
tions. The most important question in talent development is probably “Who
gets the important experiences?” Firms should make sure that such potentially
challenging jobs are not blocked by people with low potential to grow.

A common denominator we found in our research on leaders who make a
difference, in technical or managerial positions, is that they respond more posi-
tively than other people to challenge, seeing opportunities where others per-
ceive threats.29 And top leaders of notable multinational firms have challenge
firmly in mind. The consistent aim of Mads Ovilsen, architect and former CEO
of the leading pharmaceutical and biotech multinational Novo Nordisk, was “to
be the best and a challenging workplace.” According to Ovilsen, these are two
sides of the same coin.30 Some large organizations, like Shell and GE, retain



small entities or alliances in their portfolio of operations that provide only
mediocre returns from a strictly business perspective. The rationale is that these
fringe units provide excellent developmental opportunities for high-potential
leaders. One of the problems for small companies is that they may not have
enough challenging assignments at middle levels of responsibility to provide
stretching development opportunities for younger people.

Cross-Boundary Mobility as the Key Tool for Leadership Development

If the concept of leadership varies with culture and context, there is more agree-
ment on how to develop leadership skills. Managed mobility (often called job
rotation) is the critical lever—moving people to new challenges outside their ex-
pertise so they will learn how to lead and gradually develop the authority of
leadership as opposed to the authority of expertise.

People who pursue careers in organizations typically start by developing
their talents within a particular function or discipline. A capable person will move
up through supervisory and managerial responsibilities, developing knowledge
and skills in people management, goal setting, planning, and budgeting. There
are various transitions to be mastered during this upward path, notably the tran-
sition from being an individual contributor to being a people manager.31 If the
company feels that someone has leadership potential, it should put that person in
a position where she or he has to learn to lead. Moving to another function or
across borders to another culture removes prior experience and expertise, placing
people in challenging positions where they have to learn integrative leadership
skills of setting direction and aligning people, while focusing on strategic devel-
opment. The box “The Route to the Top” tells the story of a leader who became
chief executive of one of the world’s most well-known corporations.
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The Route to the Top

The most important tool for leadership devel-
opment is not self-assessment techniques, or
MBA programs, or any other form of training.
It is managed mobility—having to learn how
to deliver results through people who have
greater expertise than oneself.

The example of a senior executive in a ma-
jor multinational corporation emphasizes this
point. When we interviewed him in the mid-
1980s, he was president of an important sub-
sidiary in Asia and had an excellent record of
leadership success, and deep skills in the
management of human resources. He told us,

What led me to this position? It is quite simple.
I was trained as a geologist and spent the first seven
years of my career trying to discover oil. One day
when I was heading an exploration assignment,
they called me to the headquarters and told me that
they wanted me to take over the responsibility for a
troubled department of 40 maintenance engineers
on the other side of the world. Geology is the noble
elite, and maintenance engineering is somewhere
between here and hell in the value system. I didn’t
want the job—in fact my first thought was that they
were punishing me for some mistake I had made—
and I told them that I knew nothing about mainte-
nance engineering. “We’re not sending you there to
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Functional mobility entails moving outside one’s area of expertise. Another
type of mobility is geographic. Both types foster situational skills—the ability to
handle context. Early studies sponsored by Shell provided suggestive evidence
that mobility fosters the “helicopter” ability to see the context and big picture
and yet zoom in on the details.32 Today there is emerging research evidence that
in-depth multicultural experience builds genuinely new perspectives and en-
hances creativity—an effect that is not achieved through international business
tourism. Multicultural experience is positively related to creative performance
(learning from insights, idea generation, and remote association) as well the
ability to exploit unconventional knowledge and creative ideas.33

A simple logic guided the management of mobility in many leading multi-
national organizations in the past. Candidates for top positions should have ex-
perience in the home country, an established market abroad, and an emerging
market. They should have a turnaround management project providing change
management experience, as well as experience in a headquarters staff role. They
should have experience in multiple business areas within the firm. However, if
potential was identified when someone was in his or her late 20s, and if that per-
son were to move successfully into senior management no later than his or her
mid-40s, this implied less than two years in each position. The consequence, as
we will discuss later, was that people developed skills in starting things but not
in deep execution and change management.

Today, firms are more selective in the way they frame the necessary devel-
opment experiences. Take InBev, the largest beer company in the world since its
acquisition of the US firm Anheuser-Busch in 2008. In its leadership principles,
InBev explicitly states that the type of challenges people experience are more
significant than the function in which they experience them. InBev sees the best
development experiences as coming from the following categories of roles:

• Challenging people roles, where leaders acquire experience in supervising
and developing large numbers of people.

• Challenging assignments outside an individual’s expertise.

learn about engineering,” they said. “We are send-
ing you there to learn about leadership.”

With a lot of doubts, I took the job, and I was
there for just over four years. And I learned practi-
cally everything I know about management and
leadership in that job—all I’ve done since is refine
what I picked up there. Mind you, it was the most
stressful job I’ve ever had—it nearly cost me my
marriage! Fortunately, they sent me on a manage-
ment training program during the first three

months, and that helped me to understand what
was happening and how to adjust—otherwise I
might not have survived. Afterward I returned into
a more senior position in oil exploration, but I’d
completely changed as a result of that experience
with the maintenance engineers.

In the late 1990s, this man became CEO of
one of the largest multinational corporations
in the world.



• Challenging commercial roles: Customer-facing experience is regarded as
essential for developing brand-related competences.

• Challenging expertise roles: Each individual should have a functional area
of expertise to fall back on in case of need.

Leadership and managing change are almost two sides of the same coin, so it
is not surprising that most successful leaders look back on experiences of manag-
ing change as particularly valuable. These typically involve taking responsibility
for managing a business turnaround, start-up, or strategic shift. The most valuable
experiences for global executives are those involving responsibility for change in
a global, or at least regional, business. Most of the challenges that Immelt was
assigned at GE involved leading change in global businesses.

Learning How to Work in Split Egg Ways

As we have shown throughout this book, many tasks in today’s multidimensional
transnational firm require the capacity to take horizontal leadership initiatives
while assuming responsibility for results in one’s own job. Examples of horizon-
tal initiatives range from lateral steering groups, formed to standardize an orga-
nizational process, to innovation groups, put together to explore how a new
technology can be adapted to different markets; from functional teams engaged
in post-merger integration to teams used to plan other complex change projects.

Therefore, in addition to having a challenging operational job, an important
tool of leadership development is cross-boundary project assignments—what
we call working in split egg ways (see the box and split egg diagram on page 210
in Chapter 5). According to a recent survey of 12,000 business leaders around
the world, special projects within the job that allow cross-functional exposure,
the honing of project management skills, and fostering business acumen were at
the top of the list of tools for effective leadership development.34

When working in split egg roles, conceptual differences between manage-
ment and leadership start breaking down. The individual is expected to be both
an effective manager (doing things right in the operational role) and an effective
leader (doing the right things in the project role). The former involves opera-
tional performance management; the latter requires initiative, guided by the
long-term strategic priorities of the firm. Let us summarize some of the impor-
tant skills to be learned from split egg assignments:

• Exercising leadership without authority. As we have already pointed out
in several previous chapters, much of the work as a leader in the multidi-
mensional firm requires exercising influence laterally on people in other
parts of the corporation, without having any formal authority over them.
These skills become more and more important as managers move up the or-
ganization, and involvement in top-of-the-egg initiatives fosters such skills.

• People management skills. How do you free up 20 or 30 percent of your
time for project initiatives when you are also responsible for delivering on
tough operational targets? Having good people to whom you can delegate
becomes a matter of personal survival. Managers in split egg roles learn to
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pay rigorous attention to staffing—getting the right people into the right
places—as well as negotiating performance objectives and coaching subor-
dinates. In short, managers learn that one of their most important tasks is
the management of people.

• Team skills. Various team skills are vital in the multidimensional organiza-
tion—building trust and respect, managing conflict and contention, negoti-
ating clear goals on complex and ambiguous tasks, learning to take time out
to build relationships, balancing the internal focus on team cohesion with
the external focus on managing stakeholders.35 Working on split egg type
projects fosters the learning of these and related teamwork skills.

• Distance working and virtual team skills. Much of the work on cross-
boundary projects will by necessity be done virtually. The skills that are
developed include knowing how to blend face-to-face and virtual commu-
nication effectively, building a rhythm in distributed work, and preventing
obstacles from becoming self-fulfilling problems.36

• Dualistic thinking and global mindset. Working in split egg or matrix
ways builds a dualistic sense of responsibility for both short- and long-term
results; for performance or exploitation and innovation or exploration; for
local and regional or global results. Split egg working is one of the key ways
of developing a strategic global mindset in the most talented and high-
potential managers in a firm.

One can safely argue that no one in a transnational organization should
move into a position of leadership responsibility without proven ability in cross-
boundary teamwork—which also means accountability for getting results.

People Risk Management

The flip side to the argument that people develop most through challenge is that the
bigger the challenge, the greater the risk of making mistakes. When making intran-
sitive moves, like the first move abroad or outside their area of expertise, people will
naturally rely on skills and know-how they acquired in the past. So they will make
mistakes and become overstressed, which can sometimes lead to a vicious circle of
making more mistakes. This risk could be minimized by checking up and close su-
pervision—but that would take away the challenge. So what is needed is people risk
management, the second element of development, referring to support in the shape
of different forms of coaching, mentoring, feedback, assessment, and training.

Training as Risk Management

From the firm’s perspective, the aim of training is to minimize the risk of costly
mistakes. This implies that training has to be synchronous, closely linked to the
challenge of the new assignment or project. All too often, training takes place
when people are available, even though this may be the worst time from the
value-added perspective. Training that is not linked to current experience
largely goes in one ear and out the other. Shell, GE, IBM, and Standard
Chartered try to supply the necessary training just in time.



These “promote-and-then-develop” practices are changing the training
scene—courses are shorter and inscriptions happen at shorter notice. They are de-
signed and delivered by flexible outside contractors as modular programs that fit
around the new job. At IMD and INSEAD, we track closely the percentage of peo-
ple on general management programs who are there in the context of a change to
a new job, and the figure is typically around 55 percent—even after leaving aside
those who are participating because of a change in strategy in their firms.

Synchronous training may also give people the courage to take measured
risk. When a person moves into a new job, he or she often has a sense of what
should be done, but there are usually obstacles—a boss who will not back the
change, peers who are hostile. Timely training or coaching can boost an indi-
vidual’s confidence to tackle these obstacles. Or consider assessment—a posi-
tive challenge for one person can be a difficult experience for another.
Consequently, assessment centers are widely used to validate judgments about
potential and to ensure that individuals have a good sense of their own
strengths and weaknesses.

Leadership training is big business. The annual expenditures in the
United States alone are estimated at more than US$45 billion.37 But even well-
designed training has its own risk. Many firms fear that trained and educated
employees can easily be poached. Indeed, some economists recommend caution
in investing in generalized skills training and executive development programs,
because these increase an individual’s market value, ability to negotiate a higher
salary, and likelihood of being attracted by other firms. But the consequence of
this logic may be declining attention to development and spiraling turnover
across a whole market, with detrimental long-range consequences.38 By way of
contrast, research in the insurance industry shows that investment in general-
purpose skills may have a beneficial firm-specific effect by reinforcing employee
commitment to the firm.39 There is a balancing act to be managed here—training
increases commitment but also may increase an individual’s market value.

Action Learning

Action learning is an explicit attempt to couple work on an important strategic
challenge, typically a team project, with tailored support, training, and coach-
ing for the team.40 There is usually a double aim—to tackle some important
cross-boundary challenges and to develop the global leadership skills of high-
potential individuals. Action learning differs from split egg team projects in that
learning, rather than the quality of task delivery, is the prime aim, though there
is a real task challenge. Action learning projects will usually report to sponsors
in senior management.

Currently, a majority of company-specific training programs, whether run
in-company or outsourced to a business school, involve some degree of action
learning. This requires training providers to have sophisticated skills in pro-
gram design, blending classroom and action learning methods, and be able to
support action learning with other pedagogical methods for individual leader-
ship development such as 360° assessment and group coaching.
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The exchange and confrontation of different perspectives in action learning
are intended to develop an individual’s understanding of the dilemmas of
transnational management. Indeed, there is evidence that action learning is ho-
listic. It develops second-order learning skills and the ability to frame problems
in their context, and it satisfies the principle of requisite variety—the complexity
of the learning process should reflect the complexity of the outside environ-
ment, in this case the global–local environment of the firm.41

Can people change their way of thinking over a short period, say, six months?
Research indicates that it is possible.42 At GE, a typical project-based program ori-
ented to global leadership lasts only about four weeks—a team might be asked,
for example, to review the firm’s investment strategy in Vietnam. But the stakes
and tensions within teams are high—the unspoken perception is that the credi-
bility and future career prospects of team members depend greatly on the quality
of the final output. Failure to arrive at a recommendation is not an option. The suc-
cess of action learning also depends on careful selection of participants and the
personal commitment of top management to mentoring and coaching.

Nokia is one of many companies that use action learning to combine lead-
ership and corporate development. For example, an action learning team may
be set up to explore the convergence of mobile telephony, consumer electronics,
and the Internet, with the active sponsorship of the CEO or a member of top
management. This project may lead to resourcing decisions affecting sales per-
sonnel, decisions on the pay level needed to attract top sales talent, and training
plans. At the same time, the project will be used to develop the competencies of
its high-potential members, with coaching and training support provided by the
corporate HR development function.

Coaching and Mentoring

One of the most important sources of development is relationships with other
people—bosses who play coaching roles, mentors, the positive and negative
role models of good and bad bosses, and sometimes external coaches.43 Coach-
ing typically refers to the activities of an external professional who assists an
individual or team in professional and personal development in a nondirective
way, sometimes in connection with a formal training program. With the right
coach, it is potentially a good way of providing just-in-time risk management.

Coaching originated in the United States, though as an indication of its
scope, a recent survey reported that 6 out of 10 British organizations use coach-
ing as part of leadership development with either outsiders or insider coaches.44

Some companies use retired executives as coaches and mentors for leaders who
are on accelerated development programs, but the training, certification, and se-
lection of good coaches remains a problem. The experience of leading business
schools is that the competence of good professional coaches comes from a com-
bination of management experience, training in psychological processes, per-
sonal insight, and other-centeredness.

The term coaching also describes a particular supervisory style that facilitates
risk management. Take GE as an example of a company known for its emphasis
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on supervisory coaching. The performance culture of GE drives this approach,
where all managers confront highly challenging stretch goals. It makes sense for
the boss to adopt a coaching stance: “How can I help you to achieve those impos-
sible stretch targets? What can I do to support you, and are there any obstacles that
I can help remove from your path? Because if you achieve those impossible
targets, I the boss will achieve my impossible targets too.”

Mentoring is sometimes grouped with coaching, although it is conceptu-
ally distinct. In mentoring, an experienced leader or professional is paired
with a high-potential person in a longer-term reciprocal relationship. It is
practiced widely and informally in professional service firms in the transition
to the role of partner. However, it can be difficult to organize formal mentor-
ing relationships, partly because of the personal and emotional nature of such
relationships and partly because the mentor’s contribution may not be visible.
Professional organizations can encourage and reward mentoring by asking
middle-level associates to identify mentors. This information is then publi-
cized to highlight the contribution of those who are playing this important de-
velopmental role.

Mentoring and “buddying” systems can take myriad shapes and forms.45

Companies in highly competitive sectors needing close links between techno-
logical and commercial skills sometime buddy up a high-potential duo for mu-
tual development reasons (see the box “Two-in-the-box Assignments”).

For their mutual benefit, Cisco hooks up Cisco veterans with managers from
Jordan, Saudi Arabia, South Africa, and elsewhere who are on a talent acceleration
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Two-in-the-Box Assignments

Competitive advantage in many industries
increasingly depends on coupling technical ca-
pabilities with market-facing customer knowl-
edge. While some coordination can be
provided by structural mechanisms such as
cross-boundary steering groups, tight coupling
in leadership roles can be fostered by what In-
tel calls “two-in-the-box” assignments. These
are development assignments where the re-
sponsibility for managing a significant project
is attributed jointly to two people, one with a
strong technical background who may be on a
career ladder to a senior technology manage-
ment position, and the other with a strong com-
mercial or business background who is on a
high-potential managerial ladder.46 The shared

responsibility is intended to encourage, indeed
oblige, close interaction and joint learning
between two different strategic perspectives.

The idea of two-in-the-box originated at
Intel, where the three founders were struck by
the complementarity of their strengths. Today,
numerous firms in hypercompetitive environ-
ments relying on technical and commercial
skills use such development assignments,
among them Apple, Sun Microsystems, Dell,
Cisco, and Lockheed. Goldman Sachs is an
investment banking firm that practices two-
in-the-box staffing at all levels up to the top,
with shared responsibility between a market-
oriented banker and a more analytic-oriented
finance professional.



program based out of Bangalore.47 Another multinational we know pairs up key
sales managers in local countries with R&D managers at the headquarters, each
acting as a host to the other. The relationship provides local sales managers with
insights into the technical pipeline, and allows R&D managers to scope and test
out opportunities for these technologies in the field. IBM has long used shadow-
ing (watching experienced managers at work and sharing their day-by-day tasks)
as a way of grooming talented individuals. A survey of how 25 multinationals go
about developing local leadership also shows widespread use of mentoring, with
nearly two-thirds assigned a mentor (ideally a more senior local person rather
than an expatriate).48 Having a local mentor contributes significantly to expatriate
success and knowledge sharing.49

Feedback

Providing timely, constructive, all-around feedback is one of the most useful facets
of people risk management. Comprehensive, 360° feedback systems have long been
standard practice in many firms, typically linked to development but sometimes
gradually incorporated into performance management practices. In the past it was
argued that such feedback systems were culturally bound and would not function
in, for example, an Asian setting. But our experience and research findings suggest
that 360° approaches do work well there, as long as they are undertaken in a highly
professional way and with strict adherence to the principles of anonymity.50

Nevertheless, cultural issues concerning feedback are important, and we dis-
cuss these further in the next chapter in the context of performance appraisal. One
of Welch’s most important contributions to GE was to normalize direct, candid,
rapid feedback, legitimizing the open discussion of development needs. But these
norms may translate poorly to cultures where feedback is more indirect.

Learning Agility and Leadership Potential

Individuals vary in their ability to handle big challenges and to learn from their
experiences. Some people seek out feedback proactively, consult with others,
and in effect organize their own coaching; others do not, preferring to do what
has worked well for them before. As the box “How Fast Do You Learn?” out-
lines, learning agility is an important element of leadership potential, and in
some companies it is the most important factor.

Self-efficacy and resilience are additional traits associated with leadership
potential. Self-efficacy has been shown to be particularly important for leading
change.51

MANAGING LEADERSHIP DEVELOPMENT TOP-DOWN

How should the transnational corporation manage leadership development,
following the principles of assigning challenging tasks while providing the
necessary people risk management? The traditional approach is top-down,
managed from the center, in contrast to an open-market approach, which we
explore in the next section.
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How Fast Do You Learn?

People’s learning speeds vary.52 One study of
838 managers in six multinational corpora-
tions explored the individual characteristics
that distinguished successful or high-poten-
tial global leaders from solid performers who
lacked leadership potential.A Eleven charac-
teristics differentiated the two groups, and
factor analysis showed that there were two

different underlying dimensions, as shown in
the following table. The first dimension, en-
compassing characteristics like the courage to
take risks, captures the willingness to assume
challenge. The second dimension, with char-
acteristics like seeking out feedback and
learning from mistakes as well as criticism, ex-
presses learning agility.

Eleven Characteristics Distinguishing High-Potential Leaders 
from Solid Performers in Six International Corporations

Factor 1: (Willingness to take on challenge)
• Seeks opportunities to learn.
• Is committed to make a difference.
• Has the courage to take risks.

Factor 2: (Learning agility)
• Adapts to cultural differences.
• Is insightful; sees things from new angles.
• Seeks and uses feedback.
• Learns from mistakes.
• Is open to criticism.

Other Characteristics
• Acts with integrity.
• Seeks broad business knowledge.
• Brings out the best in people.

Source: Adapted from G. Spreitzer, M.W. McCall, and J. Mahoney, “Early Identification of International Leadership Potential: Dimen-

sions, Measurement, and Validation,” Journal of Applied Psychology 82, no. 1 (February 1997), pp. 6–29.

The importance of learning agility for
leadership development has long been recog-
nized, both by corporations and in more aca-
demic studies. For example, a study in the
early 1980s of 90 prominent leaders in fields
from the arts to business singled out personal
learning agility as the quality most required
for leadership;53 and it has been described as a
meta-competence for managers.54 India’s lead-
ing IT firm, Infosys, recruits professionals at
entry level principally for “learnability.” When
Infosys was smaller, it could be choosy in se-
lecting on the basis of technical skills, but not

once it became a leading player recruiting
thousands of professionals each year in a soft-
ware process arena where the rate of change is
rapid. Learnability is defined as consistent
ability in deriving generic knowledge from
specific instances. Potential leaders are tested
for how quickly they can learn new concepts
and then apply them to unfamiliar situations.55

AThree companies were European multinationals, one
American, and one Australian. The ratings were under-
taken by the bosses of the 838 subjects. See Spreitzer,
McCall, and Mahoney (1997); McCall (1998).
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There are good reasons for a centralized, or at least tightly coordinated,
global approach to managing leadership development. This is a critical item on
the strategic HRM agenda of multinational firms and tends to be the focus of
attention of the senior corporate HR officer, along with the CEO. Much depends
on the priority given to this issue by the CEO and other top managers.

Indeed, we know of major corporations, like Honda, who did not have a cor-
porate HR function until a relatively late stage in their history, when it was cre-
ated to manage global leadership development. The company’s founder, Soichiro
Honda, believed that people management and marketing were so important that
he did not wish to compromise line management’s responsibility by functionaliz-
ing them. But Honda found out that it had to make an exception for leadership
development. Without a dedicated organization, functions and countries took
local perspectives with too short a time horizon; leadership development took
place within silos and without the necessary mobility. Similarly, as the French re-
tail giant Carrefour expanded into Latin America and Asia, it was obliged to cre-
ate a corporate HR function to provide a global focus on leadership development.

The arguments for building rather than buying talent, as discussed in 
Chapter 7, are most clear at middle and senior management levels. In 2007, one
consulting firm calculated that it cost a company in the United States 50 times as
much to recruit a middle manager earning $100,000 from the outside as the av-
erage annual cost of training and developing such a person.56 And a worldwide
IBM study concluded that firms make a clear return on their investment on in-
ternal management development for middle managers, showing significantly
higher profits per full-time employee than competitors who did not develop in-
ternally (which was not the case for investments in lower-level professionals).57

Identifying and Assessing Potential

While the measures vary from one firm to another, the most common way of
defining potential is in terms of suitability for promotion over a period of time,
typically five years. Schlumberger identifies roughly 10 percent of its engineers
as high potential in this way, although others in the same industry focus on ul-
timate potential, in other words estimating the level that people are expected to
reach at the height of their careers. In firms like Microsoft, potential is equated
with high current performance.

Once the decision on how to define talent is made, how should the process
work? We will take the multinational model of internal selection58 as the start-
ing point for our discussion. Local companies recruit and develop professionals
for functional jobs, and individuals from within these ranks are subsequently
identified as high potential using assessment centers, local nominations, excep-
tional salary reviews, and other mechanisms. One recent survey found that 60
percent of large corporations used this approach, asking local companies to
identify talent that can be moved into corporate development programs.59

If a true portfolio approach is to be employed, the development and career of
these high-potential individuals should be managed by the corporation, not by the
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business or country. GE and other firms are explicit about this—those individuals
become what many multinationals call, formally or informally, corporate property.

The idea of corporate property makes sense only if the talent is subject to 
rigorous corporate attention. Most organizations will review their high-potential
individuals as part of an annual or periodic organizational review, known at GE
as Session C,60 outlined in Table 8–4. Session C is not an event; it is a continuous
process spread throughout the year. This starts with performance reviews within
the businesses, leading to talent reviews that are first bottom-up in the businesses
and then top-down with the CEO, continuing with a corporate summary of the
emerging issues and their implications, and concluding with formal assessment
of follow-up actions at corporate, business, and individual levels.

At the heart of such a review is typically an assessment on two or more di-
mensions, often in the shape of what is known as nine-box assessment.61 Figure 8–2
shows the framework used by the pharmaceutical giant Novartis.

Evaluations of performance are collected, representing one dimension of
the framework. The performance of individuals is sorted into three (sometimes
four or five) classifications, according to a rough bell curve. At GE, this is the
well-known “vitality curve” that differentiates between the top 20 percent, the
highly valued 70 percent in the middle, and the bottom 10 percent. A key chal-
lenge in multinational firms is ensuring that the evaluation of performance is
undertaken on a globally consistent basis.62

The definition of the second dimension (which we summarize as potential)
varies from firm to firm. At Novartis, potential is gauged by whether someone
demonstrates the key values and behaviors that the company looks for in its 
future leaders. At GE, potential is a combination of suitability for promotion 
and values, as expressed by the way someone behaves (for example, paying 
attention to the development of other leaders and maintaining high ethical 
standards).

This review process should not only focus on the individuals in the top
right-hand box of Figure 8–2, who are strong on both dimensions. Attention to

TABLE 8–4. The Session C Process at GE

December January April–May May August

Within Within CEO Session C Midyear 
Businesses Businesses Discussion Wrap-Up Reviews
Prepare for EMSA Bottom-up One day at Corporate Review actions

business unit overview
• Assess current • Organizational • Smaller group • Decisions. • Assess changes 

state. assessment. and then . . . • Issues. since January.
• Ensure all • Individual • Larger group • Replacement • Assess gaps.

actions performance. discussion. planning.
completed. • Career planning.

AEMS is GE’s performance measurement framework.
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people in all the four corner boxes adds potential value. Retention and devel-
opment plans need to be developed for high performers who are not currently
seen as having leadership potential, for they may be critical to the current per-
formance of the firm. Deep questions need to be asked about those who are high
potential but underperforming. Are they misfits? Are they being constrained by
difficult bosses? And most companies want to identify the underperforming
people with low potential—to turn them around or to turn them out.

Dilemmas in Identifying and Assessing Potential

There are several difficult issues in the process of identifying and assessing lead-
ership talent, and deciding who should get the most challenging assignments. We
focus on those that are particularly important in the multinational environment.

When to Identify Potential

A lot of career politics are associated with getting visibility early in the eyes of
top management so that one will be given the challenging jobs that count. How-
ever, there are real dilemmas associated with the age when potential should be
identified—early or late?

Japanese companies have historically identified potential at the time of
graduate recruitment, leading to an extended developmental trial period. This
makes sense in a culture where individuals pursue lifelong careers in the same
firm. But in Anglo-Saxon countries other firms are likely to poach high poten-
tials away, especially if the enterprise has a reputation for selection and devel-
opment. This happened to P&G in the 1980s and early 1990s, when it developed
a reputation as a top-notch incubator, feeding the management ranks of com-
petitors in the fast-moving consumer products industry. Japanese firms can
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maintain this approach because it is still virtually impossible for Western firms
to lure away top Japanese leadership talent.

Alternatively, one could argue for late identification of talent, by which time
experience and track record enable one to make good judgments of potential.
But this strategy is similarly flawed, since there is insufficient time for high-
payoff developmental actions. This was shown by a natural experiment that
occurred at Exxon some years ago. Many Exxon executives started their careers
at one of the two refinery breeding grounds in the United States. However, sen-
ior management consistently came from one of them, Baton Rouge. Why? Ulti-
mately they found only one explanatory difference—at Baton Rouge, leadership
potential was identified at age 27–28, whereas at the other refinery the target age
was in the early 30s. The implications were clear. Imagine two candidates for a
senior leadership job, both in their early 40s. One of them has 14 years of chal-
lenging international and multifunctional experience, while the other has only 8.
All else being equal, who will be chosen?

If talented international staff are identified much later than those in the
home country, their leadership prospects will be compromised. Indeed, this
may be another factor explaining why GE has been less successful in develop-
ing high-potential leaders from its Asian operations. Talented individuals in the
United States were spotted much earlier than their counterparts in Asia—Immelt
came to the attention of Welch when he was 27—but until recently GE had no
regional corporate offices outside the US that could take on the task of identify-
ing and developing regional talent.

Transparency about Judgments of Potential

Once a judgment is made about who has potential, there is often a dilemma con-
cerning the degree of transparency there should be about the decision. There are
two fears about openness: First, good performers who were not identified as
having high potential are likely to lose motivation and leave; and second, false
expectations about advancement might be raised on the part of those identified
as having potential.

The former is unavoidable, endemic to any “quota” process, and one can ar-
gue that keeping people in the dark about their career progress in the hope that
they will stay in the firm would be shortsighted, at least—if not plainly unethi-
cal. As for the second fear, if one accepts that people develop through challenge,
then one consequence of being identified as high potential is stretch. It is both
difficult and ill advised to hide this, though most companies choose to announce
it with a certain amount of discretion.63

With this concern in mind, some companies respond by encouraging self-nom-
ination instead of top-down identification. Commonwealth Edison in the US al-
lows people to nominate themselves as high potentials, submitting a list of peers
and superiors who will be asked to provide references, similar to the process of
tenure review in the academic world. Tatweer, a Dubai group with interests rang-
ing from health care to energy and tourism, goes even further. Employees must
apply for a high-potential program, going through a challenging process of
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assessment and reviews with outside consultants, and they are then expected to
continue to perform at a high level in their current jobs while they participate in the
program. Those who are not truly motivated and capable will simply shy away.64

The risk associated with transparency can be minimized by ensuring that
judgments of potential are reviewed regularly. Those who are not yet identified
as high potential have an incentive to work themselves into the designated tal-
ent pool; while those that are labeled as high potential realize that they need to
continue to prove themselves to progress in their career. The quality of these
periodic reviews is one of the most important aspects of talent management.

Who Should Be Accountable?

A major challenge for multinational corporations, especially those coming from
a heritage of local responsiveness, is how to get the local company to pay atten-
tion to talent development at early career stages. In a tightly run, cost-conscious
local operation, there may not be much room for high-potential people with ad-
vanced degrees and high expectations but no hands-on experience. Further-
more, operationally oriented local HR managers may be ill equipped to cope
with the challenges of recruiting, developing, and retaining such individuals.
And in some cultures, senior management may be reluctant to recruit young
people who want to go beyond the job by exercising initiative.

An additional obstacle for talent identification in an international firm is the
natural tendency of subsidiaries to hide their best people—the more one praises
an indispensable individual, the more likely it is that the person will be moved
elsewhere under the umbrella of corporate leadership development. Indeed, a
survey of HR executives from multinational firms singled out this problem as
one of the major challenges in talent management.65 Consequently, CEOs like
P&G’s A. G. Laffley grow firm, indeed passionate, about the importance of re-
leasing talent, since talent development is a corporate value on a par with fi-
nancial performance.66 Hiding talent is an act of corporate disloyalty.

In the past one might have expected loyal expatriates, representing the cor-
porate interest, to combat the silo tendency; but in many markets the senior ranks
are increasingly local. Therefore nurturing local talent often becomes a key re-
sponsibility of regional management or of an experienced local HR manager who
works with subsidiaries across the region. Schlumberger navigates this issue by
reengineering the whole process. In countries where local management is opera-
tionally focused and strongly technical in orientation, the corporate or regional
HR function recruits high-potential individuals, who are then placed in entry-
level functional jobs in a third country with a reputation as a talent incubator.
When these recruits have successfully mastered the core operational roles, they
are repatriated to their home countries for the next step as engineering or service
managers—ready to move again as they progress through the organization.

Ensuring Quality Dialogue in Global Talent Reviews

In many firms, talent reviews are part of the business planning process. A typi-
cal format is a one-day review of each business unit, with the morning devoted
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to strategy and business plans, and the afternoon focusing on talent, HR policy,
and communications. This is the format of the core of GE’s Session C process.

The talent reviews, guided by a nine-box or similar framework, lead to some
form of differentiation of individuals on performance, potential, and/or behav-
ioral fit with values. However, the purpose of differentiation is not just to place
people’s names in boxes, but to ensure that an open dialogue takes place about
performance, assessment, and development implications. The important thing
is the quality of the information and the dialogue about the individuals under
review. Welch was particularly proud of bringing candid, down-to-earth, and
well-prepared dialogue into the Session C review. In contrast, we have seen
multinational firms where similar reviews are nothing more than formal rituals
performed by a quasi-representative committee of stakeholders defending their
favorite candidates.

One problem is that these reviews are often biased against managers who
are far away from the home country. An individual seen by locals as a strong
contributor with high potential may be given only token consideration by the
people with power at head office. Consciously or unconsciously, they do 
not trust local input and ratings and give at best a formal stamp of approval to
the person. Moreover, there is an inevitable halo effect—people who look like
the evaluators are judged as having higher potential.67 Local units learn that
their views are not taken into account, so they start taking the process lightly or
even playing games—the makings of a self-fulfilling prophecy. The conse-
quence will often be that the best local employees will look for opportunities
outside the firm—at which point the head office says, “Why bother to invest in
them, as they will leave in any case?” To minimize such risks, companies may
follow the example of GE and make sure that their senior executives get to know
local talent.

Without candid discussion, the inevitable bias in favor of home country
nationals who are well networked into the center will prevail. In one major
European multinational, which prides itself on its quality of leadership devel-
opment, a challenging stepping-stone position opened up in the central office,
with specifications of high potential and international experience. A home coun-
try national with a top educational background and two years of staff
experience in another European country was given the job over a South African
woman with a degree from a local university who had operational responsibil-
ity for 45 countries and an outstanding performance record—nominally
because, since she had always worked out of Cape Town, she did not have the
international experience required by the job description.

That someone who may be less qualified gets such an opening is not the
most important consequence of such decisions—people’s qualifications can of-
ten be debated. The important consequence is the loss of credibility of the re-
view and appointment-making process in the eyes of managers (and future
leaders) around the world. The process is seen as biased and unfairly loaded,
and it gradually becomes a time-consuming formality that adds little real value,
undermining the credibility of the HR function in a wider sense. Candid
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dialogue among line executives and professional preparation by both line and
HR is at the heart of the talent mindset.68

The Danger of Excessive Focus on Identification

It is worth reemphasizing that the point of formally identifying and reviewing
people with leadership potential is to ensure what we term “unnatural acts”—
value-added actions that would not happen unless attention has been paid to
fair assessment of potential. An example of an unnatural act would be ensuring
that local nationals who may not have an impressive education but who demon-
strate high potential come to the attention of senior management and are pro-
vided with special coaching to accompany a challenging project that would not
otherwise have been assigned to them. If individuals who have been identified
as high potentials are not given the most challenging jobs, any work on identi-
fication and review will have been a waste of resources.

In this respect, we find that there is an excessive focus on identification and
assessment of potential, at the expense of development action, in many firms.
This is partly because the identification side of leadership development de-
mands work that can be undertaken by the HR function, whereas little on the
development side can be undertaken without the commitment of the business—
apart from sending someone to a training program.

This has several implications. First, senior line managers in the business or
functional units must take ownership of leadership identification and reviews.
The HR function has to undertake important groundwork, but it is the attention
of line managers and those at the top of the organization that counts.69 P&G’s
Laffley, cited above, comments, “I spend a third to half of my time on leadership
development. . . . Nothing I do will have a more enduring impact on P&G’s
long-term success than helping to develop other leaders.”70

Second, companies should be selective, even conservative, in their judg-
ments about who is high potential. Undertaking rigorous Session C–type
reviews—with action planning and follow-up—is time-consuming and not
worth doing unless it is done well. If the focus is too broad, it will dilute the at-
tention given to it by line managers. One survey of 25 multinationals concluded
that no more than 5 percent of the local workforce should be considered high po-
tential, and that the more successful organizations tended to have small talent
pools that they reviewed regularly.71

Challenges in Developing Potential

As we discussed in the previous section, development means challenging
people and taking risks on them. Here we discuss some of the related issues,
pitfalls, and dilemmas that multinationals often face when developing
identified potential. A general problem underlying these issues is the diffi-
culty of optimizing both short-term performance and long-term development
of leaders—in graphic terms, the bottom and top of the split egg we discussed
earlier.
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Balancing Demand-Driven and Learning-Driven Assignments

When planning appointments, there are often real trade-offs between immedi-
ate performance, which argues for appointing a manager with the skills and ex-
perience required, and learning and development, which will mean nominating
a high-potential individual who will learn from the experience. This is similar
to the distinction between demand- and learning-driven expatriation that we
made in Chapter 4. One of the roles of the HR function should be to voice these
trade-offs so they can be managed objectively.

When a key position opens up in a unit, there will typically be a local func-
tional candidate with many years of experience, a loyal and low-risk person
who is sure to perform solidly. And there may be another candidate from the
regional talent pool, an outsider to local operations, who has less experience
but who might bring new ideas and extraordinary results as well as develop-
ing into a higher-level executive. Who should get the position? There are no
standard answers, though the preference of local management is usually clear:
Unless there is a countervailing force in the shape of a strong regional HR man-
ager who has the backing of senior line management, the conclusion is fore-
gone. And paradoxically the longer-term outcome is that local managers will
continue to complain that senior leadership remains dominated by expatriates.
Multinational leadership development has been rightly described as guerilla
warfare.72

An example of conservatively demand-driven staffing is found in the way
some international pharmaceutical firms choose project managers. These are
critical roles, coordinating the development of a new drug through its differ-
ent phases and interfacing between research, clinical, and commercial func-
tions, as well as with external drug approval authorities. Faced with the choice
between Fred with 10 years of experience and high-potential Heinrich with
none, the firm chooses Fred because of the stakes involved. Next time around,
an even more experienced Fred is chosen over Maria . . . and so on. Immedi-
ate success is chosen instead of taking a risk and investing in the development
of new people—and the problem shows up later, when Fred leaves for a com-
petitor or retires.

Companies often find it particularly difficult to find positions abroad for
learning-driven development. Headquarters may have the clout and legitimacy
to find such assignments for people from the home country—after all, there is
typically a tradition of expatriation of home country high potentials. But al-
though everyone may accept that China is a key future market, it is another mat-
ter to find developmental jobs for Chinese high potentials in the home country
or nearby. ABB deals with this through norms of swapping—if you want to send
someone abroad, you have to be prepared to take in someone from outside. 3M
has a general principle that the country managing director should not be a local
person, thereby ensuring opportunities for geographic mobility at senior levels.
Unilever used to have a practice of ensuring that there should be one or more
expatriates on all local management teams—and not necessarily from the
mother countries of the United Kingdom and Holland.
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Focusing on A Positions as well as A Players

A great deal of sustainable competitive advantage comes from strong organiza-
tional capabilities that are hard for others to imitate. This means that companies
should make sure that future leaders acquire experience in domains regarded as
key capabilities. Development discussions should not focus excessively on in-
dividuals—the so-called A players—without considering the A positions, jobs
that are critical to the competitive advantage of the firm as well as for the
development of skills future leaders will need.73

Since one of P&G’s core capabilities focuses on trusted brands, virtually all
high-potential managers will move through a P&L position on a brand team, the
plum jobs in that organization. In GE, these A-jobs focus on business develop-
ment as well as M&A management, and the company earmarks positions that
are linked to strategic capabilities as corporate property.

In tightly networked multinationals such as Nestle, Shell, and Unilever, the
key jobs are a series of different types of positions across which high-potential
individuals will be moved to develop the generalist perspective and skills that
are seen as necessary for senior leadership positions. In effect, these career paths
accentuate the development of firm-specific skills: mastering networks, under-
standing the complex value chain, as well as confronting specific business and
organizational challenges.74 But the flip side of this firm specificity is that these
individuals have fewer options at the same level of responsibility outside. Func-
tional expertise travels well from firm to firm, but firm-specific generalist expe-
rience may have limited market value.

The implication is that firms should be particularly thorough about the se-
lection of people for such generalist paths. We have seen individuals in their
mid-40s scrambling to rebuild a marketable functional profile so they can move
elsewhere when it became clear that their future in the company was limited.

The Dangers of Excessive Mobility

Mobility is an integral part of leadership development, and lack of mobility is a
disqualifier in many firms. But there is significant danger of taking learning and
mobility to extremes. We disagree with the authors of the McKinsey talent war
studies who suggest that “. . . after two or three years the learning curve in any
position tends to flatten out, and capable people start to chafe. . . . One com-
pany’s line executive held 18 positions in 24 years, and though not everyone can
or should move so quickly, companies tend to leave executives in jobs much too
long.”75 Too much mobility will compromise the ability to manage change—
there is little that can be executed deeply in 18–24 months, especially at middle
and senior management. After all, it is not strategy and plans that count but the
quality of their execution. This is the reason why we talk of mobility, avoiding
the commonly used term “job rotation.”

In some companies, especially in emerging markets where there are many
career opportunities, rapidity of movement becomes a quasi-indicator of potential.
This creates a zigzag management pattern where newly appointed leaders of local
units seek out initiatives that respond to the strategic intentions of senior
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management. But just when the initiatives are taking hold, the individual is pro-
moted. If the successor is cut from the same cloth, he or she will take the unit off on
a different initiative, since there are few rewards for implementing changes started
by someone else. The consequence is that local organizations go through periodic
campaigns—cost cutting, customer orientation, time-to-market, and so forth—but
never develop deep capabilities in any of these domains.

It is worth noting that the average time in a job during the career span of
CEOs of Fortune 100 companies is four years (slightly less than 20 years ago,
when it was 4.3 years).76 This means that they may have been in some jobs for
18 months but in others, where they learned and demonstrated deep skills in ex-
ecution, for six years or more.

We find that companies often have a simplistic attitude toward excessive
mobility. “Yes, we agree that we are rotating our high potentials too fast, and
that execution and deep change management are suffering as a consequence. So
let’s try to get them to stay in a job for three years rather than two.” That does
not capture the key learning point—that it is important to link tenure to re-
sponsibility and accountability. If someone is not responsible for results, a six-
month stint may be well justified. But if that person is responsible, the time
horizon for implementing proposed changes should be explicitly linked to
tenure in the job. If a strategic change in a particular business will take five years
to implement in real depth, the question should be “Are you prepared to stay in
this job for five years or more? Otherwise don’t bring us plans that you are going
to start but not carry through.”

Developing Emotional Competence

Many firms, particularly in emerging markets and circumstances of rapid
growth, are understandably concerned with accelerating the development of
leadership competencies. This means frequent mobility, along with careful and
creative people risk management. However, there is a danger that such indi-
viduals will reach senior positions without having known tough challenges, of-
ten called “hardship experiences,” which are connected with the emotional side
of leadership development.

The role of emotional competence in leadership has been highlighted and
popularized in recent decades.77 Emotional competence—essentially learning to
handle one’s own feelings—is learned through hardship experiences, business
failures and mistakes, or the experience of bouncing back from emotional trau-
mas—in summary by building emotional resilience to deal with situations that
fall outside one’s comfort zone. While the risks of challenge must be managed,
the real risk of failure must remain—another delicate duality.

Kets de Vries has studied what happens when individuals with poor emo-
tional competence ultimately move into the leadership post for which they have
been groomed.78 For the first time, they have to live with the consequences of
the initiatives that they start—they are now accountable for whatever happens
during implementation. They sometimes experience doubt and loss of confi-
dence and self-efficacy for the first time in their lives. Their prior experience has
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never equipped them to cope with failure. They react differently. Some fall apart
in humiliating ways. The dark side of others’ personalities comes to the fore—
the decisive leader who becomes a tyrannical autocrat, the cautious individual
who becomes obsessive about detail. Or an arrogance untempered by the hu-
mility that personal hardship teaches leads them into open display of superior-
ity and self-importance and a complete lack of trust in others.

From Succession Plans to Talent Pools

The process of reviews and planning development assignments is known as
succession planning in some companies, leading ultimately to a fixed plan to fill
positions as they become vacant. Succession planning is widely practiced in Eu-
rope, but less so in the United States except at the most senior levels; while in
Asia succession planning has mostly been used at operational levels because of
the severe talent shortages that companies experienced during the boom years.79

However, succession planning has come under attack for being excessively
mechanical. In reality, the decision about who gets the job is all too often made
through informal discussion without consulting the succession plan, which is
sometimes viewed by line managers as little more than a ritual of the HR func-
tion.80 Indeed, in flat organizational hierarchies, the decision to indicate person
X as a likely successor for position Y may be somewhat arbitrary. Also, the re-
quirements for a role may change after the original plan was agreed, or a new
CEO may have different criteria for leadership appointments.81 When only 60
percent of the moves occur as planned, this may spill over into skepticism about
the whole process of leadership development. In fact, in the US a majority of
companies have abandoned all pretensions at succession planning.82

Succession planning may still be viable in slower-moving, predictable work
environments, but in many firms it is complemented by talent pool manage-
ment.83 The local function or business unit is expected to engage in succession
or replacement planning in its own interest, while the region or corporate level
maintains a talent pool of high-potential managers. When a position falls empty
because of departure, growth, or vacancy in the internal labor market, the local
unit will propose its own candidate, while corporate will consult the talent pool
(sometimes called an acceleration pool) to see if there is a suitable individual
who would benefit from the role and contribute to it. This leads to a review of
who is the most appropriate candidate.

It is then a short conceptual step to consider opening up the talent pool to
all candidates, not just those on the regional or corporate list, taking advantage
of possibilities of Web-based technologies to create an internal job market.

MANAGING DEVELOPMENT BOTTOM-UP: 
OPEN JOB MARKETS

Until recently, leadership development has largely been managed top-down,
which means that the organization takes the prime responsibility for managing
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the careers of its strategic talent.84 For nonstrategic staff, such as (in most firms)
the sales force, clerical personnel, and technicians, external recruitment has
come to prevail, increasingly complemented by intranet-based open job re-
sourcing (internal labor markets). What is happening now in some multina-
tional firms is that bottom-up staffing through open job markets is spreading up
the hierarchy to professionals and management.

This shift is driven by the prospect of being able to deploy talented people
and ideas across borders far more effectively, rapidly, and cheaply than with
conventional top-down methods. But there are major obstacles in the pathway to
realizing these benefits. One significant adjustment is a deep shift from a tradi-
tional focus on managing development to an emerging approach based on help-
ing people to help themselves—albeit with the best interests of the enterprise in
mind. Another is the challenge to conventional leadership views of control.

One strength of internal labor markets is that the firm has better informa-
tion about its internal candidates than those from outside. Job posting for blue-
collar and lower-level professional positions is a long-standing practice, going
back to the early post-WWII years. There were often restrictions on internal mar-
kets—the direct supervisor had to sign off on the move of an employee, and one
could not apply for a posted job unless one had spent a certain number of years
in the position, to prevent job hopping by poor performers. However, executive,
management, and professional jobs were always managed top-down.

In the 1980s, a small number of firms started to broaden internal job posting
to professional and middle managerial positions, using bulletin boards and 
company newsletters. With the development of intranets, electronic job posting 
expanded in the mid-1990s. The talent war for professionals in the years before the
2001 crisis spurred the spread of internal job markets, especially in the electronics
and software industries, including established companies like IBM. As discussed
in the previous chapter, these companies decided to extend their internal job mar-
kets to all professional and many managerial employees, reasoning that if talented
people were looking for jobs on the Internet, it was better to offer them alternative
jobs internally. By 2005, most major firms in the United States had introduced such
electronic job markets, and only half required internal candidates to have the per-
mission of their boss before applying for another internal position.85

Some companies began to experiment with e-based systems for talent man-
agement while simultaneously globalizing their HR processes. This is a massive
and very challenging investment, involving the standardization of performance
management, potential assessment, recruitment, selection, and other HR practices,
as discussed in Chapter 14. But once standardized talent management processes
were in place across the globe, these companies were able to tap quickly into the
best available resources for a position across geographic boundaries rather than be-
ing constrained by the local talent market—something that had not previously
been possible at such low cost. At global hospitality company Starwood Hotels, for
example, objective setting, performance appraisal, annual 360° feedback linked to
potential assessment, and potential reviews are all undertaken on intranet systems,
following criteria that are common across the world and complemented by 
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face-to-face discussion. All positions up to the level of regional manager are posted
on the intranet, leading to open applications. As a consequence, there is consider-
able mobility of staff—a hotel in Dubai or Milan might have a Russian room man-
ager, an Indian banquets manager, and an Italian running the kitchen.

Global companies such as Schlumberger, with skilled engineers and techni-
cians spread around the world, realized that it was cumbersome and expensive
to try to organize talent search processes in a traditional top-down way. It was
better to develop market-based online processes to do the job. Therefore, open
job resourcing continues to spread upward into the managerial ranks of the
multinational firm, though rarely if ever to the most senior levels. All positions
at Hewlett-Packard, except for the top 100, are available on the internal open
market system, as they are at Microsoft. At Shell, positions up to the top 250
have been posted internally since 2002.

Making Self-Management Work

Although there is a substantial body of research by labor economists on internal
labor markets with respect to employees with generic skills,86 there has been little
research so far on the spread of open job resourcing systems as applied to mana-
gerial employees with skills that are more company-specific. Adoption of open re-
sourcing varies from one country to another, with growing acceptance in most
developed countries outside Japan, where large companies with lifetime employ-
ment practices still favor careful top-down career management. But there are big
differences in patterns from one country to another, even within Europe. Careers
in organizations tend to be stable in Sweden, Italy, and Germany, with strong top-
down influence, whereas there is more mobility in former socialist countries like
Hungary and the Czech Republic, as well as in the United Kingdom and Denmark
(also in the United States).87 In the family-oriented firms of Mexico and Latin
America, superiors are reluctant to give up control over their subordinates.

The expansion of internal job markets tends to flow with growth and ebb
with recession. In times of growth, with tight talent markets, there is more ac-
ceptance of the need for internal markets, while the top-down approach prevails
in times of slow growth or recession. But there is little doubt that as Generation
Z, raised in the Facebook self-help era of social networking, moves into higher
echelons, and as e-based processes spread progressively, so open job markets
will become more widely applicable to managers and professionals.

One of the deeper implications, which firms are only now beginning to con-
front, is that the responsibility for career development is shifting from the com-
pany to the individual, as outlined in the box “You Are Responsible for Your Own
Career!” This mantra is now widely accepted, although its implications have not
yet been worked through. Some sociologists and labor economists believe that it
may lead to new types of inequality in the workplace—fragmented, patchwork
careers for the majority and outstanding prospects for the talented minority.88

To help themselves, the younger generations have turned to social network-
ing, facilitated by Internet applications such as MySpace and Facebook. A growing
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number of multinational firms now provide access to company-specific social net-
working applications at work, sometimes linked to communities of practice or
functional communities, allowing managers and professionals to tap into knowl-
edge networks that are often spread across the world. BT Global has developed “I
Click,” a platform through which employees can share contact information and de-
tails about skills, hobbies, and assignments, search for internal career opportuni-
ties, and network to find solutions to professional problems. Schlumberger and
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You Are Responsible for Your Own Career!

In the mid-1990s, some scholars suggested
that the pace of change was such that the “ca-
reer” could best be seen as a social invention
that thrived and died with the 20th century,89

even though the systematic study of careers
in organizations had started only 20 years
before. Leaving Japan aside, the talent war
led to big increases in mobility between firms.

What is clear is that the onus for career
management has shifted progressively from
the organization to the individual. If the
boundaries within and between organizations
are becoming more fluid, the same is true of
careers—they are also becoming boundary-
less.90 Careers still exist, in the sense of a se-
quence of steps, but they are not limited to a
single organization, function, or conventional
path. Boundaryless careers are individualized—
some individuals have distinctive careers
based on unique sets of skills that are highly
valued by the market, but others follow un-
stable and fragmented career paths.

DeFillippi and Arthur suggest that these
boundaryless careers require three sets of per-
sonal competencies—knowing how, knowing
who, and knowing why.91 Knowing how is the
set of skills people build up, often by moving
from one firm to another. Knowing who is the
network of relationships that allows people to
transition into new opportunities. Individuals
might have invaluable skills, but if they do not

have the appropriate contacts, then it is diffi-
cult to find new work environments that
value these skills. But knowing why is perhaps
the most interesting implication of the bound-
aryless career. Whereas career structures in
the past provided people with a clear sense of
social identity (“I am a manager with IBM,” 
“I am an accountant,” “I am a general man-
ager”), the personal challenge for many
people today is forging a sense of professional
identity out of their portfolio of experiences
and skills.92 How do you respond when your
young daughter asks you, “Mommy, what do
you do when you are away from home?”

The responsibility of individuals for their
careers means that new processes facilitating
self-management must be put in place. The
search side of self-management is well devel-
oped in most countries, in the shape of Inter-
net recruitment, executive search, and indeed
expanding internal job markets. However, it
lags when it comes to helping people to help
themselves.

From the corporate perspective, self-
management requires a higher degree of
transparency about strategic and business
information, equipping people with the
necessary information to make sound choices
for themselves while matching the needs of
the organization. This is a condition that is far
from reality in the majority of organizations.



other firms allow their professionals to develop their own biographies, which have
grown into “blue pages” on the intranet, where individuals can market their tal-
ents and skills across boundaries in creative ways. Thus, in parallel with open job
markets, we are seeing the development of support systems based on social net-
working that allow individuals to sell their own abilities bottom-up.93

These developments are part of a profound change in control.94 With top-
down management, companies can decide who is invited to meetings and who is
involved in decision making. But with open networking the company loses this
direct control, since individuals are free to organize their own virtual meetings
and to consult with whomever they want. Alignment of people through shared
values and a shared identity becomes vital. Firms that have tried to control their
internal Facebook-type applications have failed, and organizations are now learn-
ing to trust people more. For leading multinationals such as IBM, BT, and Nestlé—
all of whom, it should be emphasized, have a high degree of cohesion—internal
social networking applications have proved to be largely self-policing and self-
maintaining, helping to reinforce a “sticky” sense of belonging, in part because
they allow permeability between professional and personal life.

When one has no direct control, the challenge is how to ensure that self-help
is in the best interests of the organization. One of the limits of open job market sys-
tems, from the leadership development perspective, is that they do not provide
incentives for the “unnatural acts” that are the hallmark of successful leadership
development in multinational corporations. Without top-down prodding, and the
assurance of support and coaching, people may not be willing to risk moving
across functions and countries—certainly not to highly challenging assignments
with a degree of potential hardship. We saw this at Apple, when the company in-
troduced one of the first open job markets for managers and professionals back in
the mid-1980s. Paradoxically, it reinforced already strong functional silos rather
than solving emerging needs for cross-functional and cross-geographic leader-
ship. There were many candidates willing to move to sales and marketing roles in
plum locations in the US and Europe, but not to less obvious but strongly needed
technical interface roles and more difficult markets.95

Some companies are tackling these challenges head on. IBM has a globally
integrated organization, where (in the words of CEO Sam Palmisano) “work
flows to the places where it will be done best—that is, most efficiently with the
highest quality.” To achieve this, IBM wants to facilitate the mobility of people
and ideas across global, functional, and unit boundaries. Consequently, its 
people strategy is to use open-market mechanisms to free up the flow of ideas,
people, and innovation. The strategy is to allow work to move to those who
have innovative ideas that inspire others; to allow skilled professionals and
managers to move easily to where they see the opportunities within the firm;
and help talented individuals to market themselves and their ideas across
borders within the enterprise.

Here IBM is capitalizing on major investments that it has made in self-help,
e-based HR technology as well as in standardized global HR processes. IBM
staff have for many years used the intranet for personnel information—expense
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accounts, information on what is acceptable, holiday requests, recommended
courses that fit their needs, pension information, as well as performance ap-
praisal. In 2007, IBM created a platform that provides self-help in learning, net-
working, mentoring, career track management, and other elements of
traditional top-down career management. The firm has also completely
changed its formerly secretive attitude about its work strategy to one of internal
transparency (see the box “Self-Help at IBM”).

Cisco’s internal job market is built around a “jobs can find you” principle,
according to which people are expected to look continuously for job openings
that correspond to their aspirations. On the company side, Cisco carefully plans
the competencies and roles needed to implement its short- and medium-term
strategy. These openings and the underlying strategy are made transparent
through the intranet, and people worldwide can apply for openings that most
closely match their aspirations.96

Self-Help at IBM

IBM uses electronic technology to help people
help themselves across boundaries—within
the spirit of creating a globally integrated
enterprise. One side of this people strategy
involves reinforcing common values and at-
tachment to IBM, using intranet communica-
tion and notably “values jams.” The other side
focuses on a sophisticated worldwide self-
help platform.

• Two sections of the IBM platform focus on
personalized learning assistance (assessing
personal learning needs, mapping out areas
where experiential or seminar-based learn-
ing is necessary, and providing information
on where to go for that support); and men-
toring/social networking (who can provide
help, who can act as a learning buddy, how
one can go about sharing one’s knowledge,
how one can tap into peer groups or com-
munities of practice spread across the
globe).

• Another section focuses on expertise man-
agement (how people can assess their skill
and competence gaps; what they can do
about closing gaps; and what are current

and future “hot skills”—domains where
there is likely to be strong demand).

• A section called “My development” ad-
dresses the requirements of the current job
role, allowing individuals to manage better
their development within the context of
their existing positions. This is the entry
point into another section on career tracks.
Career tracks address issues of upward ca-
reer progression; jobs within IBM are clus-
tered into nearly 500 different career tracks
(each person is on at least one track) with
explicit transition points and links. All ca-
reer tracks have sponsoring executives with
global responsibilities as well as resources,
and identified subject matter experts.

• A sixth section of the platform is blue pages,
which allow talented individuals to market
themselves with personalized biographies
and blog-type commentaries.

Guiding this platform and closely aligned
with it is information on the current and fu-
ture strategic plans of the IBM business units,
as well as the firm’s workforce management
strategy.



As the IBM and Cisco examples illustrate, we may be seeing the emergence
of global internal job markets that allow firms to deploy internal know-how and
skills across borders in a low-cost way that was not previously possible. With
the required changes in thinking, particularly around control, and with the nec-
essary investments in global standardization, this transformation may be slow.
However, new firms are rapidly appearing, built from the outset on globalized
people management systems and self-help social networking technology. To the
extent that this develops new sources of competitive advantage, as we suspect,
the pace of change may be unexpectedly rapid.

But the world of global open job resourcing and social networking does not re-
place top-down management—it complements it. The nurturing of key capabilities,
including growing future senior leaders through what we call unnatural acts, will
continue to require the top-down approach. We witnessed one major multinational
that initially abandoned its well-honed traditional top-down management devel-
opment processes when it put global open job resourcing into place, creating sub-
stantial confusion at the time. Recently the company has been learning how to mix
effectively its top-down and bottom-up approaches to global talent management.

HOW LEADERSHIP DEVELOPMENT 
SUPPORTS GLOBAL COORDINATION

One of the reasons why top-down leadership development will persist for the fore-
seeable future is that leadership development is a powerful vehicle for global coor-
dination. Let us take a simple example to illustrate this. A company wants to have
deep expertise in its customer-facing commercial functions and in its global opera-
tions discipline, which embraces manufacturing and logistics. But the company also
needs tight coordination between the commercial and operations domains.

In the past that coordination was provided by the structure, with decisions
referred up reporting lines to top management. But that process was too slow
and bureaucratic. So the company started to build lateral coordination mecha-
nisms: joint boards and steering groups covering both disciplines. How can they
go further? Explicit career pathing for high-potential leaders is one good way.
The company spells out that no one will get onto the management team in the
commercial function without proving himself or herself in at least one position
at a middle level for a reasonable period of time in operations—and vice versa.

What are the consequences? First, the mobility this implies develops a better
quality of leadership than the company has known in the past, since managers are
obliged to develop their leadership skills via cross-functional moves. Second, it en-
sures that the leaders at the top have broad perspectives, the “matrix-in-the-mind”
that comes from assuming the responsibility for results in another discipline.
Third, it builds relationships between key people in the two disciplines, with the
trust that will allow them to work through inevitable differences in functional
interest. And fourth, this changes the culture of the enterprise. Ambitious young
professionals who want to move into leadership positions quickly learn that it is
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vital to be professionally competent in one’s base discipline but also important to
build friendships and collaboration with other functions.

Honda has used this mechanism to steer senior leadership development.
Soichiro Honda always wanted R&D to be the driver at the Honda Motor Cor-
poration, so the CEO of the company was always the former head of R&D. This
explicit path ensures tight coordination and the breaking down of silos. If the
head of R&D does not engage in tight coordination with other functions, then
he will inherit the problems created in the next position.

The following story (“Developing a French Executive for a US Multinational”)
illustrates how a transnational enterprise can use leadership development to
enhance its capabilities in global coordination. Without Wilson’s foresight in
planning his succession early, and his determination to ensure that his foreign
candidates would have the necessary challenging assignments, the company
would never have managed to build such coordination capabilities—the matrix
in the mind of its key leaders.
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Developing a French Executive for a US Multinational

Let us take a more subtle example to illustrate
how a transnational enterprise can use
leadership development to improve global
coordination.

A US corporation had a geographic struc-
ture in which countries were responsible for
marketing a technology-based product. The
company had dominated the industry world-
wide, but now that industry was becoming
more complex and segmented owing to a new
technology that it had helped to pioneer, at-
tracting new entrants as well as established
players. To master the new realities, the com-
pany decided to to reorganize its operations
on worldwide business lines.

It made its best people heads of the new
global product divisions. There was only
one problem—with two exceptions, none of
them had working experience outside the
United States; and many of them had never
ventured far from the East Coast headquar-
ters. Their experience had not equipped
them with broad perspectives.

David Wilson,A who today is CEO of the
corporation, noted at the time, “What that

effectively did was to neuter the strength in
country operations that we had painstakingly
built up for 30 years.” Determined to do their
best, the US product line managers drove deci-
sions through the organization. The most capa-
ble local managers in Germany, Japan, and
elsewhere often quit in frustration at the blind-
ness of decisions emanating from the East Coast
of the US that ignored the realities of their spe-
cific markets.

A few years later, Wilson was appointed re-
gional vice president for Europe to repair the
damage (with earlier responsibilities in Latin
America, Wilson had been one of the two prod-
uct managers with prior international experi-
ence). He told us at the time that his number one
priority was to find and develop a European
successor, who would be the first non-Ameri-
can to occupy the role: “I’ll be in this job for four
years—none of my predecessors ever stayed for
more than two. I have one year to find the po-
tential candidates. And then I have to use my in-
fluence to secure product line jobs for them at
the headquarters. They have to hone their skills,
develop their connections, and prove their



For both top-down and bottom-up leadership and management, one of the
biggest obstacles in the path to internationalization is the performance manage-
ment system. While there are strong arguments for doing things the local way
in some domains of HRM, when it comes to performance management, it is an
absolute priority that performance standards should be the same in all regions
of the world. If high performance means one thing in one region and something
different in another, obstacles to mobility, as well as to the transfer of knowledge
and best practice, are created. And the dialogue between these different regions
will be full of misunderstanding and conflict. Therefore, if leadership develop-
ment is one of the pillars of HRM in multinational firms, performance manage-
ment is another. In the next chapter, we explore the challenges of global
performance management.
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TAKEAWAYS

1. Global leadership development emerges from executive surveys and
research as the top priority for international HRM, including multinational
corporations in emerging countries.

2. There are three different authority orientations—hierarchical, expertise, 
and leadership—and national cultures differ on these. While the concept 
of leadership is culturally anchored, there are some attributes that leaders
have in common, such as fairness, vision or sense of direction, and
attention to building a team.

credibility over there.” It was not easy to secure
product line jobs—the stepping-stone jobs that
all the ambitious stars in the United States were
jockeying for—for his European candidates.
Wilson had five carefully groomed Europeans,
and they were offered planning jobs, deputy
roles, and staff positions—all of which Wilson
refused. He succeeded in securing only three
stepping-stone positions for his people.

When Wilson returned to the United States
after his assignment, a Frenchman—a man,
like Wilson, with a global mindset—took over
his position, having credibly shown that a
European could successfully run a global

product group at headquarters. One can visu-
alize the coordination capability developed by
this action. The Europeans were delighted at
having one of their own in the top role, while
the Americans trusted a highly effective impa-
triate. The Frenchman was capable of thinking
locally and acting globally. On some initiatives,
his response was “Go ahead, here’s the budget.”
On others, he would pause and say, “They’ve
got three years of experience with this at the
center—go and draw on their know-how first
and maybe set up a global steering team.”

AName disguised.



Notes 341

3. There is no universal list of global leadership competencies because
leadership is intransitive, meaning that the best performer at one level
is not necessarily the best performer at the next. This is particularly true
for multinational firms.

4. Leaders develop above all through challenging opportunities and
assignments. Interfunctional and geographic mobility is essential,
complemented by split egg–type cross-boundary projects or initiatives.

5. People risk management—coaching, feedback, training, and mentoring in
different shapes and forms—has to go hand in hand with challenge. By
combining challenge and risk management creatively, firms can obtain
short-term performance and develop competencies for the long term.

6. Learning ability has long been seen as an important element of leadership
potential, namely the ability to learn fast and well from challenging
experiences.

7. At the heart of the traditional top-down approach to leadership
development are rigorous reviews of talent in different parts of the firm,
typically based on the assessment of performance, potential, and/or
respect for key values. Frank, candid dialogue, with provision for
preparation and follow-through, is vital.

8. There are several key issues and dilemmas in leadership assessment and
development. Should potential be identified early or late, and how
transparent should one be about the judgments made? How can we
overcome the tendency of units to hide their best people? How can we
avoid excessive mobility?

9. Many firms complement top-down leadership development with bottom-
up open job resourcing, built on e-technology and globally standardized
HR processes. Despite challenges to traditional concepts of control, this
can facilitate rapid deployment of talent across borders.

10. Leadership development is a powerful tool for ensuring coordination in
the transnational firm.
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CHAPTER 9

Global Performance
Management

Haier: An Emerging Chinese Multinational

One spring day in early 1985, anyone visiting the facilities of Qingdao Refrigerator
General Factory, a home appliance manufacturer in the northeastern Chinese city of
Qingdao, would have been forgiven for thinking that company CEO Zhang Ruimin
had taken leave of his senses. Just a few months after taking the helm of this virtually
bankrupt company, at the age of 35, this former city official gathered all factory per-
sonnel in the factory courtyard. There, they watched a group of coworkers take sledge-
hammers to implement an order from their young CEO: “Destroy all refrigerators that
have been found to be defective in even a minor way.” Zhang had a clear message: The
company would no longer produce substandard products. Instead, a high quality of
products and services would become the foundation of its global brand.1

By 2008, Zhang had turned the small loss-making refrigerator factory into a
group of more than 240 subsidiaries, 30 design centers, plants, and companies,
employing over 50,000 workers. Haier (as the company is known today) was the
world’s fourth-largest maker of large kitchen appliances with US$16.2 billion in rev-
enues and a 6.3 percent global share with a particularly strong position in washing
machines (#2) and refrigerators (#3). The company’s products were sold in 160 coun-
tries, in 12 of the 15 top European retailers, and in all of the top 10 retail chains in
North America.

A guiding principle of Haier’s management system is OEC: Overall, Every,
Control and Clear. “Overall” means that all performance dimensions have to be con-
sidered. “Every” refers to everyone, everyday, and everything. “Control and clear”
refers to Haier’s end-of-work procedure each day, which states that employees must
finish all tasks planned for that day before leaving work—they are responsible for
managing their own workload and reporting to their supervisor.
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To support OEC, Haier uses a variety of performance management and moti-
vational tools. For example, a key aspect of Haier’s performance management is
the system used for performance evaluations and promotions—and demotions—
based on the concept of a racetrack. All employees can compete in work-related
“races” such as job openings and promotions, but winners have to keep racing—
and winning—to defend a title. There is no such thing as a permanent promotion.
In keeping with this philosophy, every employee in the Haier Group is subject to
frequent and transparent performance appraisals—going against the traditional
Chinese culture in which “face” is extremely important.

However, accountability is not shared equally. According to Haier’s 80:20 prin-
ciple, superiors are responsible for 80 percent of results (good or bad)—subordinates
for 20 percent. Each manager’s performance is reviewed weekly. The criteria for the
evaluation involve both achieving quantifiable goals and the degree of innovation
and process improvement. At the end of the month, managers receive a performance
grade of A, B, or C. The results of this evaluation are announced at a meeting for
middle and upper-level managers on the eighth day of each month. Those judged
as being ready to move to a higher position are transferred into the Haier talent pool.
Selections for the talent pool are made every quarter. There is no philosophy of
“once you’re in, you’re in” at Haier.

Managers’ performance rankings are openly displayed at the entrance to the
company cafeteria, with a green or red arrow indicating whether their score has
gone up or down that month. This practice has been in place for over 20 years.
Promotions and demotions are also published in the company’s internal
newspaper.

Haier has a formal policy for managing employees who do not meet set expec-
tations. The consequence of continued performance in the bottom 10 percent after
three negative reviews (either quarterly or annually), despite remedial training, is
dismissal. The flip side of this approach is the emphasis on recognizing and re-
warding successes and creativity. If an employee develops or improves a product, or
suggests an efficient new procedure, the innovation carries the employee’s name,
and a notice to this effect is prominently displayed.

Another important feature of Haier’s HR system is a close connection between
performance measurements and compensation. The company provides each em-
ployee with a “P&L book,” which is updated daily and breaks down and quantifies
the financial outcome of the employee’s efforts. The bottom line is directly linked to
the salary received by the employee. In Haier’s language, employees do not receive
salaries but their share of profits.

Haier is one of the first Chinese manufacturers to have established manu-
facturing bases overseas. An interesting question is whether the management
practices that seem to have earned the company such success in China are trans-
ferable to other cultures as it continues its international expansion. For example,
how would American or European employees respond to Haier’s approach to
managing performance? And if Haier chooses not to apply its performance
management approach abroad, will this constrain its ability to coordinate global
activities?
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OVERVIEW

Haier is a good example of a company with well-defined performance manage-
ment. Building on the Haier case, we will examine in detail the performance man-
agement cycle, first clarifying what global performance management is and why
it is important, then focusing on specific challenges in building a robust global
performance management system. We will examine both the “upstream” side of
this process, which focuses on determining the strategic and operational goals
that should be the fundamental drivers of business performance—exploring the
tensions embedded in the process, and its “downstream” side, which includes in-
dividual and team performance appraisal, feedback, performance evaluation
linked to talent management processes, and rewards.

This discussion leads to the conclusion that commitment to rigorous per-
formance management is more important than the sophistication of the method-
ology. With this in mind, we will then turn to the role that performance
management can play in supporting global coordination. We will consider two
aspects of global coordination where performance management may have a
particularly strong influence. First, we will discuss how performance manage-
ment may impact various mechanisms for lateral steering, among others global
account management. Second, more broadly, we will examine factors influenc-
ing performance management in global teams.

In the third part of the chapter we build on our previous discussion of ex-
patriates, exploring core issues concerning managing the performance of em-
ployees on international assignments. We address some of the factors that can
make the performance appraisal of expatriates different from that of other em-
ployees in a multinational firm. We will also review different approaches to
managing expatriate compensation, an issue of growing interest to many firms
with increasing populations of employees on cross-border assignments.

We conclude this chapter by discussing three questions critical to the im-
plementation of global performance management. The first question concerns
the perennial tension between the competing interests of a global approach
versus those of local adaptation. The second concerns the ownership of the per-
formance management system; it is essential that this process belongs to the
line, not to the HR function. The third question concerns the linkage of perfor-
mance with business strategy—how can performance management systems
contribute to building distinctive capabilities?

THE GLOBAL PERFORMANCE MANAGEMENT CYCLE

The concept of performance management is still in much of the human resource
management literature associated that the practices of some well-known
Anglo-Saxon firms. But as the Haier example illustrates, in a competitive world,
performance management is a process that has no boundaries.2 In order to be-
come (and remain) a high-performing global organization, it is essential to have
an effective, simple, robust, and consistent set of tools and processes to manage
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performance and to motivate employees to act in alignment with the strategy
and values of the company.

What Is Global Performance Management?

We define performance management as a process that links the strategies, ob-
jectives, and capabilities of the firm to unit, team, and individual goals and ac-
tions, involving periodic appraisal and evaluation, and with reward and
development activities that are in turn linked to the outcome of the appraisals.
Performance management includes three successive elements:

1. The specification of what is desired performance, involving setting objec-
tives and goals at all levels.

2. The review and evaluation of performance, including feedback and plans
for any corrective action.

3. Linking the results of the evaluation to financial rewards and to develop-
ment activities.

An essential characteristic of the performance management process is the
consistency and tight link across the three elements—simple in principle, but
potentially difficult in practice, since the three phases of performance manage-
ment are all too often disconnected.

Designing and implementing an effective performance management may
be one of the most complex issues facing organizations operating across borders
because global dimensions of performance management further complicate an
already difficult-to-master process, as we will see below. For these reasons, lead-
ing-edge firms often view their performance management process as a genuine
source of competitive advantage and are secretive about their approach. As one
global HR vice president commented, “We would no more show our perfor-
mance appraisal form to a bunch of outsiders than Cola-Cola would let you
come in and look over the secret formula for Coke.”3

Why Is Global Performance Management Important?

In a multinational firm, the performance management process should provide
alignment between corporate, business, geographic, and functional objectives.
It supports a company’s global people strategy, providing input to all functional
HR processes, from recruiting and staffing to development and compensation,
and linking these clearly to corporate and business aims.

Except for executives at the highest levels, strategies are typically rather
abstract for employees. Increasing shareholder value, decreasing time to mar-
ket, enhancing customer orientation—what do such strategies mean for the
behavior of people around the world? In this respect, performance manage-
ment helps employees to focus on what they have to do, recognizes and
rewards them for doing so, and makes clear the consequences of poor perfor-
mance and behavior. Good performance management processes should
provide first, clarity about people’s roles, objectives, and contribution to the
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business, thereby allowing greater autonomy; second, regular feedback on
performance so that there is effective learning; and third, ongoing coaching
and career development. It should make visible what performance is expected
and what rewards (monetary and nonmonetary) this will bring to the
employee.

Attention to performance management is also a vital step in building
horizontal coordination in the multinational firm. We worked with a suc-
cessful European corporation that had grown internationally through acqui-
sitions and had, until recently, a multidomestic strategic approach. Country
business managers focused on delivering local operating results, while top
management’s attitude was, “We don’t want them worrying about global
strategy—it will just distract them from their local targets.” But now this
company’s business was moving rapidly in a new direction. Some customers
were buying products across borders, and others wanted global service.
Business decisions were becoming more complex, involving global–local
trade-offs. Top management was beginning to recognize that managers in in-
dividual countries had to become more aligned with the company’s overall
strategic direction and that achieving this without a common approach to
performance management might be impossible. The company realized that it
may have to reconsider its performance management system, moving toward
a global approach that would support the necessary coordination at lower
levels. But this was made more difficult by the fact that cross-border activities
were not universal—a lot of business was still strictly local-for-local, as in
the past.

However, it should not be forgotten that the goal of collaboration is not col-
laboration itself, but results. In a multinational corporation, what stimulates the
creation of value is the combination of constructive competition, guided by clear
goals, metrics, and the other elements of performance management, together
with collaborative teamwork.4

For a multinational company, perhaps the most important question to ask is
whether it should adopt one single global performance management process,
differentiate the process by business or region, or allow each local company to
develop its own particular process. Historically, multidomestic firms were more
local in their approach to performance management; meganational corporations
preferred a strong global orientation. However, across the board, the overall
trend has for many years been toward more globally integrated, or at least
loosely aligned, performance management systems. Among all HR practices,
performance management (with the exception of the reward element) tends to
be the most globally standardized.5

But the extent to which one can generalize about standardization depends
on the phase of the performance management process. Let us therefore break the
process of performance management down into some of its elements, starting
“upstream” with the planning and objective-setting cycle, and then moving
“downstream” toward appraisal and evaluation, rewards, and development
activities.6
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The “Upstream” Side of Performance Management

The focus of the upstream side of performance management is on setting global
objectives. The first step in the performance management process is determin-
ing the strategic and operational goals that should be the fundamental drivers
of business performance.

Goal setting is one of the most influential paradigms in the business man-
agement field. Hundreds of experiments and research with thousands of people
on all continents have demonstrated that clear and challenging goals boost per-
formance. As Locke and Latham note in a review of four decades of goal-setting
research, “So long as a person is committed to the goal, has the requisite ability
to attain it, and does not have conflicting goals, there is a positive linear rela-
tionship between goal difficulty and task performance.”7

Multinational firms can use many different approaches to set objectives
(long-term strategic focus versus short-term financial focus, detailed planning
versus entrepreneurial decision making), each with their own embedded para-
doxes and limitations.8 The details of these different processes are beyond the
scope of this book, but the specific approach chosen by the multinational in the
upstream stage of performance management should be aligned with its global
strategy and its organizational structure. Companies organized as differentiated
networks may therefore approach performance management differently than
those that are configured as a front–back organization.

However, with the increase of cross-border activities, the issue for most
companies engaged in international business is not if they should set global ob-
jectives. The issue is their scope and how to go about setting these objectives in
a way that mobilizes the organizational energy in the desired direction and con-
tributes to the coordination and cohesion of the firm. As Hansen noted in his
summary of several decades of research on collaboration in organizations, the
most fundamental lever for collaboration and teamwork is unity around a con-
crete goal that clearly places competition on the outside.9

There are several challenges with respect to goal setting in any global per-
formance management system that we will discuss. The first is to ensure that
employees around the world interpret the outcome of the goal-setting process in
a similar way. The second challenge is to make sure that this understanding is
translated into relevant and clear performance objectives with tangible measure-
ments. The process of setting objectives is essentially a commitment-building
process, and the third challenge is how to create such commitment. A final
challenge is how to deal with the numerous tensions related to the structure and
content of the performance objectives and measures.

Developing a Shared Meaning of Objectives

The first priority in the upstream phase of performance management is making
sure that employees worldwide share an understanding of what the goals actu-
ally mean. Different interpretations of a goal, and equally important, different
readings of the consequences of not achieving the objective, can cause a great
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deal of confusion. In some firms a goal is a promise that must be respected, and
so great care will be devoted to planning that goal. In others, a goal is a stretch
aspiration that most people will fail to achieve. In yet other firms, the norm is
“no surprises” so that goals are constantly moving targets. This is aggravated by
differences in cultural heritage, both organizational and national. The box
“When Is a Goal a Goal?” presents two contrasting examples.

Maersk and GE (both corporations that have been successful over a long period
of time) have very different approaches to performance management, to planning
goals, and to their review and consequences. It is not that one conception of a goal
is right and the other is wrong—in both cases, there are trade-offs. It is more a ques-
tion of whether the business units and countries across the world are playing the
same game with the same rules. Playing by different rules creates intense frustra-
tion that spills over negatively into many other areas of cross-border collaboration.

There are also cultural differences in underlying assumptions about the
meaning of goals that affect performance management. For example, school
systems in different countries socialize people to think about goals in different
ways. Americans are brought up in the belief that the top A grade is achievable.
In contrast, French schoolchildren are evaluated on a 20-point scale, where a
15 represents an unusual distinction and an 18 is virtually unprecedented. Time
horizon plays a role. The Japanese and Koreans are more likely to accept an
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When Is a Goal a Goal?

At A.P. Møller-Maersk, a Danish Fortune
Global 500 firm in the container transport and
shipping industry, the meaning of a goal or tar-
get is very clear throughout the company’s
worldwide operations. Agoal, once agreed and
accepted, is a promise to deliver. This means
exercising what the owner of the company calls
“constant care”—debating and reviewing thor-
oughly with all parties any commitment that
one will make since it is precisely that—a com-
mitment. As the owner says, “Your word is
your bond”—and everyone knows that he
means it. Not meeting a commitment will have
serious consequences, maybe dismissal.

In contrast, at GE—another company
known for its approach to performance 
management—the concept of a goal is differ-
ent but equally clearly defined: It is a stretch
target that the majority of people will fail to

meet. As GE’s annual report notes, “GE busi-
ness leaders do not walk around all year re-
gretting the albatross of an impossible
number they hung around their necks. At the
end of the year, the business is measured not
on whether it hit the stretch target, but on how
well it did against the prior year, given the cir-
cumstances. Performance is measured against
the world as it turned out to be: how well a
business anticipated change and dealt with it,
rather than against some ‘plan’ or internal
number negotiated a year earlier.”10

GE views most goals as stretch targets,
and it handsomely rewards those that hit these
targets. At the same time, as at Maersk, certain
essential targets must not be missed, and these
are specified since it is important to avoid set-
ting stretch goals in areas where meeting a par-
ticular performance level is critical.11



ambitious goal 10 years in the future that represents an aspiration, whereas
most Westerners prefer a more tangible and achievable time scope.

More convergence is to be expected since technology is changing the process
of performance management, including appraisal and development, bringing
about an increase in timeliness and transparency of the goal-setting process. Some
companies, like the global hospitality company Starwood Hotels, have long had
goals posted on their intranet for consultation by peers and subordinates. Accen-
ture has developed a Facebook-style program where employees post two to three
weekly goals that can be viewed by fellow staff members, along with a couple of
objectives for each quarter.12

Deciding on Measurement Scorecards

What gets measured gets attention. This old idea is no less valid when it comes
to implementing processes of global coordination. In our research with managers
operating in global businesses, we have consistently seen gaps between the de-
sired and actual levels of collaboration and coordination. Why is the level of co-
ordination low? This is partly because mechanisms such as teamwork and
knowledge sharing are missing, but even more fundamentally because the per-
formance management measures and outcomes do not encourage managers to
do what they personally believe should be done. When measurements change,
so do behaviors. In the HR arena in particular, attention needs to be given to what
cannot be easily measured—see the box “Getting Clarity on Unmeasurables.”

There are at least two strong arguments for using a common and consistent
system of measurement scorecards throughout the multinational firm, includ-
ing at least some cross-border performance measures:

• Global scorecards reinforce a global mindset among employees by making
the nature of the global business visible and tangible for managers and
employees in the company.

• Joint performance objectives encourage dispersed units to collaborate,
thereby reducing the conflicts that often exist across organizational bound-
aries, such as between sales/service units and global product groups.
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Getting Clarity on Unmeasurables

Some goals are difficult to measure, notably in
the people development area. Take for exam-
ple talent development. Goals such as “ensure
that the top 5 percent of the professional
workforce have clear development plans”
may be too general and too undifferentiated
to be useful. How can one get clarity around
objectives that are not easy to measure?

Asking people to develop action plans and
then reviewing those plans is one way of doing
this. “Develop an action plan within one month
for the development of the top 5 percent of the
professional workforce, and review this with
your boss and the regional head of HR.” That
plan is much more concrete, and specific goals
can be set on the basis of the review.



Also, well-designed cross-border measurement scorecards help to decentral-
ize responsibility. Without such metrics, clear accountability is impossible, and
relationships between the corporate and unit levels are likely to oscillate between
unhealthy extremes of laissez-faire management-by-exception and detailed bu-
reaucratic control over decision making that dampens local initiative.

The existence of transparent and clear metrics allows decentralized initia-
tives and facilitates constructive debate between corporate and subsidiary lev-
els. The aim is both to help local managers to identify and diagnose problems
and to allow top management to monitor that performance. The purpose is to
help rather than interfere: “What’s the problem? What are you doing to fix it?
And how can we help?” And one of the ways of helping is to suggest to local
managers that they go and talk with higher-performing units.

BP uses peer groups of business unit managers to add punch to the goal-
setting process. The managers of each business unit enter into an annual per-
formance contract with top management and are then free to deliver the results
in whatever way they wish. But the “peer assist” process requires managers to
get their plans, including investment plans, approved by their peers before
finalizing the performance contract with top management. “The peers must be
satisfied that you are carrying your fair share of the heavy water buckets,” said
BP’s deputy chief executive. “The old issue of sandbagging management is
gone. The challenge now comes from peers, not from management.”13 Half of
the unit manager’s bonus depends on the performance of the unit, and the
other half depends on the performance of the peer group. The three top-
performing business units in a peer group have also been made responsible for
improving the performance of the bottom three.

Focused measurements linked to core business strategies can be powerful
in ensuring coordination. Early on in its international expansion, Motorola
faced the challenge of cracking the Japanese market with its semiconductor
and telecommunication products. Several previous initiatives had failed. But
this time it not only changed its product offering and marketing strategy but
also modified the performance appraisal criteria for scores of managers
worldwide. The change was very simple. One open-ended sentence was
added to the list of appraisal criteria: “What have you done to support
Motorola’s Japan strategy?” Within weeks, phones started ringing in the com-
pany’s Tokyo office, with colleagues worldwide inquiring how they could
help—with information, knowledge, technical resources, and even people on
short-term assignments.

Thus, a common approach to performance metrics needs to be shared across the
globe. Many multinationals have established clear guidelines for setting individual
goals throughout the corporation, such as Nokia’s “SMART” goals: Specific, Mea-
surable, Agreed, Realistic, and Timely. To ensure focus, Starwood limits goals to
five—the so-called Big Five, consisting of three financial targets and two qualitative
objectives. And to stimulate cross-border learning within companies, the emphasis
has to be not only on “what” has been accomplished but also on “how” it was
achieved.
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Advances in information technology allow real-time measurement world-
wide. State-of-the-art IT infrastructure enables global firms like Cisco to close
the books on a daily basis. In some companies this may create a fear of “big
brother,” but if properly used, it can enable self-monitoring and autonomous
corrective action at the front line.

Building Commitment

Strategic planning processes used by many firms in the past typically involved
a small group of senior executives and planners working on the numbers, lead-
ing to strategic objectives that were understood by only a handful of people—
without any communication of the logic behind the numbers to the rest of the
organization.14 Consequently, there was little commitment, so implementation
of these objectives was often ineffective. Therefore many companies today put
a great deal of effort into making sure that not only the goals, but also the strate-
gic logic behind the goals, are well understood by the whole organization.

For example, a Nordic multinational firm decided to confront the problem of
traditionally slow implementation of a worldwide reorganization. The HR group
prepared advice on how subsidiaries should communicate this to their staff. The ex-
ecutive committee also announced that a special bonus would be paid to business
unit managers in six months, based on the results of random interviews with sub-
sidiary staff about their understanding of the purpose behind the reorganization.

Money talks even in Scandinavia, but probably the best way of translating
information into understanding reasonably fast, and then into commitment, is
dialogue. A critical task in the planning cycle is therefore creating opportuni-
ties for such dialogue to occur. Examples are interlocking “conferences” that
bring together hundreds of key executives, with intensive preparation to en-
sure two-way discussion; training programs to introduce a common language
for reviewing, say, strategic marketing; workshops that bring together heads
of businesses for a week of intensive confrontation on issues that have been
suppressed; “workout”-type processes; BP’s “peer assist” process mentioned
earlier; and fishbowl meetings where local management teams present their
plans to top management while other teams sit in on the review.15

Building commitment to goals is as important at the individual level as at
the unit level. As noted, there is a wealth of research showing that goal setting
improves employee performance since individuals are more committed to
meeting the goals that they themselves have decided upon.16 But does this hold
true across cultures? There are certainly cultural differences in the roles that
subordinates tend to play in the goal-setting process. In cultures characterized
by large power distance, the superior commonly decides on the objectives. For
instance, one study of performance management in Western multinationals in
China concluded that the objectives were set by superiors more often than in
their home countries.17 Nonetheless, even in China, two-way communication
about employee objectives helps produce stronger goal commitment, and
involvement in goal setting has indeed been found to have positive perfor-
mance implications across settings and cultures.18
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Tensions in Performance Management “Upstream”

In the process of deciding on the structure and content of their global scorecards,
companies must strive to balance several tensions embedded in this process:

• The mix of financial versus nonfinancial targets.

• Short-term versus longterm goals.

• Unit-level versus corporate-level objectives.

• Incremental versus breakthrough initiatives.

• Standardized measures versus localization of objectives.

There are no “once-and-for-all” or “best practice” answers for resolving these
tensions; they simply require continuous attention from senior management as
well as HR as the global organization and its environment evolves.

FINANCIAL VERSUS NONFINANCIAL TARGETS. The limitations of using only
financial objectives as measures of performance are now well understood, and
the trade-offs between various financial measures and their impact on corporate
performance are also reasonably well mapped.19 More difficult, and more
critical, is deciding what nonfinancial targets need to be included in the global
scorecards, how they should be measured, and what their weight in the overall
evaluation should be.

Against this background, the balanced scorecard approach (see the box “Bal-
anced Scorecard”) has a particular appeal—provided that it is simple and focused—
since it forces recognition of and debate on the dualities that underlie performance.20

While financial indicators may have the virtue of simplicity, the balanced
approach is more aligned to a world of paradoxes and dilemmas. However, the
dilemmas of performance management do not disappear with the balanced
scorecard—they just become more explicit for managers.

356 CHAPTER 9: Global Performance Management

Balanced Scorecard

The concept of the balanced scorecard was
developed by Kaplan and Norton.21 They ob-
serve that financial measures report on the
outcomes but do not reflect how the organiza-
tion manages the drivers of future perfor-
mance. Therefore, instead of a narrow focus
on financial results, they propose looking at
the strategy to create value from four different
perspectives:

1. Financial. The strategy for growth, prof-
itability, and risk viewed from the per-
spective of the shareholder.

2. Customer. The strategy for creating value
and differentiation from the perspective
of the customer.

3. Internal business processes. The strategic
priorities for various business processes
that create customer and shareholder
satisfaction.

4. Learning and growth. The priorities for
creating a climate that supports organiza-
tional change, innovation, and growth.

Kaplan and Norton do not specifically ad-
dress human resources, except as internal



SHORT-TERM VERSUS LONG-TERM GOALS. While short-term goals rightly
emphasize business deliverables, the measurement scorecard should counter-
balance this by adding longer-term objectives. Cutting costs for short-term
survival by laying off employees in a time of crisis, for example, may be painful,
but the real challenge is cutting costs without jeopardizing the long-term future
of the company. Many of the long-term issues may focus explicitly on people-
related dimensions, and it is the responsibility of HR managers to ensure that
such considerations are taken into account even in difficult times. The HR func-
tion in many corporations is often excessively reactive, carried away by growth
aims in good times and slashing headcount in difficult periods.26

This tension does not surface only in times of crisis. In most firms, long-term
and short-term planning are tackled sequentially. Strategic planning is an initial
step that leads to operational planning and budget decisions. From then onward,
the strategic goals exist only in the distant background. When operational goals
in a subsidiary far from headquarters are translated into individual objectives,
the connection with corporate strategic objectives is typically vague at best.
Targets that are inherently long-term, such as talent development, tend to get
pushed out in the process.

UNIT-LEVEL VERSUS CORPORATE-LEVEL OBJECTIVES. There are good reasons
to establish challenging but achievable goals for which the unit in question can
really be held responsible, motivating managers to work hard to reach them.
However, as we have already pointed out, a narrow focus on the individual
units may lead to behavior that is suboptimal for the global organization as a
whole.27 Most multinationals therefore establish both local and global (some-
times also regional) objectives for their foreign units. The mix and weight of
objectives can change from year to year, as warranted by corporate priorities.

INCREMENTAL VERSUS BREAKTHROUGH INITIATIVES. The performance man-
agement process tends to focus on incremental rather than breakthrough
change. There has been valid criticism that most global measurement systems
have a build-in bias toward optimization, replication, and predictability.28 They
tend to drive out disruptive learning—responding to new and unfamiliar
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business processes. Perhaps this omission is
due to difficulties in measuring human re-
sources.22 Whatever the reason, the omission
of a critical component of performance man-
agement is considered by some as a major
problem and limitation of the balanced score-
card approach.23 Some firms have dealt with
this by including human resources issues in
the learning and growth dimension of their
scorecards.

Becker, Huselid, and Ulrich  bridged this gap
by introducing the concept of the HR scorecard
focused on measuring the contribution of the
HR function to multiple objectives, such as
financial, (internal) customers, operations, and
HR strategy.24 The workforce scorecard meas-
ures workforce mindset and culture, workforce
competencies, leadership, and workforce behav-
ior, all leading to workforce success in achieving
the strategic objectives of the business.25



knowledge may have long-run benefits, but it typically involves short-term
adjustment costs and losses due to experimentation. Therefore, there might be a
need to include long-term “breakthrough” objectives to complement the
traditional short-term focus of operational goals.

Some firms have moved to parallel goal-setting processes where opera-
tional objectives are separated from the long-term goals—with active top man-
agement involvement and focus on the latter. At GE, long-term companywide
stretch targets are included in the global scorecard, such as a step increase in op-
erating margins, a decrease in inventory turnover, Six-Sigma quality targets,
and not least leadership development objectives. These are reported to the
shareholders in the annual report. Other companies, such as Intel, have simi-
larly broadened the conception of performance management to complement the
cycle of operational planning with strategic actions oriented toward long-term
breakthroughs.29

STANDARDIZED MEASURES VERSUS LOCALIZATION OF OBJECTIVES. Multina-
tional firms are rarely, if ever, faced with the same competitive position, the
same economic situation, and similar institutional contexts in every corner of
the world. Marriott and Citibank use worldwide customer satisfaction meas-
ures, but individual units can hardly be expected to achieve precisely the same
scores.30 Therefore, even the most globally standardized performance measures
should reflect the differences as they are cascaded down to the local level. How-
ever, the logic behind differences often gets “lost in translation.” For example, it
is natural in a time of economic recession to mobilize the whole organization
worldwide to cut costs by setting specific cost reduction targets. Yet it is coun-
terproductive if this is expressed as a ban on adding headcount, particularly in
business units that have an opportunity to increase profitability though growth.

It is also important to recognize that the structure of the measurement score-
card is different from the actual goals. Specific goals vary from one business to
another and from one subsidiary to the next, and different units of the organi-
zation will have different strategic priorities—thus different performance indi-
cators within the scorecard should be given different weights. As an outcome of
the “upstream” performance management process, local goals must reflect local
competitive realities; otherwise the next stage of the process—appraisal and
evaluation—is doomed to run into problems.

The box “Obstacles to Global Collaboration” illustrates the consequences of
using performance measures that encourage local suboptimization.

The “Downstream” Side of Performance Management

The “downstream” side of the performance management process consists of
individual and team performance appraisal, feedback, and rewards, as well as
performance evaluations linked to talent management.

Performance appraisal serves multiple functions—communication of orga-
nizational objectives, working out tensions in boss–subordinate relationships,
providing information for self-improvement, guiding training and career
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development, preparing evaluations that link to talent assessments, providing
the basis for pay decisions, and building evidence to justify dismissals—many
of which are in conflict with each other. Most US and European firms conduct
yearly performance appraisals for all employees, but the appraisal cycle at Cisco
takes place every six months, and many other high-tech companies such as Intel
and TI have instituted similar policies.31 There is an ever-expanding range of
appraisal practices—some reflecting the latest managerial fad, while others
leave a lasting impact on the way companies throughout the world approach
this complex process. But any appraisal is rife with challenges, as experienced
practitioners know and as HRM textbooks show.32

There is no shortage of evidence that performance appraisal may have unin-
tended negative consequences. The father of the Total Quality Management
movement, Edward Deming, argued forcefully that appraisal is so dysfunctional
that performance improvement efforts should be focused on system improve-
ment—getting at the root problems—rather than on symptoms that appraisal at
best raises.33 Other critics of the process may not go so far, but it is obvious that
what is appropriate for one situation is often inappropriate for another. This is
true in a domestic company, and even more so in the case of a multinational.

A big part of the challenge of getting it right is again that of global/local dif-
ferentiation. The trend has been toward more globally integrated performance
management practices, also downstream. We would argue that although multi-
national firms need a global template for the appraisal process, local business
units may need some leeway to adapt that template to their circumstances.
What is crucial is buy-in among senior management in the subsidiaries on how
it should be executed in practice.
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Obstacles to Global Collaboration

In order to increase focus and eliminate
wasteful internal competition, a European
engineering company—in which each busi-
ness unit was evaluated strictly on the basis of
its own P&L—allocated responsibility for the
US market for power transmission to its US
subsidiary. At the same time, responsibility
for development and production of a special-
ized component gear was consolidated in
Switzerland in order to gain sufficient
economies of scale in a relatively small global
market.

In the process of collaborating on a project
in the United States, the Swiss engineers

developed a close relationship with a US
customer—who then wanted to use the Swiss-
made equipment on another project in the
United Kingdom. However, since the final
contract for delivery in the UK involved a US
customer, both the US and UK subsidiaries
had to be brought in on the deal. With each
claiming its share of the potential profits,
participation in the project became financially
unattractive to the Swiss.

Source: Adapted from Y. Doz, J. Santos, and P. Williamson,
From Global to Metanational: How Companies Win in the
Knowledge Economy (Boston, MA: Harvard Business
School Press, 2001).



It is common to hear local objections and doubts: “Our culture is different,
our labor laws are special, performance differentiation is not feasible, our oper-
ations are not mature enough.” Some of these obstacles may be real, but in our
experience many objections reflect the unwillingness to take on probably the
most difficult part of any manager’s role—to provide timely, fair, and construc-
tive performance feedback. The fact is that most managers, irrespective of cul-
ture, find managing performance—especially formal appraisal—to be difficult,
time-consuming, and uncomfortable.

Fitting Performance Appraisal with the Local Cultural 
and Institutional Environment

The concept of performance appraisal practiced today in many multinationals
was developed in a Western context (mainly by US-based firms), and an argu-
ment can be made that it might not always suit the context of other cultures.
There are myriad cultural obstacles to Anglo-American-style performance
appraisal, many of them well described in the management literature,34 ranging
from the relationship between the employee and the organization and the
nature of the manager–subordinate relationship to feedback and preferences
about outcomes.35

For example, the manager–subordinate relationship is conceived differently
in different cultures. In many cultures, the idea of a two-way dialogue in which
the subordinate should be free to challenge the perception of the boss goes
strongly against the heritage of power distance.36 In collectively oriented cul-
tures, behaviors that demonstrate loyalty and cooperative spirit may be just as
important as the ability to achieve sales targets, unlike the situation in most
Western firms.

Also, it is often argued that one legacy of the Maoist years, reinforced by the
strong authority of the boss in the traditional Chinese culture, is that Chinese
employees often avoid initiative for fear of being punished. Some Asian cultures
do not share the sense of internal control of the Anglo-Saxons—how should a
Western executive react when an Indian colleague inexplicably puts off a deci-
sion, perhaps having read a horoscope indicating that this would be an unfor-
tunate time to make a choice?

However, there is no need to travel to the Orient to see global performance
management constrained by the cultural and institutional context.37 As late as
the mid-1990s, German academic reviews of HR practices made no mention of
appraisal practices or performance management.38 Studies in the collaborative
(as opposed to the calculative) culture of Denmark show that performance man-
agement was introduced step-by-step over a 20 year period.39 Attempts to in-
troduce performance management systems in the 1980s were resisted—people
did not want to be measured. But in this collaborative culture where dialogue is
the norm, performance feedback discussions started to become practice. Then
gradually it became clear that these discussions would be improved if everyone
agreed in advance on expectations—and so objective setting became accepted.
And then why not link all of this to pay? This has been a recent development.40
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This may be a healthier situation than in many US firms where performance ap-
praisal is often driven more by fear of possible legal sanctions in case of em-
ployee complaints than by a genuine commitment to open and far-reaching
dialogue.

Still, as we have learned from the example of Haier, making assumptions
about a company’s performance management based on the cultural or institu-
tional context in which it operates may be misleading. When a company con-
siders performance management as one of the factors supporting its
competitive advantage, these constraints may be seen as secondary. One large
Scandinavian firm introduced new performance management concepts—
learned from its US subsidiary—into the home organization with the intention
of overcoming the limitation of the parent country culture.41 And as one of
Haier’s HR executives commented to us, “We don’t want Haier to be an aver-
age Chinese company, so why should we follow what an average Chinese
employee may like to believe in?”42

Frequently, culture is confused with status quo. Thirty-five years ago, it was
predicted that management-by-objectives (MBO) would never take root in
France because of the prevailing concept of authority, the avoidance of face-to-
face conflict, and the negative connotations of control in that culture.43 Yet only
a decade later by the late 1980s, a survey of 220 large French companies reported
that over 85 percent had a policy of fixing objectives for managers and con-
ducting annual performance appraisal reviews.44 Similarly, leading firms in
Italy and Germany have been rushing in the last 15 years to introduce perfor-
mance management approaches built around objectives and appraisal as an el-
ement connected with greater decentralization of accountability. In Japan,
where performance evaluations were traditional practice but conducted in se-
cret without formal feedback to the employee,45 face-to-face performance inter-
views are now a standard part of managerial routine.

Evidence is emerging that with increasing attention to performance man-
agement as a factor driving organizational effectiveness, and despite cultural
differences, there are signs of considerable convergence among multinational
companies toward perceived best practices in performance management.46 At
least in the private sector, even domestic firms in Western and other countries
are moving closer together in their approaches.47

Still, customizing the global performance management process to suit the
local environment requires the multinational firm to consider the following is-
sues carefully:

• To what extent can the firm implement practices that are at odds with the
local institutional and cultural context? Being different may be difficult but
acceptable, yet complying with local laws is essential. In Germany, for
example, all information pertaining to appraisals is open to employees.

• What can be learned from other firms—not just other worldwide firms but
also successful locally owned companies—whose performance management
diverges from common local practices? If they can do it, why not others?
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• How far is it possible to go in adapting locally without breaking consistency
within a global organization? Without global performance management in
place, many other global people strategies will be difficult to implement.

There is no simple answer to any of these questions, and one size definitely
does not fit all. At the same time, commitment to implementing a rigorous ap-
praisal and feedback process is more important than the sophistication of the
methodology.

Providing Feedback

One element of performance management that often creates controversy with
respect to cultural context is feedback, given different ways of confronting con-
flict in different cultures. While the discomfort that surrounds critical feedback
is more or less universal, leading to many of the problems with appraisal, it may
be particularly acute in certain cultures. A comparative study of performance
appraisal practices in the three Chinese cultures of Hong Kong, Singapore, and
Taiwan showed a common preference for group-oriented appraisal rather than
individual assessment (though otherwise there were significant differences on
most other dimensions of appraisal).48

However, despite the many cultural and institutional differences, there is
evidence that Anglo-American-style appraisal feedback is spreading across
the world, even in Japan—at least in multinational firms.49 In China, where
foreign companies were often told that direct feedback is nearly impossible to
implement because of potential loss of “face,” some firms are learning from
Haier and breaking the mold. Similarly, as we have discussed, firms in
continental Europe have gradually introduced performance management
approaches built around objectives and appraisal as an element connected
with greater decentralization of accountability. Multiple-rater appraisals are
gaining popularity, particularly for developmental purposes, as outlined in
the box “360° Feedback in Multinational Firms.” In addition, advances in
Internet technology make the global deployment of such systems increasingly
easier to implement.

The way in which feedback is provided in the average local unit is, however,
likely to vary from one culture to another. Asian cultures tend to deal with sen-
sitive issues, such as negative performance feedback, in subtle and indirect
ways; the idea of constructive confrontation is an alien concept for many
Chinese and Japanese, though one should not generalize. While it is probably
true that most Chinese employees resent direct negative feedback, there are al-
ways others who view the Haier-like “racehorse” environment as superior to
the traditional emphasis on educational credentials and personal connections.

There is one practice concerning performance management that definitely
applies across cultures—it is absolutely vital to train supervisors and managers
in how to conduct appraisals. Virtually all multinationals with successful per-
formance management processes have realized this, and performance appraisal
training is today mandatory in many leading firms.50 Such training stresses the
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importance of well-prepared periodic appraisal discussions as well as ongoing
coaching as ways to improve a person’s performance.

Performance Evaluation: Linking Appraisal to Outcomes

The next component of the performance management cycle is the link between
appraisal and development outcomes such as learning opportunities and in-
dividual development plans, the inclusion (or exclusion) of the person from

The Global Performance Management Cycle 363

360° Feedback in Multinational Firms

Over the past 20 years, many firms around the
world have developed feedback systems to
provide managers with direct input on their
strengths and weaknesses as leaders. As the
pace of change has continued to accelerate,
these tools have helped to formalize and speed
up the natural, informal feedback processes 
of the past. Many different approaches have
developed, but they all share one thing in
common—individuals’ own assessments of
their behavioral skills are contrasted with the
assessments of their bosses, their peers, and
their direct reports. These assessments help
managers to see the differences between the
perceptions they have of themselves and
those that others have of them. The results are
used to help create appropriate development
plans.

360° leadership assessments can be used
for both development and evaluation. While
there may be some overlap in these two aims,
there are some important differences. Organi-
zations that use 360° feedback for evaluation
and appraisal often encounter problems in get-
ting honest feedback. Participants will tend to
select respondents whom they think will pro-
vide positive feedback if they think that it will
be used to evaluate them. Managers whose
bonuses depend on their 360° results will tend
to think about their bonuses first and their
development later. For this reason, many firms
try to introduce such approaches by using the

results for development purposes, trying to
keep 360° feedback separate from the perfor-
mance appraisal process. As organizations ac-
quire experience with 360° feedback systems,
with greater acceptance of the process, they are
better able to juggle the competing goals of
evaluation and appraisal.

Attitudes toward the process of giving
and receiving feedback can vary across
nations, as discussed. In general, countries
with high power distance and a dislike of
conflict will be the most resistant to 360°
feedback. But there are also many differences
that occur at the firm level rather than the na-
tional level. Individual firms have their own
values about power distance and managing
conflict and may resist attempts at feedback.
When a leadership 360° system is introduced
into any organization for the first time, it is
normal to have skepticism until the system
becomes accepted and individuals become
more comfortable with giving and receiving
feedback.

Sources: M.A. Peiperl, “Getting 360-Degree Feedback
Right,” Harvard Business Review, January 2001, pp. 142–7; 
J. Ghorparde, “Managing Five Paradoxes of 360-Degree
Feedback,” Academy of Management Executive 14, no. 1
(2000), pp. 140–50; A.S. DeNisi and A.N. Kluger,
“Feedback Effectiveness: Can 360-Degree Appraisals
Be Improved?” Academy of Management Executive 14,
no. 1 (2000), pp. 129–39. For more information, see
www.denisonculture.com.



corporate talent pools, and promotion/mobility decisions. Again, context
matters. For example, a study of Chinese employee reactions to Western
objective-setting and appraisal systems showed that while the processes of
negotiating expectations and of performance feedback were often key for
Western staff, it was the link between performance and career development
that was most appreciated by the Chinese.51

One output of the appraisal is the formal performance evaluation of the em-
ployee, which typically feeds into the talent management and leadership devel-
opment processes (described in the previous two chapters). Performance
evaluation involves differentiation—typically employee performance is rated
on an A–B–C scale; or on an A to E scale, where A is outstanding and E is un-
satisfactory; or on an implicit Z curve (where for every person above the aver-
age there must be another person below).

While companies such as Schlumberger, Novartis, and Microsoft will ac-
knowledge the need to vary appraisal and feedback processes according to cul-
ture, they are insistent on strict global consistency of formal performance
evaluations. Every effort must be made to ensure that these evaluations are con-
sistent and comparable across businesses and geographic units. If these perfor-
mance evaluations are not comparable, then barriers to mobility and the transfer
of knowledge are created. Other units are likely to dismiss transferees or learn-
ing opportunities by saying that “they only look good because they evaluate
performance easily in that unit.”

An important issue that arises from evaluation is how to deal with low per-
formers. Leading firms, in particular the US-based multinationals, are redefin-
ing the standards in performance evaluation, getting tough in the process and
opening up new controversy. Their aim is not only to reward the best but also to
systematically weed out those who are underperforming relative to their
peers—so Microsoft annually screens out about 5 percent of its workforce.

A visible champion of tough performance standards is GE’s former CEO
Jack Welch. GE’s worldwide review of performance and potential focuses pri-
marily on rewarding, retaining, and developing the top 10 percent of “A play-
ers” and quickly removing the “C players” in the bottom 10 percent. In a speech
to Japanese industrialists, which one of the authors attended, Welch’s remarks
on leadership were frequently interrupted by applause, but his advice on how
to deal with “C players” was met with stony silence.

One of the justifications for seemingly tough practices in firing low perform-
ers is that it may be better to force people out, so that they have the opportunity
to restart their careers without the handicapping disadvantage of a bad reputa-
tion. A reputation as a low performer is often a self-fulfilling prophecy—see the
box “The Set-Up-to-Fail Syndrome.” People acquire poor reputations, they are
passed from one department in the firm to another, and their performance and
self-confidence continue to suffer. In these situations, as argued by Welch, early
action may be better not only for the company but also for the individual.52 A
growing number of multinational firms identify low performers using quota sys-
tems but then allow up to 18 months to turn the individual either around or out.
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Challenges in Global Compensation

Historically, compensation policy was typically the most local area of perfor-
mance management, although often within a broad global structure, such as
some version of the Hay system of job classification. In fact, multinational firms
have for many years exploited local differences by moving manufacturing and
other functions from high-cost to low-cost countries. The one problematic and
highly complex area was compensation for international staff (mostly home
country expatriates) who moved from country to country. Today, this is chang-
ing and companies are considering how to harmonize the compensation of
their employees across their worldwide operations.

The basis for a global approach to compensation is a common compensation
and reward philosophy. Such a common philosophy and at least some commu-
nality in compensation, benefits, and rewards across units are needed to create
a common employee value proposition. This can mean, for instance, that the firm
has a global policy concerning the average compensation level compared to the
local market (that is, the company aims to compensate its employees at a certain
percentile) and that common criteria are used to determine rewards. Benefits
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The Set-Up-to-Fail Syndrome

The set-up-to-fail syndrome can develop when-
ever managers start to view certain subordinates
as lower performers. Often, these implicit judg-
ments occur early on in the boss–subordinate
relationship—within a matter of weeks rather
than months and based on initial impressions of
attitude or potential. They can have a lasting
impact on the performance and development of
the subordinates concerned.53

What the boss thinks of as a “supporting”
style often comes across to the perceived lower
performer (PLP) as overly controlling. Typically,
they do not receive the same resources, informa-
tion, and opportunities as their colleagues who
are viewed as more capable, making it difficult
to prove the boss wrong. Their motivation is hit
by the boss’s close monitoring. Feeling micro-
managed and underappreciated, PLPs may lose
confidence in themselves and in their boss, and
they often disconnect from their jobs.

Within a surprisingly short time, the
PLPs may therefore start demonstrating the

very attitudes and underperformance that
the boss had anticipated, which means the
boss has no reason to question his or her own
role in the process. In fact, the self-fulfilling
process becomes self-reinforcing as the boss
adopts a more intense “remedial” approach.

Managers need to be mindful of the set-up-
to-fail syndrome when working with subordi-
nates from other cultures since there may be
differences in views on what constitutes effec-
tive subordinate behavior. What the subordi-
nate in a certain culture views as deference to
the superior may be seen by the expatriate boss
as a lack of initiative, triggering a negative
cycle of interactions.

Circumstances today favor the spread of
the syndrome—increasing bottom-line pres-
sures for results creating hard-driving bosses;
wider spans of control so that bosses have less
time for each individual subordinate; and the
increased prevalence of A–B–C quota systems
of performance evaluation.



and actual levels of total compensation for most employees may still differ
across countries.

However, it is increasingly difficult to uphold differences in compensation
among employees from different geographical units. The examples described in
the box “How Should the Bonus Be Paid?” show that what is global and what is
local are far from easy to determine.

What guidelines can we get from research? An academic review by Bloom
and Milkovich points out the evidence that the design and implementation of
reward systems—from pay-for-performance to team-based pay, from stock
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How Should the Bonus Be Paid?

An American software company operates de-
velopment centers in California and Bangalore,
India, where the programmers are paid in line
with local market rates. A critical project that
involved extensive coordination between the
two locations required a radical redesign,
with a deadline that could be met only through
extraordinary effort. The company decided to
offer a significant bonus to all the programmers
involved as long as the redesign was under-
taken in time. But how should be this bonus
be distributed? In proportion to base pay,
taking into account the income gap between
the United States and India? Equally among the
two groups? Or in proportion to the individual
contribution to the success of the project,
irrespective of work location?

Consider also the dilemma facing GIC in
Singapore, the government fund manage-
ment firm charged with investing the coun-
try’s financial reserves on world markets. In
the past, it recruited local professionals to fill
fund management and analyst jobs, paying
them according to local civil service stan-
dards. As GIC expanded overseas, it hired tal-
ented non-Singaporean staff—again paid
locally, but often more than their counterparts
at the head office. Today the top foreign staff
members are being transferred to Singapore
on a permanent basis—and how should they

be paid? The salaries of their peers in foreign-
owned financial institutions in Singapore re-
flect global market conditions—paying less
would violate external market equity, making
it impossible to retain the best. But if foreign
hires are paid at global rates, this will create
internal inequity with their Singaporean col-
leagues. So why not treat all professionals as
“globals”? That is possible, but it would then
create external inequity with respect to other
government employees.

Similarly, top managers at one of Norway’s
largest international corporations did not
worry if a few Americans earned more than
them because the Norwegian state would take
most of any increment in taxes. But when a
large number of middle-level professionals
around the world were earning significantly
more than the head of a global business at
home, it created a disturbing sense of inequity,
leading them to advocate a worldwide review
of compensation practices. While the mem-
bers of management teams of subsidiaries are
today typically part of a common corporate
system of performance-based reward man-
agement, many companies wonder if variable
compensation, skill-based reward practices,
and risk-based compensation such as stock
options should not be generalized across local
operations.



options to executive compensation—are highly dependent on context.54 There
are national legal constraints (for exampl, it is difficult to pay on a piece-rate ba-
sis in Germany or not to pay for overtime in Japan), and differences in taxation
systems often argue for local differentiation. But national culture is only one el-
ement of context. Variations in norms and values within cultures are just as im-
portant as variations across cultures.55 Consequently, there is considerable
variance in compensation practices across firms, industries, and sectors within
most nations.

For example, the approach to reward management at Lincoln Electric (com-
bining pure piece-rate compensation and generous bonuses with norms of total
transparency to create a strong culture of self-reliance) is fundamental to the
success of that firm. Such an enterprise might be obliged to consider extremely
carefully the location of its operations. It might avoid countries where institu-
tional barriers render its reward system nonviable, and it should pay meticulous
attention to the selection of people (as Japanese firms have done when estab-
lishing operations in the United States). In other firms, compensation practices
may be less strategic and consequently more of an issue for local management.

In either case, global reward decisions are full of difficult questions. One
such question is how rewards should be tied to the balance of global versus lo-
cal results. There are convincing arguments that compensation should be linked
only to outcomes that the employee can influence.56 This would mean that
linking pay directly or indirectly to global results would benefit only a select few
in the organization. Others assert the opposite, pointing to the evidence that
firm performance improves when the individual rewards at all levels are at least
partially tied to broader objectives.57 And, of course, in some country or indus-
try environments it is accepted that employees may share some of the unit- or
firm-level risk, whereas elsewhere such choices may be constrained by custom
or regulation.

One cannot consider rewards separately from the other elements of perfor-
mance management or from the wider context of recruitment and socialization. The
Lincoln and Haier examples lead us to emphasize that it is the internal consistency
of practices and norms that is powerful—even though consistency creates its own
constraints.

SUPPORTING GLOBAL COORDINATION

Unless both upstream and downstream elements of performance management are
aligned to reward broader dimensions of performance beyond one’s job or imme-
diate business unit, it is unlikely that we will see strong collaborative behavior or
support for wider global corporate initiatives. From this perspective, the perfor-
mance management process is an indispensable part of global coordination.

We will consider two aspects of global coordination where performance
management may have a particularly strong influence. First, we will discuss
how performance management may impact various mechanisms for lateral
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steering, among others global account management. Second, we will examine
factors influencing performance management in global teams.

Enabling Lateral Steering

There are several imperatives worth repeating that are essential for performance
management to successfully support horizontal coordination:

• The underlying approach to measuring performance, what is valued in the
organization and how it is measured, has to be global in order to make the
various mechanisms of horizontal coordination work in a synchronized
manner. The internal consistency and coherence of practices and norms
create an environment for lateral coordination.

• Having a global scorecard does not mean that everyone must have the same
priorities. But it is important that the inevitable tensions regarding conflict-
ing priorities be explicitly recognized, and that there be clear guidelines
concerning the process and the principles on how these should be handled.
In ABB, the customer must come first, the corporation second (including the
business area and/or country), and the profit center third.

• The third imperative is to recognize the conflict between individual job re-
sponsibility and accountability and the demands for lateral coordination
and cross-boundary teamwork (the operational and project roles in the
“split egg”). Therefore, global teamwork usually requires top management
sponsorship, explicitly recognizing the benefits and contributions of global
collaborative behavior.

The difficulties in managing performance are likely to be most acute when
individuals who are not performing well in their own jobs or whose business
units are underperforming are asked to work on cross-border projects, coming
under unreasonable pressure to improve their own individual performance and
to work on lateral coordination teams. If key coordinating roles are staffed by
managers who are still settling into new jobs or who have mediocre reputations,
this will compromise the success of the global effort. Only people with credibil-
ity can successfully manage the inevitable tension between conflicting but le-
gitimate priorities that naturally emerge in any global business.

These lateral project roles typically demand leadership initiative, and they
complement job mobility as a way of developing global leadership competen-
cies.58 A good guideline is to pay for job performance but to promote for global
leadership initiative in split egg project roles. This ensures that the senior ranks
of leadership are drawn from a talent pool with a proven global mindset and an
excellent track record in working across borders. Without recognition and in-
centive, it may be difficult to attract high potentials into positions requiring lat-
eral accountability.

Project-oriented global professional services firms like McKinsey and
Accenture are in the forefront when it comes to applying performance manage-
ment that facilitates cross-boundary coordination activities. There, senior
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partners spend up to a quarter of their time on evaluating managers and part-
ners, collecting the 360° views of clients, research and back-office departments,
managers, and subordinates about the contribution of partners and managers.59

In Chapter 6 we discussed the vital role of three elements of social architec-
ture in supporting horizontal coordination. However, global social networks,
shared values, and global mindset are unlikely to be effective without continuous
reinforcement through both subtle and explicit recognition and rewards. This
imperative is now recognized by many leading multinationals, irrespective of
national origin. The now popular expression “boundaryless behavior” was
coined by Jack Welch, who during his years at the helm of GE was very explicit
about his determination to break down the silos and foster cross-border collabo-
ration.60 Today, IBM based in the United States, Toyota based in Japan, Nokia
based in Finland, Cemex based in Mexico, Infosys based in India, and Haier based
in China have all included in their performance management systems explicit
measures intended to support global collaboration. See Table 9–1 for an example
drawn from a leading multinational consulting firm.

However, as was noted earlier, cross-border collaboration does not and
should not eliminate constructive competition inside the organization. Compe-
tition as such is not destructive, though it can quickly become so when measures
and rewards are solely focused on individual outcomes.

Many years ago, one of us had the privilege to discuss this issue with
Soichiro Honda, the founder of the automotive company bearing his name.
Honda himself was famous for his love of racing and fierce competitiveness. He
was asked, “Excuse me, Honda-san, but isn’t there a contradiction between your
emphasis on competition and the core Japanese value of wa [harmony]?” Honda
pondered the question for a few seconds and then answered, “No, there is no
contradiction. Collaboration inside a company is a must. And if I help you more
than you help me, then I win.”

Performance Management for Global Accounts

A number of these dilemmas are seen when the deployment of lateral coordi-
nating elements is impacted by the performance management philosophy of the
multinational firm. Global account management (GAM) is probably the most
typical example.
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TABLE 9–1. Appraising Global Collaboration at Bain

• Client contributions: What have you done to build our relationship with customers
or clients?

• People development: What have you done to recruit and develop the talent for
future partners?

• Knowledge contribution: What have you done to increase the intellectual capital 
of the firm?

• Reputation building: What have you done to enhance the reputation of the firm?
• One-firm behavior: What have you done to build relationships within the firm?

Source: J.R. Galbraith, Designing Matrix Organizations That Actually Work (San Francisco: Jossey-Bass, 2009).



The GAM unit is usually embedded in the global sales organization, an area
where tight links between individual performance (usually expressed in terms
of sales targets) and short-term financial rewards are generally accepted, even
in companies that do not believe in pay-for-performance as a source of em-
ployee motivation. However, results in the global account arena come almost by
definition from team effort. So if ABB in Germany sells a piece of equipment to
a Volkswagen factory in China, who should get the credit for the sale? The sales
manager in China, the sales manager in Germany, or the global account man-
ager for Volkswagen sitting in Switzerland?

Most companies resolve this problem by double/triple counting, giving the
credit to all involved based on some pre-agreed formula (ideally not too com-
plex!) or on general guidelines for appraising the individual sales effort. They
argue that extra effort spent on perfecting the internal allocation of profits
would not create much value for the customer, and it might send the wrong
message to the employees about what is important.61

However, how to work out the bonus formula is probably the simplest is-
sue to resolve. More difficult is figuring out how to motivate global account
managers to interface with the customer not only from the point of view of the
short-term sale cycle, but also taking into account the long-term relationship
with the customer—in effect acting as customer representatives inside the orga-
nization.62 And a related challenge is how to motivate people outside the sales
organization to offer customer support. Collecting and disseminating customer
feedback on a regular basis, with quick follow-up action, is the starting point for
orienting the performance management process in this direction.

If global accounts represent a high proportion of sales, from a compensation
perspective this probably means moving at least partially away from the bonus-
heavy incentive structure common in many sales organizations, toward fixed
salary and a relatively small bonus geared to longer-term targets such as rev-
enue growth. But this also supports the arguments that employees working on
global accounts must be essentially self-motivated, and that performance man-
agement processes must be anchored in outcomes other than money—individual
competence development, career advancement, opportunities to work in an in-
ternational environment, building relationships with other good people.63

Appraising and Rewarding Teamwork

The insights of Soichiro Honda on competition in teams are relevant for global
teamwork. Effective team appraisal should not only reward good team players
and discourage behaviors that are not conducive to global team effectiveness,64

but also provide data on differences in performance among the team members.

Performance Appraisal Criteria for Team Members

There seems to be broad agreement that beyond task-specific criteria, the
appraisal of team members should include items that are oriented to the team
process, such as collaborative problem solving, support of other team members,
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and effective conflict resolution. With respect to the latter item, since preferred
styles of conflict resolution may differ across cultures, what should be rated is
resolving conflicts (with implied sensitivity to cultural differences) rather than
adherence to a particular approach.

The use of objective criteria to evaluate individual contribution enhances
the fairness of the process. A major challenge for many managers of global vir-
tual teams is their inability to physically observe the contribution of their em-
ployees. Therefore, it is important to evaluate team members on what they
actually do and accomplish rather than what they appear, from a distance, to be
doing. When managers have objective data at their disposal, contamination of
evaluations by perceptual or cultural biases is also less likely.

Sabre, a US-based multinational offering products and solutions to the
travel industry worldwide, has built a comprehensive performance review sys-
tem using actual customer satisfaction ratings as part of a balanced scorecard
measure of global team effectiveness. Sabre managers access individual contri-
butions to the team results by monitoring electronic communications and by
systematically collecting data from peers and direct reports.65

But how objective are peer ratings collected across different cultures? Some
researchers have suggested that team members from collectivist cultures may
give more generous evaluations of their fellow team members than team mem-
bers from more individualistic cultures.66 Others have proposed that members
from highly assertive cultures might be more likely to provide negative feed-
back than those in less assertive cultures.67

The perceptions of the fairness of team appraisal may also vary across global
team members. In particular, US studies have shown that employees are con-
cerned about the fairness of team-based performance appraisals, as they may not
have the opportunity to rebut or challenge the ratings. However, there is also
evidence on the biases in the performance evaluation process of virtual teams.68

How to Improve Global Team Appraisals

How can companies enhance the effectiveness of the appraisal of global teams?
The typical recommendations from both researchers and practitioners are simi-
lar to those one would give for any generic appraisal:

• Include process criteria and a multidimensional mixture of objective and
subjective ratings.

• Enhance the fairness of global peer evaluations by training all raters and us-
ing job-relevant rating scales.

• Make managers (and team members) accountable for their ability and
willingness to provide ratings that differentiate between low and high
performance.

Emphasis on process-related criteria may help to tackle the difficult choice be-
tween rewarding team members for their individual contributions or the team ac-
complishments. It may seem obvious to reward team members based on the
output of the team, but research evidence is contradictory; in virtual settings,
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team-based pay seems to lead to high performance as often as it contributes to
social loafing.69 And even with the best of intentions, the priorities of the daily
job usually prevail over the more distant team targets.

Given the difficulty in aligning individual and team-based rewards, it is
not surprising that some observers see inadequate reward and recognition
practices as the single most important factor behind failures of global teams.70

In this respect, linking positive team behaviors with individual financial
rewards may be one way of giving team members incentives to support team
performance.

While research on performance appraisal in global teams is still in its in-
fancy, some conclusions seem to be holding reasonably well, as indicated in
Table 9–2.

In most circumstances, full-time global teams where the cross-border link-
ages are important and regular, such as global key account teams, should be re-
warded on the basis of team performance, not on the performance of the
individual members. If the extent of cross-border linkage is only moderate, fi-
nancial incentives are less important, as global teams provide many intrinsic re-
wards: learning challenges, increased visibility, and opportunities to build
personal social capital. However, one of the best ways of appraising and reward-
ing individuals is through the talent review process—indeed cross-boundary
projects are an integral tool of leadership development.71

PERFORMANCE MANAGEMENT 
OF INTERNATIONAL EMPLOYEES

Probably no other group of employees in a multinational firm has a bigger impact
on global coordination than expatriates—home or third country nationals on
international assignments. Therefore, the performance management of interna-
tional employees—from senior managers to trainees in development positions—
is of critical importance, leading us to look at this part of the performance
management system in greater detail.
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TABLE 9–2. Rewarding Global Teams: Some Observations from Research

• Team-based reward strategies require stability of group membership.
• Some cultures may prefer rewards based on individual performance, although there is

no conclusive evidence on how this translates into work settings.
• It is not only about money; independently of cultural differences, recognition 

and career opportunities are often as motivating as financial rewards.
• Involvement of team members in designing the reward structure may help foster

its future effectiveness.
• High task interdependence increases the valence of team rewards relative 

to individual-based rewards.
• In project-based global teams, objective setting, the focus of appraisals, and the

rewards should be tailored to the stage of the project.



Appraising Performance of International Staff

As we have discussed, conducting performance appraisals in a multinational
firm is rarely easy, but the difficulties are compounded with respect to interna-
tional staff. We will focus on two key issues: What criteria and standards should
be used; and who should conduct the performance evaluation?72

What Standards and Criteria to Use?

Multinationals around the world use fairly similar criteria in evaluating the
performance of their subsidiaries, though the specific targets and standards will
obviously be different.73 However, when it comes to the performance evaluation
process of expatriates, there are greater differences. Some companies keep
expatriates in the parent country pool for appraisal purposes; some treat
expatriates as they would a local employee in the same job.

Many environmental factors such as exchange rate fluctuations, local bor-
rowing costs, and differences in the tax regime have an impact on the perfor-
mance of the subsidiary, which in turn will affect the performance evaluation of
expatriates occupying senior management positions in these subsidiaries.
Defining performance in multinational firms is a complex issue, going well
beyond matters of accounting, and the way in which performance is measured
can have a major impact on how expatriates act. In most situations, objective
(measurable) performance criteria (global or local) will have to be supple-
mented with subjective and contextual ones.74

Another critical tension that impacts performance criteria for international
staff is the difference in the time horizon of expatriates and locals—short-term
success in the job versus accountability for the long-term performance of the
business unit. Indeed, short-term focus is one of the most frequent criticisms
leveled at expatriate managers by their local subordinates.75 Rightly or wrongly,
expatriates are often perceived as caring about results only within the time
frame of their expected assignments.

Who Should Conduct the Evaluation?

A frequent complaint about international staff appraisal is that many expatriates
are evaluated mainly by superiors or HR managers in the home office, who may
not have much international experience.76 One global expatriate survey sug-
gested that about 50 percent of the expatriates were monitored and evaluated at
least in part by executives in their home countries.77 Are such raters truly capa-
ble of making a correct evaluation? It certainly seems fair to suggest that only
those who can observe them in action can have a solid opinion about their
developmental needs. Knowing that performance is being judged only at the
head office may also induce the expatriates to spend more effort in managing
the center rather than the business. On the other hand, it should be said that if
the performance of the international employees is evaluated only in the host
country, there is a risk that the global perspective will be neglected. One is led
to conclude that some form of 360° appraisal is advisable.
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The extent to which local managers have an input into the performance ap-
praisal of expatriates is a good indication of the degree to which the company is
following a meaningful localization strategy. Yet such inputs do not eliminate the
risk of perverse results. In one major multinational, local members of staff politely
praised even overtly incompetent expatriates. They knew that if they said anything
negative, they would be saddled with the individual for a longer period of time!

One of the challenges in performance appraisal is that people from different
cultures often misinterpret one another’s behavior.78 Parent and local managers
may also have different perceptions of the priority of different performance cri-
teria and how the expatriate role should be carried out. The use of multiple
raters, located both in the host country and in the parent organization, is likely
to produce the most valid evaluations.79

Does One System Fit All?

Most companies use globally standardized procedures and forms for appraising the
performance of expatriates.80 However, the criteria used to evaluate the perfor-
mance of the expatriate should reflect the purpose of the assignment—be it corpo-
rate agency, problem solving, building experience, or competence development.81

For example, as we illustrate in the box “Managing Performance of International
Staff at Nokia,” one of the lessons from Nokia’s global expansion is that perfor-
mance objectives for international staff should be differentiated in the sense that
expatriates who occupy different roles should be measured on different criteria.82

One of the important decisions a multinational company has to make with
respect to the performance management of its international staff is therefore to
determine whether such a system should cover all types of expatriate assignments,
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Managing Performance of International Staff at Nokia

Nokia83 has extensive experience with inter-
national assignments. Managing expatriate
performance is critical to the success of the
firm’s global business.

Over the years, Nokia has developed a
comprehensive global performance manage-
ment program that includes goal setting, per-
formance appraisal and feedback, continuous
training and development, and performance-
related compensation. This performance man-
agement system is implemented worldwide,
but for the purpose of the actual assessment
the company’s expatriate population has been
broadly classified into five groups based on

the nature of their job assignments: (1) senior
managers, (2) middle managers, (3) business
development, (4) project engineers and spe-
cialists, and (5) R&D professionals.

All these categories share some common
practices. For example, all expatriates partic-
ipate in goal setting so they know what is ex-
pected of them; they all receive specific
feedback on how well they are performing;
and they learn about the opportunities to de-
velop new competencies in order to meet
present and future job requirements. How-
ever, the various expatriate groups are
treated differently with respect to how their
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or if each category should be treated separately. Our recommendation, similar
to the system introduced by Nokia, is the latter approach. In our view, a tight
alignment between the purpose of the assignment and the objectives to be eval-
uated is a necessary foundation for linking the appraisal to rewards—if the up-
stream of the performance management process does not fit, the downstream
will fail as well. However, few multinationals at this time have adopted such a
differentiated approach, which indeed involves tackling additional complexity.

Compensation of International Staff

Surveys often show that the cost of expatriation is a major concern of interna-
tional firms.84 This is not surprising as the total cost burden for the company is
estimated at two to four times an expatriate’s salary, depending on the location
of the assignment.

The field of international compensation is more the domain of compensa-
tion specialists and consultants than of academic research.85 Over the years, in-
ternational companies and consulting firms have developed elaborate systems
to account for cost-of-living differences between countries, to respond to varia-
tions in tax regimes, or to provide incentives for employees to work in so-called
hardship areas. Developing an effective international compensation system is a
task that goes far beyond technical analysis and is in fact linked closely to the
company’s internationalization strategy.

The Evolution of International Compensation Strategies

Historically, an expatriate pay package was usually the result of individual
negotiations. Since foreign assignments were not considered particularly
desirable from the point of view of career progression, financial incentives

performance is managed. These differences
focus on

• How performance goals are set, who sets
them, and what types of goals are set.

• How performance is evaluated and who is
responsible for conducting the evaluation.

• What kind of training and development op-
portunities are available to the expatriates.

• How close the linkage is between perfor-
mance and the expatriate’s pay.

For example, expatriates in senior manager
positions are usually appraised by executives
from the home office, and their appraisal is
likely to have a longer-term focus, with respect
both to the current roles abroad and to career

and developmental implications. Expatriates
in the middle manager group are typically
appraised by locally based executives, with the
appraisal and incentives linked more to local,
relatively short-term goals.

Performance goals and incentives for
expatriates in business development and cus-
tomer project assignments are more tied to the
specific nature of their tasks than the earlier
two categories—focusing on start-up objectives
for the former, and meeting deadlines for net-
work operations is common in the latter.

Source: M. Tahvanainen, “Expatriate Performance Man-
agement: The Case of Nokia Telecommunications,”
Human Resource Management, 39, no. 2/3 (Summer/Fall)
2000, pp. 267–75.



such as relocation premiums were common. The result was generally high and
continuously escalating expatriate compensation costs, accompanied by cor-
responding difficulties in repatriation after the completion of the assignment.

With the increasing number of expatriates, the ad hoc negotiation-driven
approach outlived its usefulness. The next generation of compensation plans
attempted to provide at least a common base—usually the home or host
country salary, whichever was highest—reducing the size of the negotiated
component.86 However, as the number of international employees continued to
grow, so did the need to move away from location-specific approaches to more
generic across-the-board compensation schemes.

Today, a number of generic methodologies have emerged (see Table 9–3).87

The determination of what kind of specific international compensation plan to
select is influenced primarily by three sets of considerations:

• Cost efficiency—making sure that the plan delivers the intended benefits in
the most cost-effective manner (including tax consequences).88

• Equity issues—making sure that the plan is equitable irrespective of the
assignment location or nationality of the expatriate.

• Ease of system maintenance—making sure that the plan is relatively trans-
parent and easy to administer.
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TABLE 9–3. A Summary of International Compensation Systems

For Whom Most 
Appropriate Advantages Disadvantages

Negotiation • Special situations. • Conceptually • Breaks down with
• Organizations with simple. increasing numbers

few expatriates. of expatriates.

Localization • Permanent transfers • Simple to administer. • Expatriates 
and long-term • Equity with usually come 
assignments. local nationals. from different 

• Entry-level economic 
expatriates. conditions than 

local nationals.
• Usually requires

negotiated 
supplements.

Headquarters- • Many nationalities • No nationality • High compensation
Based Balance of expatriates discrimination. costs.
Sheet working together • Simple • Difficult to 

for extended periods. administration. repatriate TCNsA.

Home Country–Based • Several nationalities • Low compensation • Discrimination 
Balance Sheet of expatriates on costs. by nationality.

out-and-back-home • Simple to repatriate • Highly complex 
assignments. TCNsA. administration.
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Modified • Many expatriates • Moderate • Lack of 
Home Country–Based of many nationalities compensation costs. conceptual purity.
Balance Sheet on project assignments. • Moderately 

simple administration.

Lump-sum • Consistently short • Resembles domestic • Exchange rate 
Approaches assignments (less than compensation practices. variation makes 

three years), followed • Does not intrude on unworkable for 
by repatriation. expatriate finances. all except very 

short assignments.

International • Senior executives • Tax- and cost-effective. • Inhibits mobility 
Pay Structures of all nationalities. • Expatriates and for lower levels of 

local nationals may expatriates.
be on the same • Lack of consistency 
compensation plan. among locations.

Cafeteria Approaches • Senior executives. • Tax- and cost-effective. • To be effective, 
options needed for 
each country.

• Difficult to use with
lower levels of 
expatriates.

Regional Plans • Large numbers of • Less costly than • Multiple plans to
expatriates who are global uniformity. administer.
mobile with region(s). • Can be tailored to • Discrimination 

regional requirements. between regionalists 
and globalists.

Multiple Programs • Many expatriates • Can tailor compensation • Difficulty of 
on different types programs to different establishing and 
of assignments. types of expatriates. maintaining 

• Possible lower categories.
compensation costs. • Discrimination

by category.
• Highly complex

administration.

ATCN ⫽ Third country nationals, as discussed in Chapter 4.

Source: C. Reynolds, Guide to Global Compensation and Benefits (San Diego: Harcourt, 2001).

We will examine in more detail the costs and benefits of one method that is
commonly used by North American and European firms—the balance sheet
approach—and we will also review some of the emerging trends in interna-
tional compensation.89

Balance Sheet Approach

The term “balance sheet” refers to any compensation system that is designed to
enable expatriates to maintain a standard of living roughly equivalent to the stan-
dard of living in their own country, irrespective of the location of their assignment.
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Home country salary is divided proportionately into several components based
on norms (see Figure 9–1). A typical breakdown is goods and services, housing,
taxes, and a reserve. Home and host country expenses for each component are
compared and the expatriate is compensated for the increased cost.

The balance sheet approach is popular, as it is seen as maintaining in a
reasonably cost-effective manner the purchasing power of the expatriate,
thus eliminating most of the direct financial obstacles to mobility. In reality,
given that many expatriates complain about reduced compensation upon
repatriation,90 this methodology tends to overcompensate—but probably less
so than most alternatives.

While the balance sheet methodology is simple in concept, it is complex to
implement. For example, what is the definition of the home country for the pur-
pose of the balance sheet calculations? When expatriates all come from the same
country or economic region, work abroad for a single two-to-three-year assign-
ment, and then are expected to return to their home country, there is no ambi-
guity. But if expatriates in the same foreign location come from different
countries with substantially different costs of living, the result may be unac-
ceptably wide discrepancies in compensation. If the company uses the head-
quarters location as “home,” then expatriates from countries with lower
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FIGURE 9–1. Balance Sheet Approach to International Compensation



compensation standards will be difficult to repatriate. Some companies use a
modified approach where the real home is the base for goods and services while
headquarters standards are applied to housing (the most visible component of
compensation) (see Figure 9–1).

While the balance sheet approach is a well-accepted methodology, it has
further limits. It encourages people to import their lifestyles, thereby creating
barriers between expatriates and locals, especially in countries with lower pur-
chasing power. It also eliminates any incentives for expatriates to moderate their
spending patterns as they learn to navigate in the new environment. Further,
since a sizable part of compensation and lifestyle is guaranteed, it is difficult to
establish a clear connection between results and rewards.

Alternatives to the Balance Sheet Approach

Increased heterogeneity of international staff may require a “global” compen-
sation package in which national origin or home has no impact, at least for sen-
ior executives. Consider the case of the vice president of a US-based firm,
leading a global business unit located in Tokyo. If this person comes from the
United States or Europe, it is taken for granted that housing arrangements will
reflect the lifestyle back home. If the successor happens to be Japanese (for ex-
ample, just returning from a senior assignment at headquarters), does this mean
that no housing allowance should be paid?

Some version of a cafeteria approach is becoming increasingly more ap-
pealing. A weakness of the balance sheet approach is its reliance on norms tai-
lored to the “average” expatriate. Again, the increased heterogeneity of the
international staff is creating havoc with this assumption. For example, the bal-
ance sheet approach does not work well for those expatriates whose spouses
suspend their own careers. For some expatriates, support for their children’s
education may top the list of essential benefits, while for others it may be long-
term care for parents left behind. The cafeteria approach to benefits, pricing
such benefits and permitting choice within a limit, is often essential.

For short-term assignments, it may be more convenient to provide sim-
ple lump-sum payments to cover the additional expenses and let the expa-
triates manage their finances the way they see fit. This avoids unnecessary
entitlements or intruding too much into private financial circumstances such
as tax status.

In some firms, the vast majority of international assignments are confined
to a specific region (e.g., the EU or ASEAN). In that case, it may be advisable to
tailor the policy to the conditions within that region rather than apply a world-
wide policy. Again, differences in treatment of “regional” and “global” expatri-
ates have to be carefully monitored. When employees with similar management
responsibility receive dramatically different compensation (usually housing
allowance is the biggest differentiator), morale and commitment are bound to
suffer. A typical case would be pay inequity among regional office staff com-
posed of multiple nationalities—often with at least three different pay packages:
local, regional, and global.
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Trends and Challenges in International Compensation

The fact that so many are unhappy with the state of international staff compen-
sation is certainly not caused by a lack of available methodologies. The problem
is that most pay methodologies make universal assumptions about where
expatriates come from, their roles, and where they are going. However, the pop-
ulation of international employees is increasingly diverse, and no single system
can provide satisfactory solutions to the multiple demands of international
assignments.

As we have argued, the motives for cross-border transfers vary from one
category to another. If a firm’s international staff consists of several categories,
then compensation packages should arguably be tailored to the specific needs
of each group. For example, the financial services group HSBC has four differ-
ent categories of expatriates (international managers, who are globally mobile
senior executives who are moved from one location to another; secondees;
“contract executives”; and short-term assignees, mostly technical staff), each
with different compensation and benefits packages.91

In some firms, this may lead to a unified global compensation plan for the sen-
ior executives irrespective of their location, a balance sheet approach for managers
and professionals transferred across borders, and essentially local pay packages
for entry-level and junior assignees. Alternatively, the company may have one
system for career expatriates and another for those on short assignments.

Consequently, when it comes to the choice of compensation strategy for in-
ternational staff, the starting point is to clarify two key questions:

1. What categories of international staff should the company have?
2. Should all categories of expatriates be paid using the same method?

The answers to these questions will depend on the evolution of the interna-
tionalization strategy, the HRM philosophy, and the composition of the interna-
tional staff population. It is also important to bear in mind that compensation is
only one of the factors that determine an employee’s desire to accept an inter-
national assignment. Nonfinancial rewards, such as learning opportunities and
expectations of future career gains, are also important motivators.

One of the growing challenges in the area of international compensation is
how to pay TCNs—the fastest-growing segment of the expatriate population.
While it may seem logical that pay should be based on home country levels, ad-
justed for a cost-of-living differential (plus housing and similar allowances), TCNs
do not necessarily identify with their home country. And when the differences in
living standards between the home country and country of assignment are large,
problems are bound to arise—often compounded by misapplication of the tradi-
tional expatriate compensation logic.

Today, TCN expatriates have become an increasingly heterogeneous
group posing new challenges for the management of international assign-
ments. High-potential TCNs have many alternative opportunities. As for all
expatriates, there is no single best formula for TCN expatriate compensation.
The purpose of the assignment, its duration, the expected work location after
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its completion (many TCNs do not return home, continuing to the next in-
ternational assignment)—all impact the choice of compensation scheme.
Any compensation formula that relegates TCNs to the status of second-class
“cheap labor” will cause serious damage to morale inside the organization.

The issue of pay equity between international staff and local employees
(and across various national groups within international staff) is emerging in
importance. While the principle that employees should not be paid less when
moving to a different location is well accepted, there are limits. When the cost
of an expatriate middle manager equals the cost of 20 locals, it may be hard
to convince local employees of the importance of keeping operating costs
down.92

A related challenge is the compensation of “returnees”—employees return-
ing to their home country on an assignment, usually as expatriates with a for-
eign passport. When a Chinese-born manager returns to China (usually after
acquiring a Western MBA) with a compensation package that is superior to his
or her former local peers, she will face considerable resentment from colleagues
who feel they have lost out twice—first, because they could not study abroad
themselves, and second, because they are being bossed by someone who is
getting much better pay and who they believe may not be any better than
themselves.

The home country bias of international compensation plans may also be a
handicap for international staff from low cost countries. As pointed out by a
Malaysian marketing director, “When expatriates come to us, they end up liv-
ing in bigger houses than at home. When I was offered a job in New York, I
moved from a large bungalow with three helpers to a small flat in Manhattan—
and my wife had to interrupt her career to take care of the family.” There are no
simple and easy solutions to this and other problems of pay inequity—other
than a radical shift in total compensation philosophy away from country of ori-
gin to job content.

Given the complexity of expatriate pay, it is not surprising that in many multi-
nationals—such as NokiaSiemens Networks—it has become common for inter-
national assignees to sign local contracts. The traditional, generous expatriate
contracts are increasingly confined to only a select part of the international staff.

IMPLEMENTING GLOBAL PERFORMANCE MANAGEMENT

Performance management is an indispensable part of global coordination, and
there is an ever-expanding range of practices—some reflecting the latest man-
agement fads, others leaving a lasting impact on how companies around the
world approach this complex process. What is appropriate for one situation may
be inappropriate for another, and probably no other element of people strategy
generates as many debates and controversies as performance management.93 We
have summarized the ideas discussed in the chapter in Table 9–4, showing best
practices in global performance management.
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When it comes to implementing global performance management, three
overarching issues frame the implementation process:

1. How to make sure that it is the line function and not the HR function that
“owns” the implementation of any performance management system?

2. How can companies resolve the perennial tension between the competing
interests of a global approach versus local adaptation?

3. How can performance management systems contribute to building distinc-
tive capabilities?

Who “Owns” Performance Management?

Although the general idea of performance management is now widely accepted
by multinational firms across the world, its implementation invariably runs into
problems unless there is commitment from the top down on the part of line
management—including local management teams.
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TABLE 9–4. Best Practices in Global Performance Management

Design principles
• Coherent—aligned to global strategy, vision, and values.
• Simple and easy to use in multiple languages.
• Flexible to reflect changes in the nature of the business.
• For everyone, not only for high performers.

Processes
• Line accountability/ownership.
• Globally consistent, but reflecting local differences.
• Focus on dialogue, not the process or the form.
• Senior management commitment.

Measures
• Explicit link to global and local business goals.
• Not only what, also how.
• Customer feedback incorporated.
• Support for collaborative behavior.

Outcomes
• Understanding what needs to be delivered.
• Key inputs to guide global mobility and development.
• Link to tangible rewards.
• Commitment to action.

Fundamentals
• Fair and transparent.
• Motivational—creates energy.
• Remains constant, not changed all the time.
• Should not be another bland system—differentiate!



Why is the commitment from the top so critical? Although HR usually pro-
vides the administrative and coaching support, the responsibility for making
the process work lies with the line management, starting at the top of the orga-
nization. If senior managers are seen as visibly taking the time to engage in man-
aging performance, including its developmental aspects, others will follow. For
example, the attention that senior bankers pay to appraisal at Goldman Sachs is
legendary in the finance industry: collecting 360° views, data, and opinions
from around the world, feeding them back and working them through, carefully
balancing judgments on individual achievement and teamwork. Tremendous
care is also given to the design and administration of the bank’s compensation
system, which must balance rewards for individual achievement and support
for the team.

In other words, performance management is a time-consuming and difficult
task—in any culture—especially when it involves giving some employees
honest feedback on less than stellar performance, justified by solid facts. This
requires regular performance monitoring to collect those data—and then a lot of
coaching to help the employee improve. So how can global organizations
motivate their managers across the world to devote their most limited resource—
their own time—to this difficult process? The answer is—through performance
management!

What happens to managers who are doing a good job of performance man-
agement? And to those doing a bad job? If the answer is that there are no conse-
quences and no differences in how those managers themselves are evaluated,
then any performance management system is likely to fail.

Global Approach versus Local Adaptation

Many multinational firms have come to the conclusion that they should strive
for a globally consistent approach to performance management, but the path to
successful implementation is far from straightforward.

As discussed, the arguments vary with the elements of performance man-
agement. There is little doubt that the upstream setting of strategic objectives
should be globalized, as is invariably the case. The template for the objective-
setting process should be global, and there is a worldwide trend, even at
lower levels of management and among professionals, toward objective-
based management as opposed to an activity-based approach built around
job descriptions. Performance appraisal is the area in which there are the
strongest arguments for a mix of global and local approaches, while many
multinational firms are coming to the conclusion that performance evalua-
tion should be rigorously global. The situation regarding compensation
varies from one company to another.

In addition to institutional/legal constraints on what is feasible, there are
infinite variations in approaches to performance management, depending on
corporate and national culture, industry, and even levels within the global or-
ganization. However, the higher the position of the employee, the greater the
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likelihood that a global approach will be applied. The strategic orientation
of the multinational firm also has an impact on the form of performance
management and its ease of implementation. For a meganational firm,
introducing global performance management is easier than a similar move by
a multidomestic enterprise, where the very concept of a “single” performance
management process runs counter to the entrenched culture, norms, and
behaviors.

As multinational companies adopt business strategies that pay more at-
tention to the balance between global and local dimensions, their performance
management approach usually follows. For example, in the early stages of
Nokia’s internationalization, profit and loss were measured only at a world-
wide level, while local subsidiaries—run mostly by Finnish expatriates—
operated on the basis of budgets with only cost and sales targets. Business
results for local entities may have been reported for fiscal reasons, but local
profitability figures were arbitrary owing to transfer pricing and cross-border
cost allocations. When Nokia, in line with its strategy of moving toward a more
transnational perspective, started to adopt a performance management system
that would emphasize both local responsibility for financial results and align-
ment with global strategy, it required a fundamental overhaul of its approach
to performance management, including the underlying IT and control infra-
structure.

Creating Differentiation

Traditionally, debates around performance management systems in multination-
als were about fitting them into the local context, usually the environment of the
local affiliate. We will conclude this chapter by pointing to the opposite challenge.
The deeper issue is not how to fit, but how to build distinctive capabilities—how
to differentiate—the last point in Table 9–4.

In Chapter 2 we identified differentiation as one of the guiding principles
for HRM in multinational firms, and performance management is one area of
HRM where differentiation can indeed have a large impact. Lincoln Electric is
an example of a successful corporation that is strongly differentiated from its
competitors by its approach to performance management. However, when such
companies go abroad, they typically have a dilemma, as Lincoln did; their ap-
proach to performance management may not fit with the local context. Does this
mean that there is no benefit for a multinational firm from differentiation in its
human resource management practices?

A recent review of global performance management commented on the need
to align it with the local context as follows: “The notion of ‘sharing’ rewards or
credits for an accomplishment is as foreign a notion in individualistic countries,
as say, an ‘employee of the month’ award would be in collectivistic countries like
Japan, China, or Malaysia.”94 This makes intuitive sense—or does it?

Let us return to Haier. Today, one of the most coveted performance-related
awards in the company is the “employee of the month” for young employees
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with less than five years’ tenure in the firm. However, this award is not only a
plaque on the wall. When employees are selected for the award, their parents
are invited to Qingdao for a dinner with Mr. Zhang, today one of the most
widely recognized CEOs in China. At the dinner, Mr. Zhang presents the par-
ents with a personal letter thanking them for bringing up such an outstanding
child—now a great contributor to Haier’s future. The next day, the company PR
machinery ensures that the letter and the picture of the parents with the CEO is
reprinted in the hometown newspapers.

Is it motivational? It is! Does this mean that the researchers cited earlier were
incorrect? Probably not. On average, employees in collectivist societies may indeed
not care much about generic “employee of the month” awards. However, the
award as deployed by Haier is not generic. Haier has found a way of making this
individualistic reward into something distinctively Chinese, in a manner that dif-
ferentiates Haier from any other company in China—and probably the world. The
way Haier rewards its employees of the month reflects the context of contempo-
rary China, with its one-child policy, as well as leveraging the reputation of the firm
as a leading Chinese multinational. It is effective because in essence it is very
Chinese, but at the same time because it is not in any sense typical. It differentiates.

The lesson from Haier is that differentiation through performance manage-
ment is neither a question of ignoring culture nor one of “fitting with culture.”
Rather it means understanding, respecting, and reflecting culture at a much
deeper level than broad generalizations about individualism and collectivism.
Transnational firms need to be deeply sensitive to local cultural contexts not
because they should emulate local practices, but because this knowledge can
show them how to differentiate. What is important is to learn how to operate in
the context of the local environment while maintaining distinctiveness. As dis-
cussed earlier, this may mean paying close attention to selection or socialization.
Or, as with the Haier “employee of the month” scheme, it may involve tailoring
a practice so that it is meaningful and powerful in the local context.

When a firm is creative in the way it locally adapts its management practices,
rather than simply following what is done in the home country or emulating what
local firms do, that may inspire other subsidiaries to be similarly innovative.
Haier’s subsidiary in the United States, for example, has to think through its em-
ployee award schemes. Should it copy the practice carried out in China? Probably
not, because there is no Mr. Zhang in the US. Should there be a traditional US-style
plaque on the wall and column on the company Web site? Are there other firms in
the United States that have distinctive and successful ways of rewarding outstand-
ing employees? Is there some other creative way in which the US subsidiary can dif-
ferentiate itself and reinforce its competitive advantage while remaining true to the
spirit of the Haier way?

Performance management is often viewed in mechanical terms as following
either global or local practices, rather than as innovating to build distinctive
sources of competitive advantage. As we have mentioned, no one wins by do-
ing what everyone else is doing. Despite the weight of a process that in many
multinationals is the most centralized of HRM processes, we see in the tension
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between the global and the local many opportunities for differentiation—as
long as one tunes into what “local” means with creative sensitivity. In the future,
we expect to see more multinational firms that foster continuous horizontal and
bottom-up knowledge sharing and learning (not copying) around performance
management practices within the enterprise.

TAKEAWAYS

1. The performance management process is an indispensable part of global
coordination.

2. Performance management includes three successive elements: the
specification of what is desired performance, involving setting goals and
objectives (upstream); the review and evaluation of performance,
including feedback; and linking the evaluation results to financial rewards
and development (downstream).

3. The essential component of the performance management process is the
consistency and tight link across the three elements—simple in principle,
but potentially complex in practice, since the three phases of performance
management are all too often disconnected.

4. There is little doubt that the upstream setting of strategic objectives should
be globalized. Performance appraisal is the area in which there are the
strongest arguments for a mix of global and local approaches.

5. There are at least two strong arguments for using a common and
consistent system of measurement scorecards throughout the
multinational firm. Global scorecards reinforce a global mindset among
employees, and joint performance objectives encourage dispersed units
to collaborate.

6. Problems in managing performance are likely to be most acute when
individuals who are not performing well or whose business units are
underperforming are asked to work on cross-border projects, coming
under pressure to improve their own performance and at the same time
work on global teams.

7. Most companies use globally standardized procedures and forms for
appraising the performance of expatriates. However, the criteria used
to evaluate the performance of the expatriate should reflect the purpose
of the assignment.

8. Most global pay methods make universal assumptions about where
expatriates come from, their roles, and where they are going. However,
the population of international employees is increasingly diverse, and no
single system can provide satisfactory solutions to the multiple
demands of international assignments.

9. Differentiation through performance management is neither a question of
ignoring culture nor one of “fitting with culture.” Multinationals need to
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be deeply sensitive to local cultural contexts not because they should
emulate local practices, but because this knowledge can show them how
to differentiate.

10. Commitment to rigorous performance management is more important
than the sophistication of the methodology.

NOTES

1. Pucik, Xin, and Everatt, 2003.
2. Note that one should avoid associating performance management with a particular

culture, as in some popular characterizations. We know of many well-established
Anglo-Saxon firms for whom the performance management ideas discussed here are
as alien as for the Chinese state-owned enterprises in the era before the period of
economic reforms.

3. As reported by Grote (2000), a survey of best practices in performance management
ran into problems when many clearly model companies declined to take part.

4. This combination of competition and cooperation is called coevolution. Eisenhardt
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5. Björkman et al., 2008.
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8. Goold and Campbell, 1987.
9. Hansen, 2009.
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13. The BP Peer Assist process is described by Ghoshal and Gratton (2002), and the
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14. Mintzberg, 1994.
15. Building on his experience as head of planning for Royal Dutch/Shell, De Geus
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than an analytic process—one of mobilizing people and building commitment to
action in the lower reaches of the organization.

16. Locke and Latham, 1990; 2006.
17. Lindholm, 1998.
18. Latham, 2004.
19. Becker, Huselid, and Ulrich, 2001; Huselid, Becker and Beatty, 2005.
20. There is empirical evidence that business analysts assess long-term performance in

terms of top management’s balanced attention to financial, employee, and customer
stakeholders (Kotter and Heskett, 1992).
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25. Huselid, Becker, and Beatty, 2005, p.70.
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when discussing change management. See page 450.
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emphasis on individual objectives (often to facilitate the determination of individual
rewards) at the expense of collective commitment to a broader business strategy.

28. Doz, Santos, and Williamson, 2001, pp. 98–9; Goss, Pascale, and Athos, 1993.
29. Burgelman and Grove, 2007.
30. Vance, 2006.
31. In some Japanese firms, performance appraisal for younger employees may take
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32. Cascio, 2006; Varma, Budhwar, and DeNisi, 2008.
33. Deming, 2000.
34. Schneider and Barsoux, 2003.
35. See Schneider and Barsoux (2003) and Cascio (2006). To give one specific empirical

study as an example, Vance et al. (1992) found significant differences in managerial
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the transferability of appraisal practices across borders. See also Hofstede (1999).

36. Hofstede, 2001.
37. See Claus and Briscoe (2008) for a review of research on performance management
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38. Sparrow and Hiltrop, 1994, p. 557.
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40. By 2000, nearly one-third of all Danish organizations were offering bonuses to man-
agers. The source for this section on Danish practice is discussions with Professor
Henrik Holt Larsen at Copenhagen Business School.

41. Lunnan et al., 2005.
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45. Pucik, 1984.
46. Faulkner, Pitkethly, and Child, 2002; Shadur, Rodwell, and Bamber, 1995; Harzing

and Pudelko, 2007.
47. Shadur, Rodwell, and Bamber, 1995.
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52. Welch, 2005, p. 45.

388 CHAPTER 9: Global Performance Management



53. Manzoni and Barsoux, 2007.
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measured, and (3) rewards associated with good performance.

57. Milkovich and Newman, 2005.
58. See the discussion of mobility and action learning in Chapter 8.
59. Ghoshal, 1991.
60. Ashkenas et al., 1995.
61. Galbraith, 2000, p. 219.
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CHAPTER 10

Managing Knowledge and
Innovation across Borders

Driving Global Innovation at Procter & Gamble

Procter & Gamble (P&G) was founded in Cincinnati in 1837. Initially, the company
produced soap and candles, but the firm eventually diversified into a range of dif-
ferent consumer goods. An important reason for P&G’s growth and success in the
decades after World War II was its ability to create innovations, like the industry’s
first cavity-prevention toothpaste Crest, the heavy-duty synthetic detergent Tide,
and the two-in-one shampoo product Pert Plus.

P&G had established its first overseas marketing and manufacturing unit
through an acquisition in the United Kingdom in 1930, and it proceeded to expand
rapidly abroad after the war. The company originally based its R&D activities in the
United States, but since the mid-1980s, P&G has built up a worldwide R&D net-
work, with research hubs in the US, Europe, Japan, and Latin America.1 However,
while the company continued to develop innovative new products in the 1990s, by
the turn of the century profits were lackluster, the stock was underperforming,2 and
P&G was facing decreasing returns on its investments in R&D.3 Of the new product
introductions, only a minority returned the development costs.4

The company knew that many of the best innovations came when combining
ideas from different parts of the corporation. It also had some positive experiences
when acquiring new products from outside the firm. The problem was that such
connections occurred all too seldom. In 2000, the new CEO, A.G. Lafley, set out to
change radically the way the company went about innovation. He set a goal that
50 percent of new products should stem from ideas acquired from outside the com-
pany. Lafley thought that this would require a change in “the company’s attitude
from resistance to innovations ‘not invented here’ to enthusiasm for those ‘proudly 391



found elsewhere.’ And we needed to change how we defined, and perceived, our
R&D organization—from 7,500 people inside to 7,500 plus 1.5 million outside, with
a permeable boundary between them.”5

The new model that P&G developed was called “Connect   Develop.” The goal
was to tap into knowledge and ideas outside the company, from entrepreneurs, univer-
sity labs, individual researchers, its business partners, and even from its competitors. An
additional aim was to improve the sharing of knowledge and ideas within the company.
P&G appointed 70 senior technology entrepreneurs to work in six regional Connect  
Develop hubs, focusing on finding products and technologies that were specialties of
their regions. The firm further developed 21 global communities of practice—networks
of scientists working in the different business areas.6

A strong focus was placed on understanding better the company’s customers.
Once a year the company created a top-10 consumer needs list for each of the busi-
ness units. The needs were then developed into science problems to be solved and
written up in technology briefs that were communicated throughout the company.
P&G also implemented new IT solutions supporting the innovation process. These
included an intranet with “ask me” features that some 10,000 employees could use
to post questions concerning technologies, products, and processes as well as a secure
IT platform to share the technology briefs with the company’s suppliers. Finally,
the company helped create several firms that operated open networks, typically
Web-based, connecting scientists, companies, universities, and government labs.7

The Connect   Develop model has been a resounding success. A case in point
was the development of a new Pringle potato chip printed with words and pictures.
Somebody had come up with the idea in a brainstorming session, but it was not clear
how it could be done technically. In the past, P&G would have launched an internal
R&D project, but for the printed Pringle it developed a technology brief that was
communicated throughout the corporation and its external networks. This led to a
small bakery in Bologna, run by a university professor who had invented a method
that could be adapted to fit the purpose. The new product, Pringles Prints, was
launched in 2004. In less than a year and at fraction of what it otherwise would have
cost, P&G had developed a double-digit growth business.

In under 10 years, P&G’s innovation success rate (the percentage of new products
that return the investments made in them) has more than doubled. The number of new
products originated from outside the firm has risen to 35 percent, while R&D spend-
ing has been reduced from 4.5 percent of sales in the late 1990s to 2.8 percent in 2007.8

Implementing the new model for capturing knowledge across borders has not
been easy, requiring a change in the social architecture of the firm. First of all,
processes had to be developed to enable Connect   Develop. The functional silos
between R&D, marketing research, manufacturing, and other functions had to go,
as well as the barriers that had existed between the different business units. Heavy
emphasis was placed on building lateral social networks by transferring people
across business, functional, and geographical lines. These networks were important
throughout the whole process—from the initial idea, through product development
and creation of a prototype, to eventual global commercialization—also helping the
transfer of best practices across the business areas.9
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OVERVIEW

As we have seen, P&G has gone through three phases in managing knowledge
and innovation. From a time when virtually all its core capabilities were focused
in the United States, P&G shifted to coordinating R&D activities that had been
built up worldwide. Today, the firm is renowned for effectively tapping into ex-
ternal sources of ideas, transferring and combining these to create new products
within the firm (often in collaboration with external partners), which are then
introduced across markets for rapid commercialization.

Other multinationals, such as P&G’s Swiss competitor Nestlé, have histori-
cally been more multidomestic, but Nestlé too has been working hard to increase
knowledge transfer among its international subsidiaries, moving toward more
globally coordinated innovation processes. Although their trajectories have been
different, both companies currently face similar challenges: how to make sure that
the knowledge residing in their dispersed operations can be acquired, assimi-
lated, and used productively in other parts of the organization; and how to make
sure that they use external as well as internal sources to develop new products. In
recent years, a new open innovation model has emerged, whereby multinationals
work much more closely with outsiders while at the same time building a high
level of cross-boundary collaboration within the firm.

Scholars and business leaders agree that innovativeness and effective shar-
ing of knowledge are important for company performance.10 While the focus in
our introductory P&G story was on the development of new products, the con-
cern with the management of knowledge and innovation is relevant for every
part of the corporation. All functions struggle with the issue of how to share
knowledge across units and how to innovate in manufacturing processes, in of-
fering services more efficiently and effectively, and in ways of managing the
corporation.11

In this chapter we describe how to manage knowledge and innovation in
the multinational. We first discuss how to facilitate knowledge sharing across
geographically dispersed units, which depends on cross-unit social networks,
organizational values of collaboration and support, and global mindsets among
employees. We also discuss structural mechanisms and a range of HR practices
that enhance knowledge sharing. We use experience of international profes-
sional service firms to illustrate how different approaches to knowledge sharing
are associated with different HRM orientations.

We then explore how multinationals can access and retain external knowl-
edge from different parts of the world. Knowledge acquisition requires
investment in external scanning on a global scale; the development of partner-
ships with customers, research labs, and other organizations; and an ability to
use the open market to identify complementary knowledge and interesting
ideas. Again, people management and social capital play an important role in
this endeavor.

In a global business environment, with shorter product life cycles
and competitors that quickly imitate successful innovations, maintaining a
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competitive advantage requires the ability to innovate continuously.12

Knowledge acquisition from outside the firm, sharing of knowledge with
other organizational units and members, and the recombination of new and
existing stocks of knowledge are integral parts of the process leading to
corporate innovations. In the final part of this chapter we examine how
international firms can manage the whole innovation process—from initial
ideas, via the development stage, to worldwide commercialization of the
final product or process innovation—and the ways in which HRM can
contribute.

SHARING KNOWLEDGE IN THE MULTINATIONAL

The importance of interunit knowledge sharing is now generally well accepted13—
P&G is only one example. One of GE’s five “timeless principles” is the belief that
“the ultimate sustainable competitive advantage lies in the ability to learn, to trans-
fer that learning across components, and to act on it quickly.”14 This drove GE to
create a boundaryless company by delayering, destroying silos, purging the not-
invented-here syndrome, and attempting to create an organization that sees
change as an opportunity rather than a threat.

In today’s world of sophisticated worldwide markets and increasingly
competent affiliates, the focus is shifting from the home country organization
(transferring knowledge and new products from the parent organization
abroad) to the ability to generate knowledge from local units, transferring this
to the parent and other parts of the corporation. Indeed, Kogut and Zander
argue that a primary rationale for the existence of multinational firms is their
ability to transfer and exploit knowledge more effectively and efficiently than
market mechanisms.15

Two kinds of knowledge are important to multinational firms. Explicit,
or codified, knowledge is knowledge that individuals and organizations
know that they have—objective, formal, systematic, incorporated in texts
and manuals, and relatively easy to pass on to others.16 Virtually all knowl-
edge stored in IT-based databases and systems is explicit. In contrast, tacit
knowledge is personal, context specific, and hard to formalize and commu-
nicate. Individuals may not even be conscious of the tacit knowledge they
possess. Tacit knowledge often underlies complex skills, but it is built on
the intuitive feel acquired through years of experience and is hard to put
into words.

In the past, successful internationalization typically depended on the abil-
ity of the multinational firm to transfer superior tacit knowledge residing in the
home country organization to its overseas affiliates. Expatriates played key roles
in this transfer. In spite of the technological advances over the last few decades,
transfer of personnel and person-to-person interaction are still the main ways in
which tacit knowledge can be shared and transferred.
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In contrast, the advances in information technology have had a big impact on
the ability to transfer explicit knowledge. While written manuals and blueprints
have always been important in the transfer of explicit knowledge across units, the
development of advanced IT-based systems played a central part in the booming
interest in knowledge management in the 1990s. Since tacit and codified knowl-
edge are shared through different channels, from an HRM standpoint, the devel-
opment and sharing of different types of knowledge should be managed in
different ways.

Similar conclusions can be made with respect to the specificity and strategic
value of knowledge. Some knowledge is firm-specific, unique to the enterprise,
and this should be managed differently from knowledge that is more generic
and available to all competitors. Knowledge also varies according to its strate-
gic importance to the enterprise. Snell, Lepak, and Youndt developed a frame-
work (shown in the box “Different Forms of Knowledge and HRM”) that
emphasizes the need for a differentiated approach to knowledge management
from the perspective of HRM.

Factors Influencing Knowledge Sharing

As we mentioned earlier, the ability to create and share knowledge across the
different parts of the firm is commonly seen as an important source of compet-
itive advantage. Multinational organizations have the potential to access knowl-
edge across a variety of different geographical, cultural, institutional, and social
contexts. Units located in different environments are likely to develop different
types of knowledge, and this diversity of knowledge can be a great asset to the
multinational if it can be shared effectively across these boundaries. However,
facilitating knowledge sharing is a complex task. Knowledge is “sticky,”17 and
its stickiness is reflected in the costs associated with knowledge sharing. To
overcome the challenges involved in interunit knowledge sharing, firms need to
pay attention to a range of technological, organizational, and people-related is-
sues. Our focus here is on HRM aspects of knowledge sharing, but we also dis-
cuss a number of organizational issues.

Consider the following example from a firm with which one of us has been
working. This multinational corporation has six factories around the world,
manufacturing almost identical products using the same equipment, the same
tools, and roughly the same work processes. The factories’ yields vary from 77 to
98 percent, but they neither knew the productivity of the other units nor shared
information about the production process. The obvious question to ask in this sit-
uation is how to make sure that the units share knowledge with each other, im-
proving the productivity of the laggards and perhaps also that of the top
performers. The degree to which such knowledge sharing takes place depends
on (1) the ability and willingness of the sending unit or source to share knowl-
edge, (2) the motivation and ability of the receiving unit,18 and (3) the suitability
of the mechanisms (channels) used to share the knowledge.
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Different Forms of Knowledge and HRM

Core knowledge is both unique to the firm and
high in strategic value, such as Walmart’s
expertise in logistics and inventory control, or
Toyota’s manufacturing capabilities. This con-
stitutes the firm’s current source of competitive
advantage, and it must therefore be carefully
nurtured by HRM, with emphasis on transfer-
ring knowledge and capabilities across units
by investing in social capital. The employment
mode here is oriented to internal development
and providing a high level of job security.

Compulsory knowledge may be generic
across the industry and of high strategic
importance. It is akin to the notion of “table
stakes” in card games, essential for a chance to
compete but offering no distinctive competi-
tive advantage. Maintenance of the basics is
important since a strike, for example of deliv-
ery drivers at UPS or FedEx, may be very
costly to a firm. But the approach to HRM is
likely to be more market-based, since people
with such generic skills can be more easily
acquired. Compulsory knowledge can also be
obtained through acquisitions.

Idiosyncratic knowledge refers to know-
how that is unique to the firm, though not
necessarily of clear current strategic value.
The likelihood that tomorrow’s core knowl-
edge may come from this pool drives the HRM
approach. General R&D and investment in
slack resources are ways of generating idio-
syncratic knowledge. The employment mode
is often oriented toward partnership alliances
to spread the risks.

Ancillary knowledge, which is low on
both strategic value and uniqueness, is increas-
ingly likely to be outsourced or automated—
examples are administrative activities, such as
payroll and accounting. There is no value in
investing in building either human or social
capital.

Source: Adapted from S.A. Snell, D.P. Lepak, and 
M.A. Youndt, “Managing the Architecture of Intellectual
Capital: Implications for Strategic Human Resource Man-
agement.” In Research in Personnel and Human Resources
Management: Strategic Human Resource Management in the
21st Century, eds. P. Wright, L.D. Dyer, J.W. Boudreau, and
G. Milkovich (Greenwich, CT: JAI Press, 1999).
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Sender Unit Ability and Willingness

The measure of a unit’s ability to share knowledge with others can be labeled its
“pedagogical ability.”19 With respect to explicit knowledge, pedagogical ability is
shown in the source unit’s proficiency in codifying knowledge in manuals, reports,
and physical systems that are available to other parts of the corporation. However,
sharing tacit knowledge is more difficult, and the ability to do so is therefore more
crucial for successful sharing to take place. As pointed out, it almost always
requires interpersonal, often face-to-face, interaction. Good language and commu-
nication skills and a good understanding of cross-cultural factors are some of the
ingredients of the pedagogical ability needed to share knowledge across borders.

For knowledge sharing to take place, the source of the knowledge must be
willing to share it. In the example at the beginning of this section, the manufac-
turing units were unwilling to share information about their productivity with
others, and even less interested in teaching others how to improve their opera-
tions, owing to strong competition between plants. Since the headquarters
executives were critically reviewing the structure of the company’s interna-
tional network of manufacturing units, the plants were competing for resources,
even survival. Why help others learn something that was a key advantage for
their own unit? The subsidiary managers were mostly evaluated on their own
unit’s performance, strengthening their internal focus and decreasing their will-
ingness to collaborate. Thus, as we will explain, the example shows how in-
terunit knowledge sharing is influenced by the performance management
system of the firm and the compensation and rewards that go with it.20

Social status and reputation play important roles in shaping the context for
knowledge sharing. People gain status when they are perceived as knowledge-
able, and sharing knowledge with others is a good way to enhance their repu-
tation. People who are given credit for having shared knowledge are more likely
to do so again in the future.21 This mechanism operates at both an interunit level
(does the other unit acknowledge the knowledge source?) and a corporate level
(does top management recognize those who share knowledge?). Are there
strong social networks within the multinational where reputations are built and
people learn not only what the useful sources of knowledge are but also who is
willing to engage in problem solving?

Norms of reciprocity are also important. Units and individuals are more
willing to invest in sharing their knowledge with others if they trust them to
reciprocate these favors in the future. Teaching others requires considerable
effort, and in the absence of strong social relationships between the parties, the
decision to engage in knowledge sharing is usually based on some calculation
of whether or not it is worth the time and money.22 A higher level of trust is
therefore associated with more knowledge sharing, as is the existence of a strong
organizational culture, where knowledge sharing is an important shared value.

Receiver Unit Ability and Willingness

Not surprisingly, research has shown that the ability of the receiver to absorb
new knowledge is a strong predictor of the extent to which the unit receives
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knowledge.23 Absorptive capacity is largely an outcome of the existing stock of
knowledge—people who know a lot can learn more than people who know only
a little.

Leonard-Barton suggests that one can distinguish between four different
levels in the absorptive capacity of a foreign subsidiary, ranging from the
capacity (1) to operate assembly or turnkey equipment, (2) to adapt and localize
components, (3) to redesign products, to (4) to design products independently.24

The higher the subsidiary’s capacity, the more likely the unit will be able to re-
ceive tacit knowledge and put it to productive use by combining this new
knowledge with its existing know-how. Developing a high level of capacity to
absorb knowledge takes time. For example, according to Leonard-Barton, it took
Hewlett-Packard’s Singapore unit 20 years to reach level III, and Fuji-Xerox
(a joint venture company of Xerox in Japan) 10 years, even when building on a
more advanced local knowledge infrastructure. It took HP Singapore almost
30 years to reach level IV.25 Naturally, a subsidiary may have a higher level of
absorptive capacity in some areas than in others, and the ability to profit from
the knowledge of others will therefore vary from one domain to the other.

There are paradoxes around absorptive capacity. When two units are simi-
lar, it is much easier to understand and absorb knowledge from the other;
knowledge sharing is facilitated. Conversely, similar units have less to learn
from each other. The more their knowledge overlaps, the less there is to be
gained from investment in knowledge sharing.

Absorptive capacity is more than just the ability of a unit to recognize the
value of new information, to assimilate it, and to apply it to commercial ends.26

It also includes the capacity to unlearn, to challenge existing ways of doing
things. Generally speaking, the more satisfied people are with current practices
and results, the less willing they are to seek out and absorb new knowledge.
And even if people realize that they are facing a problem that needs to be tack-
led, inward-looking units with strong internal social networks may not actively
search for relevant knowledge held by other parts of the corporation.

Lack of motivation on the part of many units to learn from others is well doc-
umented. There is a natural psychological tendency to inflate the perceived qual-
ity of one’s own knowledge while deflating that of others. The not-invented-here
syndrome has been described in a number of case studies, and is particularly
strong if a unit is financially successful and has a long proud history.

Also, the value of the knowledge in question for the receiving unit is rarely
clear. When the source unit is perceived as knowledgeable, others will be more
interested in learning from it.27 In the absence of reliable information about the
quality of other units’ knowledge, people tend to look most to well-performing
subsidiaries and those located in the most advanced markets.28 There is also an
understandable tendency to select similar units—those that follow a similar
strategy and share common organizational characteristics—as those one can
learn most from.29 However, it is not only the potential usefulness of the knowl-
edge that is difficult to assess; the efforts and costs associated with accessing and
assimilating this knowledge in the receiver unit are also unclear. Therefore, the
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likely return on investment associated with knowledge acquisition and sharing
is difficult to estimate.30

Ways to Share Knowledge

Explicit and tacit knowledge need to be shared in different ways. Explicit
knowledge is the easiest to access and acquire, and also to share within interna-
tional firms. To the extent that tacit knowledge can be codified, it can be shared
through databases, manuals, and blueprints. The consultancy firm Accenture
has made big investments in the development of a global knowledge manage-
ment system consisting of several thousand databases. The system is managed
and promoted by 500 knowledge managers around the globe. Consultants are
expected to enter information about their projects into the system, where it can
be accessed by other members of the organization. One study reported that it
was common for an Accenture consultant to access more than 10 different data-
bases daily.31

However, most employees—just like a typical academic—are notoriously
bad at entering useful knowledge into databases, and not all tacit knowledge can
be made explicit. And even though some knowledge is codified, there is usually
a need to combine it with tacit knowledge. We have already discussed some of
the ways in which firms can share tacit knowledge. In Chapter 4, we showed
that a reason for sending people on assignments abroad is to transfer their ex-
pertise, while repatriation and impatriation transfer knowledge about the local
scene back to the home country. The close interactions of experienced expatri-
ates with employees in their units offer ample opportunity for sharing tacit
knowledge.32 Short-term personal interactions during visits, international con-
ferences and meetings, and corporate training sessions may fulfill the same
function, but they are likely to be most successful for knowledge that is explicit
and/or relatively narrow in scope.33

In our view, too much emphasis has been placed on the “push” of knowl-
edge transfer and sharing and too little on the “pull” from the receiving unit.34

As the old saying goes, you can lead a horse to water but you cannot make it
drink—unless it wants to. Multinationals can benefit from focusing more on
stimulating units to adopt knowledge and practices from other parts of the
corporation.

How to Stimulate Knowledge Sharing

Multinational firms can use numerous levers to make knowledge sharing effec-
tive, efficient, and fast:

• Improving information about superior performance and knowledge.
• Designing structural mechanisms to share knowledge.
• Building a supportive social architecture.
• Implementing a comprehensive approach to mobility and talent management.
• Reinforcing sharing through performance management and incentive systems.
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Improving Information about Superior Performance and Knowledge

One of the most obvious reasons for not drawing on knowledge residing in
other parts of the multinational is that people are unaware of its existence. For
instance, several units may have encountered similar problems in the manufac-
turing process but be unaware that one has found a viable solution. An often-
heard expression illustrates this common problem: “If we only knew what we
know.” In fact, much of the interest in knowledge management stems from the
problem of locating potentially valuable knowledge in large corporations.

As we have pointed out, units perceived by others to be highly capable are
more likely to be sought out as sources of knowledge.35 However, evaluation of
a subsidiary’s capabilities has a significant subjective element. Studies have
revealed that there are only modest correlations between how managers from
headquarters and foreign subsidiaries view the capabilities of overseas units.36

Therefore, it is important to identify superior practices by measuring appro-
priate dimensions of unit performance. By making performance data widely
available—turning the multinational into a fishbowl where strong performance
is showcased—the units can themselves uncover examples of unique and valu-
able knowledge. For instance, Alfa Laval Agri from Sweden held quarterly
meetings for all its subsidiary managers where they were required to present
performance data along multiple dimensions. This approach triggered knowl-
edge sharing among the units.37

Structural Mechanisms to Share Knowledge

Various structural coordination mechanisms can be used in part or even prima-
rily to stimulate knowledge sharing. For instance, product development com-
mittees with members from different geographical units and from different
functional areas (notably R&D, manufacturing, and marketing) are put together
with the aim of tapping into the different perspectives and pools of experience
that the members bring to the committee.38 Temporary international task forces
can serve the same purpose. Multinationals may also appoint individuals to
liaise between units—for example as competence managers for a specific func-
tional area or as part of a community of practice.39

The Knowledge Management Program (KMP) at the world’s largest steel
manufacturer ArcelorMittal (formed in 2006 through Mittal Steel’s acquisition
of Arcelor) illustrates how firms may create horizontal groups or committees
to enhance interunit knowledge sharing (see the box “Mittal Steel’s Knowl-
edge Management Program”). Mittal Steel developed the program back in the
1990s when it expanded to Eastern Europe. The KMP process facilitated the in-
tegration process in the new ArcelorMittal group and helps build peer
networks.

Working in split egg roles,40 where managers and professionals have vertical
and horizontal responsibilities, is at the heart of BP’s focus on global knowledge
management in its oil exploration and production business.41 With the aim of
making the unit more valuable than the sum of its parts, peer groups of business
unit heads meet regularly. They are given joint responsibility for capital allocation
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and for setting unit performance goals, complemented by a host of cross-unit
networks on shared areas of interest. These “top of the egg” knowledge-sharing
activities take up to 20 percent of the manager’s time. “The model here is an open
market of ideas,” says one business unit head. “People develop a sense of where
the real expertise lies. Rather than having to deal with the bureaucracy of going
through the center, you can just cut across to somebody in Stavanger or Aberdeen
or Houston and say, ‘I need some help. Can you give me a couple of hours?’ And
that is expected and encouraged.”42

The knowledge management groups at ArcelorMittal and BP have many of
the features associated with open communities of practice. These communities
are characterized by some form of collaboration around a common set of inter-
ests. They differ from project teams and committees in that the participants’
roles are not defined by the firm. Although the focus of these communities is on
internal company issues, they may also broker relationships with outside ex-
perts. Communities of practice cannot and should not be fully controlled by the
firm, building instead on voluntary participation, although corporate support
and guidance are essential.43 The box “Communities of Practice at Schlum-
berger” provides another corporate example.

Research on communities of practice offers some guidelines on how to make
them successful. First, it is most important to have clearly understood objectives
and a leader tasked with making sure that knowledge and best practices are
shared and developed further. Second, the quality of interactions should be rein-
forced with workshops, training, exchange of staff, and an appropriate reward
structure, with part-time coordination provided on the corporate budget.
A study of less successful communities revealed that they lacked a core group of
them; there was little one-to-one interaction between them; members did not
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Mittal Steel’s Knowledge Management Program

Mittal Steel chose 25 activities, including
manufacturing, finance, maintenance, pur-
chasing, legal work, and information technol-
ogy, as a base for its Knowledge Management
Program. Each of these had groups of approx-
imately 20 members from different plants.
They would meet regularly to benchmark the
activities undertaken in the different units
and to discuss common problems. For specific
problems, the groups would use conference
calls and smaller specialized ad hoc meetings.
The diversity of the groups was viewed as a

particular strength—according to Mittal
Steel’s chief operating officer: “These coun-
tries have some very good technology. The
Poles, for instance, have always been good in
coke-making, and we have recently had a
Romanian manager who was very helpful in
sorting out a blast furnace problem in
Chicago.”

Source: R. Muthu Kumar and S.K. Chaudhuri, “Mittal
Steel’s Knowledge Management Strategy,” Case study
no. 305-543-1. ICFAI, India, 2005.



identify with the community; participants had a strong belief in their own
competence; and the issues discussed were not illustrated concretely enough for
others to understand and visualize them.45

Mittal refrained from appointing a “best plant” for others to emulate, be-
lieving that all units had something to teach others. In other cases, multination-
als have appointed geographically dispersed centers of excellence that, among
other matters, are in charge of knowledge sharing. Such centers can be formed
in various locations around a small group of individuals recognized for their
leading-edge, strategically valuable knowledge. As a center of excellence, they
are mandated to make that knowledge available throughout the global organi-
zation, enhancing it so that it remains on the cutting edge.46 In contrast to parent-
driven knowledge development, these centers tend to rely more on informal
networks, often acting as a hub for knowledge-sharing activities.47

Building Supporting Social Architecture

The social relationship between the source and the receiver is another strong
determinant of knowledge sharing.48 All three dimensions of social capital
(structural, relational, and cognitive) are important.
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Communities of Practice at Schlumberger

At Schlumberger, a Web-based knowledge
management system called Eureka links tech-
nical experts in its Oilfield Services business
into communities of practice, with members
having self-created CVs posted on the site.
Such communities, formalized or informal,
exist in all units to exchange tips, tricks, and
conceptual understanding. Schlumberger had
tried several times to organize its technical ex-
pertise scattered around the world top-down,
but without success. In 1998, the CEO said that
if the firm could not organize the professional
side of the lives of its engineers, then “let them
manage themselves.” Seven years later, by
2005, there were 23 self-organized communi-
ties ranging from chemistry to rock character-
ization to well engineering, with 140 special
interest subgroups and 11,750 members.

At Schlumberger, these communities are
led by elected leaders, and elections are

frequently contested. One of the few con-
straints is that community leaders need the
backing of their bosses; they might spend
15–20 percent of their time organizing an
annual conference and an occasional work-
shop, overseeing the Web site, and coordi-
nating subgroups. Each technical expert
within Schlumberger has two organizational
“homes”: the formal, hierarchically sanc-
tioned home that corresponds to a position
on the organizational chart; and the Eureka
technical community, the informal, horizon-
tally linked network of peers who share com-
mon interests, goals, and passions about
their work in the corporation. Today’s chief
executive, Andrew Gould, says that the self-
governing feature is crucial to the success of
the Eureka communities since technical pro-
fessionals are motivated by peer review and
esteem.44



The structural dimension refers to the pattern of relationships between
people and units in the multinational  firm. Without a connection of some kind
between two units or individuals, it is virtually impossible to share tacit knowl-
edge. Two units that already have a history of interaction are more likely to be
aware of potentially useful knowledge residing in the other unit. Through
existing relationships, people may gain important fortuitous insights even if
they are not searching for ideas on immediate problems. They have also had
opportunities to develop a common knowledge base and learn how to work
together.49 A large number of studies have confirmed that the degree of interunit
communication is positively associated with knowledge sharing and innovation.50

The cognitive dimension of social capital reflects the extent to which two
parties are capable of sharing their understanding. A shared language and spe-
cialized vocabulary facilitate the interaction of organizational units and greatly
enhance their ability to learn from each other. It has been suggested that the con-
struction of shared narratives—collective stories and myths—in a community
can aid the sharing even of largely tacit knowledge.51

Trust is at the core of the relational dimension of social capital. When two
parties trust each other, they are more likely to share knowledge, in part because
they are confident that the other party will reciprocate tomorrow for help they
receive today. Organizational units, teams, and individuals that are perceived
as trustworthy are likely to be sought out by others to share know-how and
experience.52

In large multinationals, it is also important to build a context that encour-
ages people from different units to build new social relationships and initiate
new collaborative efforts as well as capitalizing on existing networks. Therefore,
two other aspects of social architecture—social values, beliefs, and norms as well
as global mindset—also influence knowledge sharing  in global organizations.

Social norms are important. Knowledge sharing will be encouraged if
hoarding knowledge is seen as violating the company’s values and if those who
transfer know-how to other units are presented as heroes. With such norms,
knowledge is more likely to be viewed as a corporate resource to be exploited
throughout the organization.53 An organizational culture where sharing and
reciprocity are the norm will also encourage people to share insights and ideas
with others, and to volunteer to help look for solutions to problems encountered
in other parts of the multinational.

More knowledge sharing is also likely to occur in organizations where em-
ployees are encouraged to point out opportunities for improvement, and in
firms where nobody fears that saying something negative about their own unit
or organization will be detrimental to their career.54 During the early stages of
GE’s internationalization, the company set up a series of workshops where ex-
ecutives shared their “global battlefield” experiences—with an explicit focus on
where and why they failed. The message was loud and clear. It is OK to try
something new and fail, but you’d better learn from the experience and make
sure that others don’t repeat your mistake.
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Global mindset is particularly relevant for knowledge sharing in the firm.
People who view diversity and heterogeneity as a source of opportunity are more
likely to seek out and adopt knowledge from other parts of the multinational.

Mobility and Talent Management Considerations

The skills and knowledge of people are important because an adequate knowl-
edge base is a prerequisite for absorbing new knowledge from others. Further-
more, those involved must speak a common language well enough to share tacit
knowledge. While multinational enterprises from many different countries have
adopted English as their corporate language, this has not eliminated the lan-
guage-related problems in knowledge sharing among geographically dispersed
units. A Swedish multinational provides an illustration. Headquarters managers
noticed that there was a lack of knowledge sharing between the German sub-
sidiary and its Scandinavian sister units. On investigation, it turned out that the
general manager of the German subsidiary was not a confident English speaker
and therefore did not participate in the informal discussions with his Scandina-
vian peers that were intended to lead to exchange of know-how. The appointment
of an English-speaking deputy to the German subsidiary solved this problem.55

The transfer of personnel is one of the most important levers of knowledge
sharing that firms have at their disposal. Typically, the transfer and assimilation
of complex tacit knowledge into a new context requires the physical relocation
of someone with experience—often an expatriate from headquarters. Impatri-
ates may be expected to play the same role during assignments at headquarters
and on their subsequent return to foreign units.

Toyota is a case in point. Over the last three decades Toyota’s global strat-
egy has been to gain market share by adding new manufacturing capacity in all
its major markets.56 To ensure flawless quality and performance in every new
location, the company taught local employees the Toyota Way—its production
and management philosophy of continuous improvement. This essentially tacit
knowledge was successfully transferred through extensive use of expatriates.57

However, Toyota simply did not have enough expatriates to support the
company’s rapid global expansion.58 The company had to become even better
and faster in building its operating capabilities abroad. Therefore, in order to
speed up the learning process and to reinforce the knowledge transfer mecha-
nism, Toyota created in 2003 a Global Production Center in Toyota City and
opened regional branches in 2006 in the United Kingdom, United States, and
Thailand.59 Their purpose is to accelerate the development of local trainers, pro-
viding them with a deep knowledge of the Toyota production system so the
company does not have to rely only on its experienced—and increasingly
expensive—expatriates to train local employees.

The Role of Performance Management and Incentives

The performance management and compensation systems of the firm play
significant roles in creating a context for knowledge sharing. Compensation
strategies are a frequent obstacle. If individuals perceive that they are rewarded
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for their “proprietary” expertise and contribution to the firm, sharing knowl-
edge with others will naturally be seen as contrary to their interest.

At Schlumberger, GE, and many other firms, knowledge sharing is part of
managers’ and engineers’ formal performance reviews; most Schlumberger
field engineers have objectives relating to best practices, lessons learned, and
other aspects of knowledge sharing.60 Not surprisingly, an incentive system that
encourages collaboration and knowledge sharing is more likely to produce this
than an evaluation system where the hoarding of knowledge and destructive in-
ternal competition are tolerated, if not encouraged.61 For example, a new logic
of performance management systems that is gaining acceptance in many multi-
nationals is that managers and executives should be encouraged to contribute
to company performance at least one level above the unit for which they are
responsible. A foreign subsidiary manager may receive a bonus based on the
regional or even global performance of the division or the corporation as a
whole. This encourages knowledge sharing and wider collaboration between
organizational units.

Conversely, tying incentives to the performance of a subsidiary relative to
its sister units will create a strong disincentive to share information and knowl-
edge. A retail company where the heads of neighboring areas were married to
each other constitutes an amusing example of the perverse effects that such re-
ward systems may have. The general managers—husband and wife—failed to
share knowledge with each other because their bonuses were tied to the relative
performance of the two units!62

In addition to financial rewards, the career implications of knowledge shar-
ing send strong signals about the kind of behavior that is valued and rewarded
in the corporation.

KNOWLEDGE SHARING IN PROFESSIONAL SERVICE FIRMS

Professional service firms (PSFs) are different from capital-intensive or labor-
intensive organizations in that they are even more firmly based on the manage-
ment of knowledge.63 The PSF sells something intangible—not a product, but a
promise or expectation. Professions have long been defined in terms of voca-
tions founded on bodies of knowledge and the application of that knowledge.64

The starting point was self-regulating liberal professions, such as physicians
and lawyers; but with the transition to a more knowledge-based society, we
have witnessed phenomenal growth in commercial professional service firms.
These cover management, engineering, and technology consultancies; account-
ing firms (some of which cut across many professional sectors); investment
banks, advertising agencies, marketing and PR services, HR services, suppliers
of software, systems designers, industrial design, graphics . . . and the list
continues to broaden.

The approach to knowledge sharing in PSFs is intimately associated with
their internationalization and consequent global reach. The path to transnational
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development in a professional service firm seems to take a different trajectory
from capital- or labor-intensive firms. From consultancies to legal firms to
advertising agencies, the questions of whether or not to internationalize, and
how fast to grow globally, have been the subject of hot debate for a considerable
time. The pros and cons are typically complex.65 On the one hand, there may be
pressures to internationalize in certain sectors such as auditing and advertising
to service global clients better. There can be significant economies of scale in
back-office costs and expertise that become more important with the develop-
ment of IT. But on the other hand, clients are sometimes indifferent as to whether
or not the PSF is operating on a global scale—what counts is the reputation and
quality of the local partner. Internationalization has only recently become a hot
issue among law firms. Should they expand abroad, following their clients, or
should they simply protect and expand their position at home?66

The phrase “one-firm firm” may seem strange to those who are not ac-
quainted with the professional service sector, although its significance is obvi-
ous to most people in PSFs. The natural route to internationalization has been
the federation of otherwise independent firms; analogous to a limited form of
multidomestic organization, the federation captures some advantages (client
referrals and some exchange of best practices). But the one-firm firm that tries
to act as a single global organization, especially in terms of its management
practices, has until recently been the exception rather than the rule.

All PSFs have to figure out how to exploit and explore simultaneously, as
they have to create new knowledge from the ongoing services that they provide
to clients. This leads to further dilemmas. For example, how can one persuade
the best professionals to make their learning available for the benefit of others?
How can one persuade clients to pay handsome fees for consultants’ learning
when it will also be applied elsewhere—often to their competitors? Global man-
agement of knowledge is particularly important to the PSF since it has no other
assets than its people and their individual and collective know-how. Indeed,
PSFs have pioneered many of the developments in this domain.

Three Configurations of Professional Service Firms

There appear to be three different approaches to managing the PSF, each
reflected in a different approach to the sharing of know-how across boundaries.
These approaches—client-driven, creative problem solving, and solution
adaptation—reflect different configurations of strategic focus and management
orientation.67 Each is characterized by a different orientation to HRM (see
the box “Configurations in the Professional Service Firm and Their HRM
Implications”).

Ad-Hoc Management of Knowledge in the Client-Driven PSF

In the first and most traditional configuration, the strategy is client-driven.68 The
firm sells its ability to help particular client groups in specific service areas, such
as legal advice, insurance brokerage, or compensation/benefits consulting. This
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Configurations in the Professional Service Firm
and Their HRM Implications

This figure suggests that there are three stable
configurations of professional service firms
(PSFs), based on the fit between external
strategic orientation and internal resource
orientation. The off-diagonal forms are inher-
ently unstable.

The Client-Driven Configuration

This is the prototypical PSF. The expertise and
power in the client-driven firm rest with the
individual partner, who may even recom-
mend other firms to the client to maintain
credibility. The governance of the firm is
individualized—no decisions can be made
without the buy-in of client partners. Man-
agement and administration are primarily
seen as overheads, and the coordination
capability of the firm is limited.

The recruitment target in the client-driven
firm is the mature professional with deep ex-
perience within a particular industry and
strong generalist skills. The approach to HRM
is highly variable, depending on the client
partner. The way you are treated depends on
whom you work for. Training is also individ-
ualized (some might say erratic), through
mentorship with senior client managers, and
varies with the skills of these partners. In ap-
praisal, performance criteria focus on client
satisfaction, retention, chargeable hours, and
the number of follow-on contracts with a
given client.

The Creative Problem-Solving Configuration

What this firm sells is a credible promise to
help a client solve a specific problem by

External Strategic Focus

Internal

Resource

Orientation

Organizationally
controlled
resources

Client relations

Insufficient
adaptiveness

Lack of
coordination
& discipline

Creative problem
solving

Adaptation of
ready solutions

Team-based
(individual &
collective)

Individually
controlled
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Adapted from B. Løwendahl, Strategic Management of Professional Service Firms, 2nd ed. (Copenhagen: Handelshojskolens Forlag,
2005).
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means of the creative inputs of a team of pro-
fessionals. The orientation of HRM will be a
careful blend of individualism and teamwork.
The creative problem-solving firm will devote
priority resources to recruiting talented peo-
ple and socializing them into teamwork. After
intensive HR marketing and screening of can-
didates, the chosen few are interviewed by
five or more senior professionals and partners
before any offer is made: one negative vote
and you do not get the job.

MBA graduates are a perfect target, since
they like problem solving, can tolerate ambi-
guity, are selected for their achievement and
leadership talent, yet have demonstrable team
skills. Much of the training will be through
personalized mentoring. A promotional sys-
tem that is up-or-out, accompanied by gener-
ous salary raises for those who move ahead, is
quite compatible with this orientation—as
long as it is rigorously competence-based, and
backed up by thorough and fair feedback/
appraisal processes. At McKinsey, the fairness
of the counseling-out system means that for-
mer McKinsey employees later become their
most loyal supporters as captains in their
client firms.

The Solution-Adaptation Configuration

Here the firm sells a proven solution, where it
has built up in-depth expertise. The growth of
the firm comes from codifying and adding to
that expertise in the solution area, as well as
by expanding its portfolio of solutions.

The approach to HRM is correspondingly
different. The recruitment target is the under-
graduate student, often with an appropriate
technical background. Training programs are
highly structured and ongoing throughout
the first part of the career, as are appraisal
processes and career paths, which may all fol-
low global criteria. There is a higher degree of
control over the design of systems and proce-
dure, including in the HR domain. Accenture
and PricewaterhouseCoopers are examples of
such organizations.

One cannot identify a single “best way” of
managing human resources in a PSF. “Best” in
this context means the approach that is most
consistent with company strategy and the or-
ganizational capabilities that support it.

Source: Adapted from B. Løwendahl, Strategic Manage-
ment of Professional Service Firms, 2nd ed. (Copenhagen:
Copenhagen Business School Press, 2005).

ability is typically anchored in experienced client partners, sometimes called
“gray hair,” as opposed to “brains” or “procedures.”69 These individual partners,
who act as counsel to their clients, hold considerable power. Coordination, when
required, is most likely to be managed by price mechanisms. If international
expansion is necessary for client reasons, then this is likely to take the form of a
federation of partners.

The approach to knowledge management in an international federation of
partners is informal and ad hoc. Knowledge sharing takes place only when there
are clear synergies or benefits to client-oriented partners, using the basic coor-
dination mechanisms of face-to-face relations, project groups, limited know-
how transfer, and occasional internal boards. Internal seminars may be used to
share know-how on key clients and developments. Projects may be set up to



ensure cooperation in service delivery, if necessary. Strategies for attracting and
retaining professionals may be developed, with mechanisms for some transfers
and cross-assignments. The quality and quantity of knowledge transfer across
borders are quite limited.

In recent years, many client-driven PSFs, such as large law firms, have
pursued an internationalization strategy as they respond to pressures from their
clients to serve them across borders.70 This has put pressure on the traditional
management of these firms, pushing them toward adopting some elements of
the solution adaptation approach (see the following section). Global law firms
have increased their use of standardized processes for service delivery, global
client teams, international communities of practice teams, overseas assignments,
and global training programs.71

Personalization in the Creative Problem-Solving PSF

In the second consistent configuration, exemplified by McKinsey in consulting
or Goldman Sachs in investment banking, the strategy focuses on creative
problem solving. The firm helps the client solve a specific problem by means of
creative professional inputs—for example, designing an appropriate global struc-
ture (McKinsey) or negotiating an acquisition opportunity (Goldman Sachs).

The type of knowledge management used to manage boundaries is called
“personalization.”72 Most of the knowledge in a problem-solving PSF is tacit
rather than codified, anchored in people’s brains. The knowledge management
strategy focuses on developing social networks to link people together so that
this knowledge can be shared, supported by online tools such as internal Yellow
Page directories. Through such networks, the manager of a potential engage-
ment in Australia is able to draw on the experience of a specialist in Germany,
obtain the part-time collaboration of someone from San Francisco, and draw on
presentation material from New York. The incentive systems must recognize
knowledge shared directly with other people; at some such firms partners
are evaluated on dimensions that include how much help they provide to
colleagues, a dimension that can account for nearly a quarter of annual
compensation.73

Codification in the Solution-Adaptation PSF

A different but equally consistent configuration is solution adaptation. The
company sells a proven solution—in the shape of a business system, audit
process, or reengineering project—that can be adapted to the client’s particular
circumstances. The offering is more like a product than the open promise
of the creative problem-solving firm, while still remaining knowledge- or 
expertise-based.

The growth of the firm comes in part from codifying and adding to its sys-
tematic expertise in a solution area, and in part through expansion of its portfo-
lio of solutions. Knowledge management is based on codification rather than
personalized social networks. Creative problem-solving projects may be set up
to tackle new opportunities; then the resulting know-how is formalized for
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reuse on other projects. There is substantial investment in the IT infrastructure,
focusing on an electronic document system that codifies, stores, and dissemi-
nates knowledge and experience. Firm revenues are generated primarily from
the economics of reuse rather than the economics of expertise.74

Tensions in the International Professional Service Firm

These three configurations of PSFs (client-driven, problem-solving, and solution
adaptation) are ideal types.75 All professional service firms experience tensions
between two or more of these configurations. In the creative problem-solving
firm, professionals see advantages from global standardization and codifica-
tion. They may seize such opportunities, splitting off to found their own
solution-oriented firms. In the solution-oriented firm, local “rainmakers” with
strong client relationships may argue for more power, including discretion over
their human resources. Again, they may leave the firm to create their own client-
oriented practices, taking disaffected professionals with them.76

It is difficult for any PSF to grow and deliver superior performance based
on multiple simultaneous strategies. If that growth is international, the man-
agement and organizational challenges tax the capacities of the firm excessively.
McKinsey experienced the tension between the pulls of codification and
personalization during development of its worldwide knowledge management
strategy. By the late 1980s McKinsey had invested heavily in a computer-based
documentation system, backed up by a new career path of specialist managers.
But this never took hold, running counter to the strong mainstream culture.
Come promotion time, no one reviewed what documents a person had submit-
ted for incorporation in the database. The focus of attention remained on
connections—how people had used their internal networks to develop ideas that
make an impact on the client. As a senior McKinsey professional commented,

By the early 1990s, too many people were seeing practice development as the creation of
experts and the generation of documents in order to build our reputation. But knowledge is
only valuable when it is between the ears of consultants and applied to clients’ problems.
Because it is less effectively developed through the disciplined work of a few than through
the spontaneous interaction of many, we had to change the more structured “discover-
codify-disseminate” model to a looser and more inclusive “engage-explore-apply-share”
approach. In other words, we shifted our focus from developing knowledge to building
individual and team capability.77

The challenge for the internationalizing PSF, then, is to maintain consistency
as it expands across borders, both in terms of the service delivery model and its
approach to the management of human resources. The more rapid the expan-
sion, the more difficult this will be. For example, in the creative problem-solving
firm there may be a strong temptation to hire local client-oriented partners who
are inexperienced in the company’s complex appraisal practices. Often these
new partners regard such practices as alien to local customs and do not believe
that they merit the attention of a senior professional. Local business schools may
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not supply the talent required, people who combine strong creative individual-
ism with teamwork, and local partners may not see the justification for invest-
ing in socialization and training to make up for what the market fails to supply.
The pressure to expand may also lead to ill-advised acquisitions, especially if
the technology of M&A integration is not well understood.

KNOWLEDGE ACQUISITION

Historically, firms paid little attention to ways in which they might get access to
new external knowledge through their international operations. Today, successful
multinational corporations are increasingly those that can exploit the possibility
of tapping into new knowledge and ideas from their worldwide networks, and
then combine these with knowledge residing in the parent company with the aim
of producing new innovations. This was the objective of the Connect   Develop
model championed by P&G, which many other firms are now trying to emulate.
In this section we discuss different strategies for gaining access to external knowl-
edge as well as how to ensure that knowledge is retained. The next section will fo-
cus on the innovation process.

Gaining Access to External Knowledge

The tools that multinationals use to enhance cross-border knowledge sharing,
such as building social networks and mobility, are also relevant for external
knowledge acquisition.78 Besides these, multinational firms have at their dis-
posal additional levers to access knowledge from the outside: scanning or tap-
ping into the local knowledge base; partnering or merging with other firms; and
what might be called playing the virtual market. Each of these has its own set of
HRM implications.

Scanning Global Learning Opportunities

Scanning encompasses the efforts made to gain access to external knowledge
through what people read, hear, or experience firsthand. Important observa-
tions and innovative ideas can emerge from anywhere in the multinational. An
example is Nokia’s insight into the potential for mobile phones in emerging
markets, cited in Chapter 1. Although such insights often come as a by-product
of ongoing operations, investment in scanning infrastructure may enhance the
external acquisition of new knowledge—especially if this kind of lateral think-
ing is encouraged and rewarded.

The establishment of a “listening post” is a fairly inexpensive way to begin.
The role of the 70 technology entrepreneurs that P&G appointed to work in the
company’s regional hubs was to scan their environment for ideas that might be
useful for the corporation worldwide. The Taiwanese PC manufacturer Acer
established a small design shop in the United States, through which it acquired
knowledge and skills in ergonomic design that were fed back to the parent
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organization.79 Ericsson created “cyberlabs” in New York and Palo Alto (next to
Stanford University in Silicon Valley) whose task was to monitor developments
in these markets and build relationships with local companies.80

While listening posts can be a useful way to access codified knowledge and
help the firm identify potential partners, they are less effective when the target
is the acquisition of tacit knowledge. Individual scanners and small units typi-
cally lack the clout that is necessary for new ideas to be picked up at corporate
headquarters. Many multinationals therefore establish fully fledged units in
business centers at the forefront of the developments in their respective
industries, such as Silicon Valley (high technology), North Italy (fashion), and
the City of London (financial services).81 These districts contain networks of pro-
ducers, advanced users, supporting industries, universities, research labs, and a
fluid labor market with highly competent individuals. Scanning in centers like
these takes place through formal collaboration among organizations, formal-
ized networks like trade associations and professional organizations, and more
informal social networks.

In the past, it may have been obvious where the Hollywood or Silicon Val-
ley of a certain industry was located. However, the situation today has become
more complex. In many high-tech industries valuable knowledge can be found
in numerous locations around the world, among them Austin, Texas; Bangalore,
India; Cambridge, England; Sophia Antipolis, France; and Tel Aviv, Israel.82

Yahoo! is one of many US firms with a significant presence in Bangalore. It es-
tablished an office there in 2000, and while it still had fewer than 20 employees
in 2003, by 2007 the unit had more than 1,000 computer scientists and engineers
in the company’s largest R&D center outside its main US location, charged with
developing new and innovative services with global applications.83 Cisco has
gone so far as to split its corporate headquarters into two—the western-facing
headquarters in California and the eastern-facing headquarters in Bangalore.

From an HRM perspective, there are pros and cons associated with estab-
lishing a unit in “hot spot” locations. On the one hand, there is an ample supply
of people with relevant experience, and the social contacts they provide can be
invaluable. However, at the same time there is often fierce competition for tal-
ent, escalating salaries, and a risk of losing people to competitors. The winners
are firms that are better than others at retaining their star performers, while
the losers suffer from attrition. Instead of helping a firm to tap into external
knowledge, tight social networks can serve as a conduit for its own proprietary
knowledge to flow out! And research has shown that firms that try to constrain
their employees, in terms of what they are allowed to talk about with others, are
likely to lose. They tend to get a bad reputation, impairing their ability to hire
the best people.84

Accessing and assimilating complex tacit knowledge requires considerable
investment of time and resources. Shiseido from Japan learned this when estab-
lishing itself in France to acquire knowledge about designing, manufacturing,
and selling scent. After an unsuccessful joint venture with a French company, it
formed a wholly owned subsidiary, Beauté Prestige International, to develop

412 CHAPTER 10: Managing Knowledge and Innovation across Borders



and produce fragrances. It also established a high-end beauty parlor in Paris
and bought two functioning beauty salons. The company relied initially on
expatriates to acquire local knowledge, but this did not work. Eventually, it learned
to hire local experts with long-term industry experience, putting them in charge
of the French operations. Then, through close observation and the interaction
between Japanese expatriates and French employees, Shiseido succeeded in
acquiring and transferring desired capabilities.85

An important HRM issue when establishing a unit abroad is the company’s
ability to attract competent personnel at competitive costs. Experienced multi-
nationals like Nokia always carry out in-depth HR analyses before they set up
new units. Questions they typically ask include these: Do the local universities
produce engineering graduates with the required competence level for an R&D
center? Will the influx of other corporations to hot spots like Bangalore or
Beijing lead to salary escalation that undermines current cost advantages?

Partnering or Merging

A significant proportion of knowledge acquisition comes about through
partnering—that is, deep relationships with other organizations. Partners include
suppliers, distributers, competitors, and research organizations. Some alliances
and joint ventures with partner organizations are established with the explicit
objective of co-creating new knowledge; but much knowledge acquisition takes
place in partnerships where the focus is on ongoing manufacturing or distribu-
tion. P&G quickly realized the potential of the 50,000 R&D staff in its 15 top
suppliers. Several measures were taken to increase the number of joint R&D
projects with suppliers, including the development of a secure IT platform used
to communicate technology briefs (descriptions of what P&G is looking for) with
suppliers, and face-to-face meetings to improve relationships and strengthen
the understanding of the other’s capabilities. The effect was a clear increase in
the number of jointly staffed projects.86

One of the challenges in learning alliances and joint ventures is that they
may involve firms with competing interests, where parties strive to learn from
each other to improve their individual position. The NUMMI joint venture (in-
troduced in Chapter 4) formed between Toyota and GM in California more than
two decades ago is a classic example. GM’s aim was to learn about lean manu-
facturing from Toyota, whereas the Japanese firm wanted to learn about the US
market and gain experience in establishing and operating a local production
unit. Most observers agree that Toyota was the more successful of the two in this
“race to learn,” to a large extent because its HRM strategy and learning objec-
tives were fully aligned.87 We will discuss this critical issue in much more depth
in Chapter 12.

Outsourcing has become widely used in virtually all industries. However,
while most attention has been given to the outsourcing of support activities, like
accounting and customer service to India, companies also use contractors for
more advanced activities. For instance, over the last few years, original equip-
ment manufacturers (OEMs) in the mobile phone industry have invested in
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building their own product development capabilities, which they offer to
companies like Nokia and Motorola. The development of a new mobile phone
can be a complex process, involving an OEM, a specialized R&D company, and
several units from the mobile phone company. There are many technical and
management challenges in running such projects, but the first step should be
developing human relationships needed for the collaboration to run smoothly.
Another major task is how to capture the individual learning of the key people
involved in such partnerships, and translate it into organizational know-how
that can be conveyed to others.

Mergers and acquisitions (M&A) are the ultimate form of partnering. Acquir-
ing and retaining local knowledge are frequent objectives in cross-border M&As,
and therefore we will look at this in the context of managing post-merger integra-
tion, discussed in Chapter 13.

Playing the Virtual Market

The new technologies of the digital revolution allow us to link individuals and
organizations in all parts of the world in ways that were unimaginable before.
For example, firms can post a specification of what they are looking for on the
Internet, together with information about the reward that will be given to any-
one who comes up with a solution. In 1999, the CEO of a troubled Canadian gold
mine (an intensely secretive industry) decided to post all the geological data
about the mine on the Web, offering half a million dollars’ prize money to vir-
tual inspectors. The resulting ideas and gold discoveries catapulted Goldcorp
from a $100 million underperformer into a $9 billion juggernaut that is one of
the most innovative and profitable mining firms in the industry today.88

Companies can also issue more general calls for research projects. In 2008, HP’s
open innovation office announced a call for research proposals. It received more
than 450 submissions from 200 universities in 22 countries. Forty-one of those
proposals were funded.89

P&G has paid considerable attention to the question of how best to use the
“market” for knowledge acquisition. Together with other large corporations,
P&G has helped create firms specializing in connecting enterprises with tech-
nology problems with other companies, universities, labs, and individuals
who may be able to offer solutions. These market brokers can help write
technology briefs and facilitate the interaction between the corporation with
the problem and the organization or individual with the potential solution.
Market brokers often have a relatively well-specified scope of activity. P&G
works with NineSigma, which connects companies and organizations; Inno-
Centive, which brokers solutions to more narrowly defined technical prob-
lems; and YourEncore, a business that connects retired scientists and engineers
with client corporations.90

The challenges involved in the use of virtual cross-border teams and inter-
national alliances are amplified when playing the virtual market. The profes-
sional competencies and interpersonal skills of the people managing these
relationships are particularly important—they must be able to swiftly develop
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trust-based relationships with new partners. They also need to reach a shared
understanding of performance expectations and decide how they will work
together to reach their objectives. Aligning the reward structure is critical. With-
out incentives, knowledge will not flow in; but with too many incentives, some
talented individuals may decide that playing the market is more rewarding than
staying with the firm—which brings us to the problem of retention.

Knowledge Retention

While codified knowledge can be physically stored in databases and reports,
tacit knowledge resides in people. When individuals with unique and valuable
knowledge walk out the door, the company could be losing part of its competi-
tive advantage. What can the firm can do to discourage core tacit knowledge
from taking that walk?

There are three basic knowledge retention strategies. The first, which we
have already discussed, is to stimulate knowledge sharing among individuals
and units, so that the company is less dependent on a small number of people.
An obvious illustration of this is when people with unique knowledge are
approaching retirement91—but with increasing professional employee turnover
in most countries and corporations, knowledge sharing has to be encouraged on
a continuous basis.

A second strategy is to try to reduce employee turnover in order to avoid the
leaking of proprietary knowledge to competitors. We have discussed various
mechanisms for retaining employees earlier in the book. However, knowledge
retention should also be a factor when analyzing the effects of involuntary
turnover, during periods of recession, or when companies are considering relo-
cating operations.

When the price of oil reached its nadir in the late 1990s, many energy firms
responded by curtailing exploration activities and laying off experienced staff.
Less than five years later, when prices moved in the opposite direction, they had
to buy back the same skills from outside at a much higher cost. In some cases
they even had to forgo major opportunities, as they simply did not have a suffi-
ciently experienced workforce to manage the projects.

The third strategy is to invest in making tacit knowledge explicit. The Japa-
nese knowledge management scholar Ikujiro Nonaka calls this “externaliza-
tion.” He suggests that metaphors can help individuals to explain tacit concepts
that are otherwise difficult to articulate by conveying intuitive images that peo-
ple can understand.92 The explicit knowledge can then be codified and saved in
databases and the like, where they can be accessed after the people with the
embedded knowledge have left the firm.

The issue of repatriates illustrates all three strategies. Multinationals typi-
cally pay too little attention to how the organization can benefit from the knowl-
edge that repatriates have gained abroad. Many returnees are dissatisfied with
the career opportunities they are offered and begin looking for jobs elsewhere—
numerous studies show that a large percentage of international assignees resign
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shortly after returning home.93 Retention management94 is therefore part of a
successful approach to repatriate knowledge sharing. The receiving organiza-
tion must make sure that repatriates have opportunities to share knowledge by
appointing them to positions where they can work with others on issues related
to their experience, and by assigning them to relevant projects and committees.95

In some situations, reports and presentations can be appropriate tools for cap-
turing and sharing insights gained during overseas assignments.96

FROM IDEAS TO INNOVATIONS

In the two preceding sections, we have discussed internal knowledge transfer
and the acquisition of new knowledge from outside the company. Both activi-
ties are crucial for nurturing innovation in the multinational firm, as we saw in
the P&G case at the beginning of the chapter. In this final section, we take a
holistic perspective on the innovation process. We begin by pointing to the
paradoxical nature of innovation management in multinational enterprises,
then go on to discuss the location and staffing of R&D centers. We suggest that
there are stages in the innovation journey—initiation, development, and imple-
mentation or commercialization—that have different organizational and HRM
requirements.

Paradoxes in How to Encourage Promising Ideas

While there is little debate about how important it is to identify promising ideas
for subsequent development, doing so successfully on a global scale is far from
easy. Companies must be able to deal with several paradoxical challenges:

• Promoting unit diversity and standardization.
• Encouraging chance encounters and providing focus.
• Focusing on the hot spots of the industry and looking in surprising places.
• Having a culture of experimentation and of stretch performance goals.

Indeed, a quality associated with innovative organizations is called “ambidex-
terity,” namely the ability to handle paradox.97 Let us examine these four aspects
of ambidexterity.

Diversity and Standardization

Multinational firms, by their very nature, are exposed to a wide variety of dif-
ferent contexts. This diversity can be a source of new innovations if ideas with
the potential to be exploited elsewhere can be identified and developed further.

However, with the pressures for standardization in most multinationals to-
day, there is a danger that different organizational units may become more alike
in terms of their operations. Although this may improve interunit collaboration
and facilitate the sharing of knowledge, an unintended consequence is the loss of
variety that can be tapped for innovation. This observation builds on Weick’s
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model of evolutionary change, with its parallel to Darwinian evolution. Weick ar-
gues that a firm should allow for a maximum of variation—natural, unplanned
experimentation in its units—out of which will evolve the innovations that allow
the firm to adapt in the future.98 A certain degree of subsidiary autonomy helps
combat the natural tendency of organizations to standardize diversity out of the
picture. For this reason, knowledge management officers in corporations like
Shell see a close relationship with global diversity initiatives, including recruit-
ing outsiders into senior positions.99

Rather than trying to standardize everything, good ideas need to be cross-
pollinated across units. People need to learn about the ideas of other units and
engage in conversations that may spark new ideas. Strong social networks,
structural solutions, and corporatewide communities of practices can help
achieve such cross-pollination while simultaneously retaining a reasonable
level of subsidiary autonomy.

Encouraging Chance Encounters and Yet Focusing the Search

Innovation sometimes begins with random interpersonal encounters. The
weekend meeting in Honolulu is a legitimate way to bring people together in
the expectation that an exchange over coffee or dinner will spark an innovative
collective project. One study on the R&D activities of 32 multinational compa-
nies shows that the most successful R&D managers are those who meet face-to-
face with their geographically dispersed people at least twice a year.100

However, while some new ideas emerge through fortuitous encounters and
more or less by chance, companies such as P&G believe strongly in the value of
specifying what they are looking for. Thus, the company produces technology
briefs that outline the problem it wants to solve, and these are communicated
not only within the corporation but also to its network of partner organizations—
and sometimes to the world at large.

Another lesson that can be drawn from P&G and other companies that excel
at product innovation is the importance of having a profound understanding of
customer needs. Input from dissatisfied users can be the source of new ideas, and
many firms would benefit from improving the ways in which they collect con-
sumer complaints and analyze the data. For example, customer complaints for
one major Western airline are handled by a call center in India. A key task of the
managers at this center, who are experienced airline generalists, is to assimilate
the implications for marketing and operations in a monthly report that empha-
sizes necessary adaptation in processes and new opportunities for customer
differentiation.

Where to Look? The Hot Spots or the Unexpected Places?

It is almost a truism that companies need to be present in their industry
hot spots, along with the most demanding customers—where they can ob-
serve their competitors’ latest moves, where the most competent people tend
to congregate, and where the most advanced partner organizations can be
found.
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Firms tend to focus on following their most important business ventures, on
monitoring what their existing competitors are doing, and on satisfying their
largest customers. This also implies that they learn the most from them, which
at the end can make the company myopic. Clayton Christensen has forcefully
argued that companies pay too much attention to their “best” customers, re-
sulting in market leaders missing ideas from lower-end customers or new
competitors.101 By focusing only on the largest and strategically most important
alliances and acquisitions, firms forgo the potential novel and useful insights
that can be gained from businesses that may be less prominent.102

New ideas may emerge in surprising places. Consider Allianz, the German
insurance company. For many years the company had a subsidiary in Thailand,
a country that did not stand out for its innovativeness. However, as we describe
in the box “Innovation in Surprising Places: The Case of Ayudhya Allianz C.P.,”
a new management team managed to develop this subsidiary into a highly in-
novative unit. Several of the innovations developed in the unit were picked up
and developed further in other parts of the corporation.
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Innovation in Surprising Places: The Case of Ayudhya Allianz C.P.

Thailand is rarely seen as a hotbed of new
ideas. Observers have often noted that the
Thai culture is not open to innovation because
it is very hierarchical—power, symbols of sta-
tus, and authority are important. Individual
initiative is not expected, which is partly the
outcome of a school system that discourages
analytical skill and creativity in favor of mem-
orizing and rote learning. Hospitality, polite-
ness, and willingness to compromise are
deeply ingrained in the culture.103 In fact, Thai
employees rate the lowest on innovation
among Asia-Pacific countries.104

Nonetheless, Ayudhya Allianz C.P. Life
(AACP), the Thai subsidiary of the Munich-
based global financial services company
Allianz, transformed itself from an old-style
local insurance bureaucracy to one of the in-
novation leaders in the corporation.

AACP was formed in 2001 through a
merger of two existing joint ventures, with
Allianz obtaining full management control.
However, three years later AACP ran into a

deep crisis as a number of problems came to a
head—the consequences of volume-driven
growth, a portfolio built on unprofitable prod-
ucts, a powerful but out-of-control agency sys-
tem, unbalanced sales compensation, conflicts
in the management team—all of which re-
sulted in significant losses. The expatriate CEO
and several key local executives were forced to
resign. With a new leadership in place, the
company embarked on a dramatic overhaul,
with an emphasis on innovation at its core.

Historically, like most companies in Thai-
land, AACP did not have a strong culture of
innovation—there was no chance that an idea
would be listened to unless it originated from
a very senior executive or from the marketing
department. In addition, it was difficult to ob-
tain buy-in from others and to work across the
departmental silos, so many good ideas never
surfaced. But all of this changed within three
short years.

The organizational change initiatives in-
cluded the traditional levers in an insurance
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company—reorganizing the agency sales
force, restructuring the product portfolio, and
repositioning the brand. But they also in-
cluded people management changes, such as
redesigning the work environment, overhaul-
ing performance management and incentive
systems, and engaging employees in social
contribution projects. Some of these initiatives
dramatically challenged the way business
was done in the Thai insurance industry—
open floor seating, no formal dress code, hir-
ing of managers with consumer business
experience, the use of cross-functional teams,
and so on. AACP’s new management saw
building a culture of innovation as the key to
institutionalizing the necessary changes.

Examples of innovation initiatives in-
cluded brand building and services.

Brand Building

AACP launched a brand-building campaign
to change customers’ perceptions, to craft a
unique position, and to differentiate AACP
from its competitors. Instead of emphasizing
the negative side of life insurance—typically
associated with sickness, old age, and death—
AACP adopted the slogan “For the Rhythm of
Your Life” and created an entirely different
brand image—optimistic, energetic, friendly,
and hip. The slogan not only guided the
commercial advertising campaign but also ex-
tended to all aspects of internal company
communication, from office and entrance
decoration to new relaxation zones, and even
to some unusual locations. For example, a
colorful poster in the men’s lavatory, depicting

a young man with a musical score, urges,
“Release the unhappiness, and the moment of
happiness will follow.” Within a year, a much
stronger brand led to a nearly 40 percent
increase in sales.

Services

Two service innovations contributed signifi-
cantly to the bottom line. With its Prestige
Service, a personalized fast track for premium
customers, AACP successfully copied the air-
line industry, where first-class passengers
have a different experience of travel than
economy-class passengers while receiving es-
sentially the same core product. The Mobile
Medical Nurse Service allows potential cus-
tomers to take out life insurance without hav-
ing the hassle of going to a hospital for a
checkup—one of AACP’s nurses will travel
to their house or workplace to conduct the
examination.

By recognizing and mobilizing the latent
creativity of its employees, AACP achieved
not only a business turnaround but a funda-
mental transformation. However, success in
the local market is only one part of the story.
Many of AACP’s practices and approaches to
innovation management have also been
shared with other Allianz subsidiaries in the
context of the company’s global innovation
initiative. In 2008 AACP was recognized as
“the most innovative entity” in the Allianz
Group worldwide.

Source: Zalan, T. and V. Pucik (2009). “Ayudhya Allianz
C.P.: The i2s initiative.” Case study no. IMD-3-1968. IMD,
Lausanne.

Experimentation and Stretch

A firm’s values are extremely important for its innovativeness. It is crucial to cre-
ate a culture in which experimentation and entrepreneurship are encouraged,
and legitimate mistakes are not frowned upon. The impact of corporate role
models is significant. At 3M, a firm renowned for its track record of innovation,



virtually all senior line managers have pioneered successful innovations—and
also experienced dead ends along the way.

Several companies are famous for their culture of innovativeness. At
Google, a “70–20–10 rule” governs the ratio of company investment in its core
business, adjacent projects, and new ideas. This principle is extended to the way
in which technical staff are expected to divide their time: 70 percent on the main
task, 20 percent on related projects, and 10 percent on exploratory projects. The
rule sends a strong message to employees that they are expected to think out-
side the box, coming up with solutions to problems that may not even have been
recognized yet.

Stretch goals have a different quality than experimentation, but they may
also support the creation of new ideas. An excessively strong belief in the com-
pany’s current activities and products can be a formidable enemy of innovation
as it often produces a culture of complacency, contributing to a focus solely on
how to best exploit the current capabilities of the firm.

The Organization and Staffing of R&D Centers

The internal R&D organization forms the backbone for innovation in corpora-
tions. A distinction is often made between R&D units that focus primarily on de-
veloping new technologies and improving existing ones, and those whose main
task is product development. Nokia and Shell both make this distinction. Shell
has three central technical centers focusing on innovation and technology de-
velopment, two in Holland and one in Houston, Texas. The other 10 technical
centers focus on product development, marketing support, or specific technical
assistance for regional operations, located in places ranging from the United
Kingdom, France, and Canada to India, Qatar, and Singapore. Shell has invested
in developing a 3D virtual reality suite (built within its Second Life virtual
world) to enhance collaboration between units.

Just as the advent of the steamship and the telephone heralded a new era of
internationalization, so the digital revolution has contributed to globalization.
E-mail, videoconferencing, computerized databases, and electronic forums
have eliminated much of the distance that hindered collaboration and interac-
tion in the past. Or have they? Why are key employees at Microsoft located only
in the United States and, what is more, concentrated in Microsoft’s sprawling
campus at Redmond, outside Seattle? Why does Cisco still locate some 15,000
people in lookalike buildings in crowded and expensive San Jose in the heart of
Silicon Valley? Why, if distance is dead, do these leading advocates of virtuality
still have a high degree of co-location?

The answer is that while the digital revolution may have reduced dis-
tance as an obstacle to information transfer, it has done little for the creative
recombination of divergent knowledge. Microsoft, Cisco, and other firms
know full well that knowledge, not information, is the source of their com-
petitive strength.105 Sharing tacit knowledge requires personal interaction;
innovation is above all a social process. Thus, despite all the technological
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developments and sophisticated communication tools that now exist, dis-
tance is far from dead. Research indicates that while inventors are more
linked with other parts of the world through travel and the use of informa-
tion technology, the clustering of people who work closely together is just as
important now as it was in the past.106

The importance of close interpersonal collaboration can also be seen within
Shell’s R&D organization. The company has entered into a partnership with the
State Key Laboratory of Coal Conversion in Taiyuan, China. The partnership
was prompted by Shell’s interest in understanding better the challenges facing
China, and by China’s interest in Shell’s coal expertise. Several projects have
been chosen for collaboration, with Shell sponsoring doctoral and postdoctoral
research. Chinese researchers are also working in Shell’s laboratories in Ams-
terdam, and Shell staff are working in the Chinese facilities.

But where should a multinational firm establish a particular R&D or prod-
uct development center? One thesis behind global innovation is that a firm
should put the right people where the uncertainties are—where the need for in-
formation collection and processing is the greatest.107 If a company is in an in-
dustry where consumer tastes change frequently and are difficult to assess, key
people should be located locally, close to the customer. If the firm is in an in-
dustry dominated by technological changes that are driven by a “Silicon Valley,”
the R&D function should be located there.

Most large corporations today carry out extensive R&D activities outside
their home countries. A 2008 study by the consultancy Booz & Company
revealed that the top 80 US corporate R&D investors spent US$80 billion (out of
a total $146 billion) abroad; the top 43 Japanese firms invested $40 billion (out of
$72 billion) overseas; and the top 50 European multinationals spent $51 billion
(out of $117 billion) outside the European continent. China and India have
become favorite destinations for R&D investments in the 21st century, with
83 percent of new R&D sites established in these countries.108

These investments have partly been made for cost reasons but also, as we
have already pointed out, to gain access to local talent, to learn more from and
about these markets, and to leverage that skill and knowledge to drive global
innovation. For instance, HP’s R&D unit in Bangalore, India, does most of the
computer unit’s work on user interfaces for keyboards. Because of the multi-
plicity of languages in India, researchers there are best suited to work on this
type of problem.109 Nokia in turn learned that Indian customers often share a
mobile phone, leading them to develop software allowing multiple phone
books on the same handset—an idea that was subsequently brought to Western
markets.110 Within Toyota, units have been established in Thailand, India, and
China to develop affordable cars for the local markets. China has become a cen-
ter for Nokia’s development of new inexpensive mobile devices and Chinese
language applications.

The Booz & Company study concluded that multinational companies with
a global approach to R&D performed better than those concentrating their
research in the home market.111
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Stages in the Innovation Journey

Much of this chapter has dealt with how international firms can manage the ini-
tiation phase of the innovation process. We have argued that this requires an un-
derstanding of the paradoxes relating to ways in which the company can
encourage the emergence of new ideas. We have also discussed at length how
firms can access new knowledge from external sources and share that knowl-
edge across units. Let us now turn to the development and commercialization
phases of the innovation process.

Sometimes the three stages of the innovation journey—initiation, develop-
ment, and implementation or commercialization—reiterate in cycles. Thus an
innovation may go through a cycle of initiation, development, and implemen-
tation the departmental level, then a cycle at the subsidiary level, and afterward
at the global level. However, in multinationals the trend is toward faster inno-
vation processes with fewer iterations across different hierarchical levels. The
important element is speed of response to an innovation opportunity.

The three-stage model of the innovation process corresponds in many ways
to how Doz, Santos, and Williamson present the “metanational” corporation
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The Metanational

Almost all multinationals have grown from a
home country base to which they have a 
deep-rooted attachment. Doz, Santos, and
Williamson argue that we are seeing the emer-
gence of a new type of organization that goes
beyond national borders—the metanational
corporation. The metanational has broken free
of geography and builds competitive advan-
tage by discovering, accessing, and leveraging
knowledge from many locations around the
world. The world is a global canvas dotted
with pockets of technology, market intelli-
gence, and capabilities to be tapped. So a
metanational organization entering the Internet-
based private banking industry would find its
expertise on financial markets in New York,
its understanding of private banking cus-
tomers in Geneva, and its know-how on Inter-
net banking in Sao Paolo (where Bradesco and
other Brazilian financial service firms pio-
neered Internet banking long before others).

Metanationals are often born in the wrong
place, which (if they are to be successful) forces
them to tap into knowledge elsewhere and to
think beyond national boundaries. Nokia (mo-
bile telephony) was born in Finland; Acer
(computers) in Taiwan, far from Silicon Valley;
STMicroelectronics (semiconductors) has its
roots in Italy and France.

Doz, Santos, and Williamson argue that
successful international firms like these meta-
nationals in the global knowledge economy
must excel in three different capabilities: sens-
ing, mobilization, and operationalization.

Sensing

They must sense new knowledge faster and
more effectively than their competitors. This
requires the following capabilities:

• Prospecting capabilities—the predisposition to
prospect for emerging pockets of innovative
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technology and new market needs. This al-
lows companies to anticipate emerging
hotbeds of relevant knowledge ahead of
competitors.

• Accessing capabilities—the ability to plug
into innovative technology and new market
needs through networks of relationships
with foreign customers, suppliers, distribu-
tors, universities, and technical institutes.
This provides access to emerging pockets of
relevant knowledge.

Mobilization

They must mobilize dispersed knowledge to
innovate more creatively than their competi-
tors. This requires the following capabilities:

• Moving capabilities—an effective process for
setting up “magnets” that can identify and
move globally dispersed knowledge so that
it can be used for innovative problem
solving (for example, projects undertaken
to serve global customers or to build global
product or service platforms).

• Melding capabilities—a capability to meld
knowledge about new technologies and

novel customer needs from diverse sources
into coherent innovations, overcoming the
problems associated with recombining
complex knowledge and integrating it into
solutions.

Operationalization

They must operationalize innovations more
efficiently than their competitors. This re-
quires the following capabilities:

• Relaying capabilities—an ability to transfer
newly created solutions into the day-to-day
operations that underpin the supply chain.

• Leveraging capabilities—the capability to
leverage innovations across global cus-
tomer segments or applications and to de-
velop an efficient supply chain through the
flexible combination of operational strengths
from different sites. These may be estab-
lished sites in an existing network of opera-
tions or sites operated by a partner.

Source: Adapted from Y. Doz, J. Santos, and P. Williamson,
From Global to Metanational (Boston, MA: Harvard Busi-
ness School Press, 2001).

that excels in managing knowledge and innovation on a global scale.112 The box
“The Metanational” provides a brief summary of their influential work.

Picking and Supporting Winners

Compared to the idea generation stage, the development stage requires more fo-
cus and direction. The enterprise needs to concentrate on spotting and selecting
viable innovations among the initial ideas, nurturing them, and then retaining
and building on those that are successful. Consequently, firms need to create an
environment that supports both the divergent processes that induce a healthy
proliferation of ideas and the convergent processes through which options are
narrowed, resources are channeled, and implementation is undertaken.113

There is a great deal of hyperbole suggesting that “hierarchy is the antithesis
of innovation.” But things are not as simple as that. Hierarchical processes are
necessary at particular stages in the process of innovation—when projects reach
the development stage, corporations need to run a tight ship, with appropriate
screening processes to channel sufficient funding to the most promising projects.



Innovation experts argue that the biggest challenge is for firms to make an
early decision about which ideas to kill. GE’s head of research finds this to be
his toughest task: “Like a dog with a bone, people don’t want to give them
up.”114 In multinational corporations, screening project ideas means maintain-
ing a healthy balance. On the one hand, there is a danger of flooding the orga-
nization with too many initiatives of unclear value and doubtful connection
with corporate initiatives (a frequent danger in companies with a high degree of
local autonomy). On the other hand, there is the danger of killing potentially
successful projects because they are perceived as too risky or too far from the
current strategy.

Multinationals have experimented with different organizational solutions
to the problem of how to convert ideas into products that then can be imple-
mented throughout the firm. Ideas that ultimately become products usually re-
quire different inputs and perspectives, and ensuring that this happens is part
of the development process. People’s minds are filled with innumerable creative
ideas, but any revenue-generating innovation (whether it is an incremental
improvement, a new product, or a new technology) is the result of the combi-
nation of knowledge. This integrative ability is one of the foundations of com-
petitive advantage.

A common problem at the development phase is that the new ideas do not
receive enough financial and managerial support to ensure that this combina-
tory process takes place. The person in charge of a business unit may feel that
the project takes too much time and money away from current operational
demands. If another project is already under way, the new proposal may face
budget constraints as well as resistance from people championing the other
project. Several multinationals have therefore set up separate funds to finance
promising ideas. The box “Shell’s GameChanger” describes the rules under
which such units may operate.

In short, Shell’s GameChanger scheme aspires to provide a sheltered zone
where an idea can be developed, tried, and improved upon. If it is seen to work,
it can be commercialized within the Shell organization or become an independ-
ent new business.

Many other companies have established mechanisms similar to the
GameChanger as a key element of their innovation management. P&G has a
four-step model where it reviews ideas at project establishment, continuation,
capital investment, and progression to market stages. Each stage has explicit
go/no-go criteria.115 The teams or panels used by Shell, P&G, and others to eval-
uate project ideas consist of executives and professionals from different func-
tions (R&D, production, marketing, etc.) and are staffed by people with a wide
range of competencies and experience, representing units from different parts of
the world.

Commercialization

The process of innovation over time can be viewed like an hourglass—initially
divergent and global, then convergent and more local (possibly with strong
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Shell’s Gamechanger

The GameChanger screens early innovation
ideas submitted by Shell employees and ex-
ternal sources. The objective is to encourage
entrepreneurs to develop their ideas into a
product that can be introduced to the market-
place. Specifically, Shell looks for innovative
ideas that address a demand or significant
problem in the energy industry, with the po-
tential to “change the game.” Ideas can range
from new oil exploration techniques to im-
proved production tools or new forms of
energy. Shell can serve as an “angel investor,”
and the company regularly invests up to
$100,000 in ideas.

The first step in entering the Game-
Changer process is submission of a short
description of the idea on the dedicated Web
site. A selection panel formed by a group of
full-time Shell professionals with diverse
backgrounds in the energy industry assesses
all proposals. There are three different steps in
the review:

1. Pre-screening: If the person submitting the
pro-posal is an entrepreneur from outside
Shell, a member of the panel will contact
the entrepreneur after the initial assess-
ment to allocate a Shell technical counter-
part with whom to work. The Shell
employee will serve as a “co-proponent”
of the idea and help the entrepreneur
through the screening process.

2. Screening panel: The screening panel
consists of any two members of the
GameChanger team, who will listen to a
presentation of the idea. The panelists con-
sider its merits and decide within 48 hours
if the idea has the potential to mature into

a GameChanger project. If this is the case,
the entrepreneur will be invited to prepare
a more detailed presentation for an ex-
tended panel.

3. Extended panel: The extended panel, con-
sisting of three members of the Game-
Changer team and at least three non-team
experts, reviews a presentation of the pro-
posal and preliminary work plan. The
GameChanger panel then decides, in prin-
ciple within 48 hours, whether to go ahead
and fund the development of the idea. If
funding is awarded, it usually has a time
span of two to three years. At agreed
tollgates, progress and continuation are
discussed with proponents and panel
experts.

The GameChanger panel supports proj-
ects deemed to have the potential to have a
significant impact on the profitability of a
business, or to open up growth opportunities,
through to their proof-of-concept stage. If
proof-of-concept is reached successfully, there
are three potential forward paths:

1. Proprietary: The project graduates into
Shell’s internal R&D funnel or another
Shell business.

2. Licensing: The idea is licensed to a tech-
nology provider other than Shell. This
usually happens when complementary
capabilities are required to develop and
deploy the idea.

3. Venturing: A new company might be set
up to commercialize the idea.

Source: www.shell.com.



international links and tight control), and finally returning to divergence and a
more global focus.

The hourglass metaphor was based on a study of innovations in leading
Swedish multinationals. In the exploratory sensing stage, there was a great deal
of room for local initiative, tapping into collaborative external networks (uni-
versities, conferences), while patterns of communication were a blend of elec-
tronic media to exchange scientific or technical information and occasional
face-to-face meetings. This changed at the development stage. Work became
more internally focused and local, with clear responsibilities assigned to partic-
ular units. Communication was more intense and face-to-face, facilitating the
sharing of deep tacit knowledge. As the project reached the commercialization
stage, the orientation broadened once again—local trials were undertaken, and
people were encouraged to participate in appropriate conferences. There was
now much wider circulation of information via phone calls, e-mail, and per-
sonal visits.116

There are many examples of the challenges involved in diffusing innova-
tions within multinational corporations. After P&G’s successful launch of its
Pampers disposable diapers in Germany, it took the company five years to in-
troduce the product in France, allowing Colgate-Palmolive to enter the market
with a similar product that gained dominant market share.117 The challenge in-
volved in commercializing innovations around the multinational firm are in
many ways similar to the challenges associated with knowledge sharing. There
can be strong not-invented-here symptoms. Innovation champions with corpo-
rate clout and extensive social networks within the corporation can help pave
the way for global rollouts of new products and processes.

Probably the main way to facilitate implementation is to make sure that the
units that will be crucial for the commercialization are involved in the innova-
tion process at an early stage. This will enhance their psychological ownership
of the product, technology, or process that is being developed. It also means that
early feedback about the emerging innovation can be obtained from a wider
range of sources (such as subsidiaries from different countries and people re-
sponsible for production or marketing) at the development phase.

DUALITIES OF EXPLORATION AND EXPLOITATION

The fact is that big, complex global organizations have difficulty with innova-
tion. As Kanter notes, it is like teaching elephants how to dance.118 The biggest
problem is not that multinationals do not know how to be innovative—it is
that the properties needed to be innovative are the opposite of those needed
to be successful in exploiting what they are doing well today. This is just one
of the many paradoxes in the domain of global innovation and knowledge
management.

Effective knowledge management is important both to exploit existing
capabilities on a global scale and to explore new ideas that can be developed into
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tomorrow’s product and service offerings. While both exploration and ex-
ploitation are needed, finding a balance between the two is challenging.119

Companies easily fall into the trap of focusing too much on one at the expense
of the other, one of the many dualities that firms are facing.

We have considered many other dualities in this chapter—combining net-
work modes of operating with structural modes, collaboration versus competi-
tion with other companies, and inside versus outside orientation. Let us address
two additional paradoxes that we have not yet explicitly mentioned—the trans-
fer paradox and the evaluation paradox. The transfer paradox argues that the
most valuable knowledge—complex and contextual tacit knowledge—is also
the most sticky. Sticky knowledge is expensive and difficult to transfer within
the multinational, requiring linking mechanisms that build on face-to-face rela-
tionships. The evaluation paradox holds that this same tacit know-how is also the
most difficult and expensive to evaluate and assess. And there are additional
paradoxes. For example, it is clear that external contacts in communities of prac-
tice can facilitate new knowledge (the bridging of nonconnected networks by
boundary spanners in social capital theory). On the other hand, research also
shows that too strong an orientation to external knowledge sources leads peo-
ple to miss deadlines.120

Organizing for innovation means managing the tensions that underlie
such dualities. This is a theme running through this chapter, because, as Van
de Ven and colleagues noted, “. . . contradiction and nonlinearity may be in-
herent in most innovative undertakings. As a consequence, the central prob-
lem in leading the innovation journey may be ambidexterity, the management
of paradox.”121

The innovation process involves alternating cycles of divergent and con-
vergent behaviors—exploring new directions alternating with focused pursuit
of a given direction; building new relationships alternating with execution
through established networks;122 leadership that encourages diversity alternat-
ing with focused leadership guided by goals and consensus. Innovation is a
type of exploration—there is a trade-off between a focus on exploration and on
exploitation, between tomorrow’s profits and those of today.

Many studies have described the overarching quality needed for innovation
as the ability to operate “on the edge” between order and chaos. Eisenhardt and
Brown found that successful firms in highly competitive computer markets em-
phasize “semistructures” as well as improvisation, combining limited struc-
tures (priorities, accountability) with extensive interaction and the freedom to
improvise.123 And these firms constantly link time frames, focusing on both
present and future. They do not rely on a single plan or scenario, nor are they
merely reactive—they constantly use low-cost probes such as experimental
products, alliances, consultation with futurists, and incessant feedback to test
how the future is emerging.

Strong, cohesive social ties may promote a climate of trust and cooperation,
acting as a defense against opportunism and self-interest. But if the social ties
become too strong, the group runs the risk of becoming inward-looking and
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rigid. Galunic and Eisenhardt put it well when they observe the tensions that
highly adaptive organizations have to balance: “modularity and relatedness,
competitiveness and cooperation, and order and disorder . . . the simultaneous
presence of competing tensions is an important motor of adaptation within or-
ganizations in rapidly changing markets.”124

The management of knowledge and innovation on a global scale is clearly
a tough challenge, with numerous HRM implications. Companies need to re-
cruit and select employees bearing in mind the acquisition of valuable external
knowledge. They also need to socialize new employees to make sure that this
knowledge is shared across units. Training and development should enhance
the innovative ability of the firm—as well as the ability of people to deliver on
their commitments today. Performance management systems and compensa-
tion schemes have to encourage both exploration and exploitation. Firms that
can master such human resource management challenges will achieve a com-
petitive advantage that will be difficult to match.

TAKEAWAYS

1. One of the key challenges for multinational firms is striking a balance
between exploiting existing competitive strengths and exploring new areas
of future growth.

2. The ability of the multinational to share knowledge internally is a crucial
source of competitiveness. The degree of knowledge sharing depends on
the ability and willingness of the sending unit, the motivation and ability
of the receiving unit, and the suitability of the mechanisms (channels) used
to share the knowledge.

3. To stimulate worldwide knowledge sharing, it is necessary to provide
information about where the knowledge is; to design appropriate
structural mechanisms and social architecture to support sharing; and to
reinforce the culture of sharing through talent management, performance
management, and incentive systems.

4. Three organizational configurations can be found in professional service
firms, with corresponding implications for their approach to global
knowledge management—client-driven, creative problem solving, and
solution adaptation. Each configuration is associated with a different
orientation to HRM.

5. Acquiring new knowledge from external sources requires investment
in scanning on a global scale; a focus on partnering with customers,
research labs, and other organizations; and an ability to use the open
virtual market to identify complementary knowledge and promising
ideas.

6. The tacit knowledge that is embedded in people can be retained by
increasing knowledge sharing, through reduction of employee turnover,
and by investments in making tacit knowledge explicit.
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7. The process of innovation in a firm can be divided into three stages—
initiation, development, and implementation or commercialization.

8. The innovation process over time can be viewed like an hourglass—
initially divergent and global, then convergent and more local (possibly
with strong international links and tight control), and finally returning to
divergence and a more global focus.

9. Linking people is crucial for fostering innovation. This is easiest when they
are colocated and have strong social relationships.

10. A striking characteristic of global innovation and knowledge management
is the need to manage paradoxes and tensions.
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CHAPTER 11

Facilitating Change in
Multinational Organizations

Managing The Tensions of Change at MedPharm

MedPharm is a German subsidiary of a leading US pharmaceutical company that
develops and manufactures active pharmaceutical ingredients for the parent com-
pany and other customers.1 Under the leadership of a charismatic founder, Med-
Pharm pioneered the development of new complex drug compounds, but to finance
expansion, the German founder sold the firm to the American corporation in the
1980s. Today MedPharm has five production sites around the world, two in the
United States, and one each in Germany, Switzerland, and the United Kingdom.
Plants were initially largely autonomous, making products not only for the US par-
ent but also for other firms. However, since the mid-1990s, under some pressure from
the US, coordination among plants has increased, mainly to exchange know-how
about manufacturing methods and quality. The result was effective low-cost opera-
tions worldwide, as well as greatly enhanced customer focus.

As its pipeline of blockbuster drugs began to dry up, the parent firm embarked
on an aggressive growth strategy involving R&D investment and partnerships, with
targets to increase overall capital efficiency by 20 percent. This led the newly pro-
moted general manager of MedPharm, along with his global pharma division boss
and the corporate director of corporate planning at the parent headquarters, to ini-
tiate a project to explore its future opportunities.

The outcome was a new MedPharm vision—to become the main supplier of
chemicals to the parent company. It would involve outsourcing the manufacturing
of simple compounds to other partners, including low-cost but technically
competent Chinese firms, so that MedPharm could focus on complex, high-value
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compounds. It would also mean taking the responsibility for managing the rela-
tionships with other external suppliers of chemicals, and strengthening R&D collab-
oration with the US parent firm. Managing all this would require the development
of a strong global supply chain management capability.

A team of 50 managers, almost all from the German headquarters and US
parent, was set up to detail this strategy, and divided into four working groups, in-
cluding one focused on the supply chain. These groups presented their recommen-
dations to top management and all managers, including those from the plants and
countries, at a three-day working conference in Milan. There was polite resistance
from many in the room, including some “heavyweight” plant managers, who saw
the new vision as an attack on their autonomy and a progressive takeover by the
American parent. However, opponents were firmly told to play ball, and a new
global supply chain function was created. Each plant appointed a key manager to
this function with the mandate of aligning the existing supply chain process with
the yet-to-be-developed global supply chain platform and underlying IT system.

Eighteen months later, planning began for a follow-up conference to take stock
of progress. MedPharm results continued to be good, and costs continued to decline.
But, in the eyes of the general manager, progress on building the global supply chain
had been frustratingly slow. “People simply aren’t working as a global leadership
team,” he said. “The results these last few years have been good, but that is irrele-
vant. Our managers are not yet used to taking a global perspective in addition to
their local responsibilities.”

Some of the plant managers and supply chain managers commented that, with
conflicting priorities, one had to be realistic about time horizons for the supply chain
project—attention had to be paid to shortening cycle times in the factories, to stay-
ing ahead of the changing regulatory environment, and above all to guaranteeing se-
curity of supplies to customers. Afterall, MedPharm was able to manage the current
supply process in the traditional way. While a justification for the global supply
chain platform was the planned growth in new products and compounds, many felt
skeptical about this growth, pointing out that only one major new product had been
introduced over the last five years. There was an underlying feeling out in the plants
that the global supply chain project was part of growing movement toward central-
ization and bureaucracy that would undermine the entrepreneurial spirit that had
always been a key to MedPharm’s success. The project was seen as part of a dan-
gerous Americanization of the company that should be resisted.

Some who had witnessed periods of centralization in the past felt that this one
too would eventually blow away. They were already used to fighting battles with the
parent over capital expenditure—this was just another battle to fight. And with
the incessant pressure to cut costs, there were no spare resources and people to invest
in the supply chain project—the returns on which, in any case, seemed uncertain and
unclear. There had been many meetings about this, but as one director commented,
“Consultation is part of our culture, which means that we have too many meetings.
But decisions aren’t taken in our culture until they are implemented.”

Meanwhile, the frustration was growing at the parent headquarters, particularly
in the IT and finance functions. From their perspective, MedPharm continued to
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optimize each site and neglect the whole. The corporate vice presidents were putting
pressure on the MedPharm general manager. “I thought we had agreement on the vi-
sion, but there’s no sense of urgency,” commented the corporate vice president for IT.
“MedPharm keeps pushing back and putting off the development of the global plat-
form.” Others at headquarters hinted jokingly that it might be tempting simply to sell
MedPharm to the Chinese—things might be more straightforward if they were dealing
with an external supplier.

Given these conflicting pressures, and with the follow-up conference scheduled
to convene in 10 weeks, the MedPharm general manager gave his head of strategy
and business development and the HR director the task of developing a plan to re-
solve the stalemate.

OVERVIEW

Agreeing on the need for greater global integration is one thing, but imple-
menting such a decision is another. MedPharm had a clear and well-planned
strategy, but local managers far from headquarters were not convinced of the ur-
gency or importance of a global process to manage the supply chain. The Med-
Pharm case shows that the implementation of strategy and business plans is
largely a question of managing change, and that one of the biggest HR chal-
lenges in multinational firms is supporting effective execution.

This chapter is divided into three sections. In the first part, we take a macro
view of the dualistic organizational change process in multinational firms that
leads step-by-step over many years to the transnational organization. We look
at the dynamics of the change process from two different starting points: (1) the
multidomestic organization that needs to move in the direction of more global
integration; and (2) the home country–centered meganational that must foster
greater local responsiveness and variation. The key challenge in both cases is
managing cycles of alternating focus on global efficiency on the one hand, and
global coordination on the other, preventing excessive and disruptive swings
between one extreme and the other. This involves careful steering between du-
alities, as our basic framework of the three stages of HRM suggests.2

The next part of the chapter considers the challenges of executing and im-
plementing strategies and business plans in the international corporation. Exe-
cution depends on both analysis and acceptance of the decision. We concentrate
on the latter—how to build acceptance of decisions in a multinational organiza-
tion where those decisions involve sacrifice, hardship, loss of power, and even
loss of jobs. Here we build on a framework for understanding the management
of change that has been validated in many organizations across a variety of
cultures—procedural justice or fair process. We spell out some of the lessons
with the help of a five E framework—engagement, exploration of options, explana-
tion of decisions, setting clear expectations, and evaluation of outcomes. We con-
clude this part by discussing those key facets of change management that are
particularly important for HR managers in their change partner roles.
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The pace of external change is increasing. In the final section of this chapter,
we discuss how multinationals can build strategic agility. This requires many of
the organizational qualities that we have discussed in this book. The key to the
development of the strategic agility that drives rapid and effective change is
people management.

THE ARDUOUS ROUTE TO TRANSNATIONAL ORGANIZATION

Although there is little research on the topic, our experience is that the route to
a transnational organization takes 10–25 years to travel, regardless of whether
the starting point is a multidomestic or a meganational organization.3 Why does
it take so long? Formal structures may change quickly, and processes may take
more time. But as we will see, it takes longer to change the skill sets of key
people, and even longer to change their mindsets. And this route is rarely a lin-
ear path—as we discussed in Chapter 1, it typically involves moving and shift-
ing in different directions.

There are different models of complex change processes—the evolutionary
model is one and the punctuated equilibrium model is another.4 The latter is
based on the notion of the importance of fit or coherence in organizations. Put
simply, organizations go through cycles of evolution (where tight coherence
develops) and revolution (where external change leads to radical reconfigura-
tion of fit). This frames theories of transformational change and has been used
to analyze how technological innovation leads to strategic, structural, and
organizational revolutions in industries.5

But a third spiral model of change and development captures better the dy-
namics of transnational organizational development in a world of dualities. For
example, a management team may recognize the importance of developing
functional excellence. But it also knows that functional excellence, if taken to ex-
tremes, can lead to pathologies—rivalry over resources and slow decision mak-
ing. At the first sign of such symptoms, attention therefore turns to building
cross-functional teamwork . . . but with the awareness that this can lead to low-
ered functional excellence if taken too far. In spiral development, the priorities
shift back and forth between functional orientation and teamwork, between lo-
cal and global, gradually developing layered capabilities that are difficult to im-
itate.6 There is always the danger that the spiral development will become a
dysfunctional pendulum with excessive swings—sometimes paralyzing the or-
ganization, as we saw earlier in the case of ABB.

Many authorities on change believe that the spiral model, which creates vir-
tuous circles if well managed and vicious circles if the cycles oscillate too far—
is a better image of complex change processes than that of transformation or
“changing A into B.”7 In Figure 11–1, we show the hypothesized spiral change
path as a multidomestic organization gradually moves toward becoming a
transnational over an extended period of time, taken as 20 years for illustrative
purposes.
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Complex change processes depend on a starting point. In organizational
theory, this is known as path dependence—the history of a firm cannot be
ignored when assessing the change route it should take. For example, faced with
the necessity to respond to a change in basic technology, an enterprise that has
been thriving is likely to respond in a different way from an enterprise that is
already in a state of crisis.8

The context and orientation of change for corporations with a heritage of
local responsiveness is quite different from those whose starting point is global
integration. Consequently, we will discuss these change paths and dilemmas in
“going transnational” separately.

Spiral Evolution of the Multidomestic Organization

Let us start with the change path of an organization that has grown successfully
through a multidomestic strategy of local responsiveness. It now finds that com-
petitive forces demand a greater degree of global integration to enable further
growth and to ward off low-cost rivals. The consolidation of multiple small-
scale manufacturing or engineering facilities around the world may be required
to gain economies of scale and to speed up responsiveness to technology
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change. Greater standardization of processes is needed to lower cost and avoid
duplicating initiatives. Slowness in leveraging knowledge across borders means
that the firm is losing markets to more nimble competitors, so the traditional
silos have to be broken. As with MedPharm, there is a need for a global process
to manage a more complex chain of internal and external suppliers across a
wider range of products. Time-based competition pushes for strategic integra-
tion of development and marketing processes to speed up time to market across
the world.

This has been the situation for many firms in industries that historically
focused on staying close to local markets, such as those producing consumer
goods—Nestlé, Johnson & Johnson, and Colgate are among myriad examples.
It is also the case for firms in other industries that grew successfully by repli-
cating core technology in multiple markets, and then found that technologies
were changing (Kodak and Philips in the 1980s and 1990s; or, more recently, the
music distribution industry following the impact of Internet distribution on
compact disk sales).

If a senior executive or the top HR officer of a corporation in this situation
were asked for advice on an appropriate change strategy, how should she or he
respond? Ghoshal and Bartlett suggest plausibly that there are successful and
less successful sequences of steps.9 Their model of the change process is shown
in Figure 11–2. This is based on the simple observation that the performance of
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a complex corporation depends on two factors the performance of the indi-
vidual units (subsidiaries, businesses, countries) and the level of integration
and in particular coordination across those units. These are the two axes in
Figure 11–2.

Most multidomestic companies face a portfolio of subsidiaries at different
starting points, located in different quadrants of the figure, though mostly
somewhere in quadrant 1, in a state of satisfactory underperformance. There
may be a few strongly performing units that may jealously guard the inde-
pendence that their results provide (quadrant 2). In the multidomestic firm,
there is also a clear lack of linkage, leverage, and coordination across these
units.

The direct transformational route to quadrant 4 in Figure 11–2—high unit
performance and high integration—may be appealing. But the researchers sug-
gest that this is too ambitious. For example, for over a decade, Philips aggres-
sively pursued synergies and integration, assuming that this would address the
underperformance of subsidiaries or divisions—but without much success. The
contradictions were too complex, resulting in confusion. It was difficult to inte-
grate operations that were struggling with their own individual performance
problems. Ghoshal and Bartlett note that Philips managers concluded skepti-
cally, “Four drunks do not make an effective team.”10 Others have argued co-
gently that the attempt to pursue synergies does not usually succeed under
these circumstances—one of the reasons why “synergy” has become a concept
full of disappointment.11

Ghoshal and Bartlett argue that a sequenced or spiral process of change is
more effective. Global rationalization should be the initial step. GE was an ex-
ample when it set out to become number one or two in each of its businesses,
with clear accountability for results and common performance processes.12

The focus in rationalization is on performance management, common metrics,
and economies of scale. The phase of rationalization is then followed by a fo-
cus on integration—breaking down the boundaries between units, fostering
the sharing of know-how and cross-boundary projects, as GE did, with its
drive to build a “boundaryless” learning organization, and as happened at
MedPharm during the last decade. That integration may be facilitated in turn
by structural change, with the aggregation of local units into regions (dis-
cussed in the next section), which will facilitate further integration. Or, as at
MedPharm, attention may focus on introducing a key global process, such as
a global supply chain.

Steering to Avoid Organizational Pendulums

The process of change leading to transnational organization is likely to follow al-
ternating phases of attention to unit performance followed by attention to inte-
gration and coordination. Nestlé has followed this path—in 2002, top
management felt that they could not make further progress toward transnational
integration until a common, global, IT-based platform with standardized
processes for the enterprise had been created—hence the launch of the GLOBE
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project.13 The delicate steering task facing Chris Johnson, the Nestlé VP respon-
sible for GLOBE, was to introduce this global standardization without antago-
nizing regional and local business managers.

The managers of the most successful units are likely to resist what they see
as loss of autonomy, in their eyes a dangerous swing to centralized bureaucracy.
Faced with such resistance, corporate leaders are understandably tempted to
resort to strong-arm tactics that in turn confirm the worst fears of local managers—
the best of whom may be lured away to other opportunities. This may lead to
renewed concern about unit performance; so if the change is not managed well,
structures and processes oscillate wildly between centralization and decen-
tralization to the point of creating organizational paralysis.

Organizational steering means avoiding disruptive swings of the pendu-
lum. The metaphor of the navigator or helmsman of a yacht, which we intro-
duced in Chapter 2, captures this well—steering close to the wind and then
tacking back, taking currents and wind changes into account, to move the boat
toward the buoy in a series of smooth curves.14

Managers in the field will invariably experience the changes focused on
global efficiency as a shift to centralization, bureaucracy, and concentration.
Since they have to give up autonomy, and since their roles will change, resis-
tance is inevitable. This is what happened at MedPharm. Senior leadership paid
insufficient attention to building the commitment of key MedPharm managers
to the introduction of global processes. Although the plant managers were
members of the MedPharm executive team, they were certainly not committed
to vigorous execution. Change, as we will see later, involves both the head and
the heart. The plant managers may have accepted rationally the need for a
global supply chain, but emotionally they felt less commitment. As a result, they
proceeded with its implementation at a snail’s pace.

Local MedPharm managers had many overt reasons for proceeding cau-
tiously, of which the most important was the imperative of guaranteeing
supplies to local customers. However, none of the plant managers saw their
roles as satisfying today’s customers while simultaneously managing the global
change. The transnational change journey involves this vital but difficult change
in mindset, which in turn implies new skills. Instead, they repeated nightmare
stories from other companies about the problems of introducing global IT sys-
tems and frustrating customers, citing these as a reason for putting off collabo-
ration on the new global IT system (which would indeed cut out most of their
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. The local
MedPharm managers felt they could manage the new product pipeline with
existing methods; and they were not convinced that there would be enough new
pharmaceutical products to justify the need for the new global supply chain
process: “Why waste money when the benefits aren’t clear?” A final, more
emotional and unspoken argument was that the global supply chain meant that a
key function—IT—would be run from the United States. This was viewed as part
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of a progressive “Americanization” of the company that would undermine its
proud German roots. Stories of American IT managers who had never set foot out-
side their home states, and had no understanding of European needs, fueled this
resistance.

The consequence of the slow progress in building the global supply chain
was the increasing frustration of the American parent—“We had agreement
and now they are dragging their heels.” There was discussion about bringing in
the heavy guns of top management and either taking over the running of
MedPharm or using the threat of selling it off to a third party. As the MedPharm
experience shows, the failure to manage understandable local resistance leads
to a risk of overreaction toward centralization. A self-fulfilling prophecy can be
set in motion; when the headquarters takes over, the best locals will leave,
leading to a vacuum that reinforces central control, since it is unlikely that local
successors will have been prepared.

When a pendulum swings too far one way, the natural reaction is to correct
it by swinging it as far in the opposite direction. Instead of oscillations between
central influence and local initiative, there will be swings between centralization
and decentralization (terms that any smart organization will take pains to
avoid). A good illustration of this is the story of Coca-Cola in the box “When the
Pendulum Swings from Local to Global . . . and Back.”

The Arduous Route to Transnational Organization 441

When the Pendulum Swings from Local to Global . . . and Back

A striking case of the consequences of taking
successive strategies to extremes is Coca-Cola,
which expanded successfully through a mul-
tidomestic approach under Robert Woodruff
from the 1920s until the early 1980s.15 During
this period, more than a thousand local opera-
tions around the world were independently
managed and supported by Coca-Cola head-
quarters. Robert Goizueta’s strategy from 1981
until his death in 1997 was the opposite, seek-
ing out economies of scale and transferring the
American taste for soft drinks to the rest of the
world. Overturning the company’s multido-
mestic legacy, he imposed an unprecedented
degree of centralization and standardization,
led from the headquarters in Atlanta.

By the early 1990s, surveys showed that
Coca-Cola, now run as a well-oiled mega-
national, was the undisputed model for a

globalized organization. However, problems
with overcentralization were beginning to ap-
pear even before Goizueta’s successor, Dou-
glas Ivester, took over in 1997. Shortly
afterward, a sag in the world economy hit
Coca-Cola’s expansion, major markets took a
nosedive, regulators in Europe resisted the
company’s attempts to buy new brands, and
slow responsiveness to contamination prob-
lems in France and Belgium had a negative
effect on the company’s image. In two years,
its stock evaluation declined by US$70 billion
from its peak.

The board fired Ivester and brought in
Douglas Daft, who decided to take the orga-
nization back to the local roots of its past.
“Think local, act local” was the motto as
6,000 layoffs were ordered, mostly at the
Atlanta headquarters. Local executives were



Regionalization

With effective steering between local autonomy and global integration, this spi-
ral change path may lead to what we described in Chapter 5 as the differenti-
ated network organization. Lead countries emerge as centers of excellence in
specific businesses, taking the responsibility for each business’s global coordi-
nation. While some economies of scale may be built globally, it is more practical
to find others at a regional level.

It has been argued by Rugman that most of the world’s major corpora-
tions are in fact regionally oriented rather than global in their scope, and that
Friedman’s portrayal of the “flat world” of globalization is a distortion of
reality.16 Breaking the world into a triad of North America, Europe, and Asia,
most of the production and sales of Fortune 500 companies are overwhelm-
ingly in their home regions. Competition takes place principally within these
regions rather than across the globe.17 Rugman’s argument is that the concept
of “transnational” applies to only a small percentage of firms, the vast pro-
portion of multinationals being predominantly focused on a region or even a
country.

Indeed, the path to transnational development for multidomestic firms
often involves grouping small units into regions to improve coordination.18

These regions are typically formed on the basis of geographic proximity
(which corresponds broadly to other forms of proximity—cultural,
administrative, and economic).19 The regional headquarters usually assumes
two roles.20 The first is strategy development and implementation, closely linked
to the worldwide headquarters and involving budgeting and control, scouting
or local business development, intelligence gathering, signaling regional com-
mitment to internal and external stakeholders, and ensuring the attention of
the global headquarters. The second role is providing coordination and common
administrative services, more closely linked to local operations. This may involve
managing lateral interfaces, pooling resources to take advantage of regional
economies of scale, local benchmarking, and spreading best practices. In
the HR arena, the regional staff often assume responsibility for leadership
development.
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delighted but ill equipped to deal with the
sudden strategic reversal. Local advertising
campaigns, often poorly conceived, sprung
up around the world, and costs increased
faster than sales volume.

Daft was obliged to step down, and a retired
Coke executive, Neville Isdell, was brought
back to run the company in May 2004. His

publicly expressed views were that his prede-
cessors had “swung the pendulum too far over.”
Since then, Isdell has been trying to strike a
balance between reinforcing head office capa-
bilities while supporting more variation and
innovation at regional and country levels, par-
ticularly in big and highly competitive markets
like India and China.



The managerial approach to the region will vary with the structure and
degree of transnational development. As Lasserre and Schütte show, the regional
headquarters can manage its relationship with the national units in three differ-
ent ways—vertically, virtually, and horizontally.21 The relationship in the vertical
model is hierarchical, with local managers reporting to the regional leaders. This
facilitates rapid decision making and deployment of resources across the region,
which may be advantageous in certain industries, but at the risk of loss of local
initiative and entrepreneurship. A second model is that of a virtual regional head-
quarters, without a physical center or staff, relying on key local managers who
assume regional as well as local roles. GE had a virtual regional structure like this
in Europe and Asia for many years, and it can work well if there is a strong world-
wide corporate culture along with local managers who can perform well in the
face of considerable role ambiguity. Athird model is horizontal, similar to the virtual
model but with a physical regional staff managing lateral projects and coordina-
tion zones where it can add value. This allows local managers to retain clear ac-
countability but moderates their individualism. The horizontal coordination
may be weak (merely exchanging information), moderate (through a focused
committee), or strong (involving joint decision making via a council).

Changes in Managerial Roles

In a multidomestic organization like MedPharm, a key role is that of the country
manager, who often has full general management responsibility within the bounds
of targets and a strategy negotiated with headquarters. However, the country man-
ager’s role changes with transnational development. The general management
responsibility disappears, and it is replaced by more complex coordination de-
mands that require sophisticated leadership skills rather than simply the ability to
exercise authority. Specific role requirements vary. Sometimes the dimension of
resource coordination (of people and local suppliers) remains. Sometimes ambas-
sadorship toward local authorities and key external stakeholders is critical, as well
as certain legal responsibilities to represent the organization locally. If the move is
to a front–back organization, the role may shift to front-end customer responsibil-
ity, with the country manager essentially becoming the local sales and marketing
manager. When these shifts toward transnational organization started to occur in
the 1980s, there was a widespread view that the country manager’s role was no
longer necessary. But today companies recognize that this role can be important—
at least in large markets like China and India—although it now involves more
complex skills.22 Reality has become more differentiated—not every country needs
a country manager.

In the multidomestic firm, the career structure for local managers is relatively
transitive—people become bigger kings or queens as they move up in general
management. But the leadership career structure in transnational firms is much
more intransitive—the role of a country or regional manager requires quite differ-
ent skills than those of a local business unit manager. For example, new compe-
tencies are needed in coordinating without authority and in structuring important
but ambiguous strategic tasks. Although there is little research on the topic, some
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corporations believe that you cannot teach old country managers new tricks, and
the more successful they are, the more likely they are to resist; so new people must
be brought in.

A multidomestic industrial corporation we worked with decided to
strengthen international coordination by adding a virtual dimension to regional
committees. The roles of European country managers were matrixed so that
they would have horizontal P&L accountability across Europe for a lead prod-
uct, while retaining vertical responsibility for all products within their coun-
tries. A careful assessment led senior management to believe that managers who
had been in their country roles for three years or less would adapt with appro-
priate training and coaching, while those who had been country kings or queens
for more than five years would certainly resist. The change strategy was to put
pressure on the latter group for two years while preparing potential successors.
Two years later, five of the seven managers in this group were indeed replaced.

We remember a discussion with an Asian country manager in another
multinational corporation that had just changed to a front–back organization.23

This change meant that his role had shifted from being the P&L boss to becom-
ing in effect a local sales and marketing manager. Our man experienced the
change as a demeaning demotion rather than an opportunity to develop new
coordination and leadership skills. “Is this change permanent?” he asked. “Or
is it just one of those temporary organizational fads that will blow away?”
Having been convinced that the change was real and permanent, he became one
of a small minority of local managers in the firm who set out to adapt and de-
velop new skills. Four years later, he was promoted to corporate vice president,
heading up all front-end marketing operations across Southeast Asia.

Encouraging Subsidiary Initiative in the Meganational

Let us turn now to the different change path of the organization that has success-
fully grown through a meganational strategy of global integration. The home
culture dominates the company. The capabilities are located in the parent country.
Take as an example Intel, a typical meganational run worldwide out of its head-
quarters in California’s Silicon Valley. Until a few years ago, competing on
economies of scale and scope in R&D and manufacturing, Intel had a policy called
“Copy Exactly,” which discouraged experimentation at individual factories.
Engineers and technicians would painstakingly clone proven Intel manufacturing
techniques from one plant to the next—down to the color of workers’ gloves, wall
paint, and other features that would seem to have no bearing on efficiency.24

Today, the impact of competitive forces means that a higher degree of local
initiative is necessary for further growth, as many previously meganational
companies have experienced over the last 15 years. Markets around the world,
to which simple and standardized goods were once exported, became more
sophisticated, coming under attack from innovative local competitors. R&D,
with its complex interdependencies between disciplines and functions, could no
longer be located solely in the headquarters country. Strategic innovations
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originate less and less frequently at the center and more often in some lead mar-
ket elsewhere. So lead countries need their own R&D, and the relevant locations
for R&D departments may vary from one business area to another.

As multinational firms become increasingly dependent on local entrepre-
neurship, the process of encouraging local initiative involves careful steering to
avoid costly swings of the pendulum. If local units are suddenly given the
unconstrained right to do things in a local way and for local benefit only, as hap-
pened at Coca-Cola, wasteful excesses can be expected. The right to exercise
initiative has to be earned.

Astudy of 28 subsidiaries of multinational corporations in Ireland attempted
to map out the stages through which subsidiaries gradually evolve to become
full-fledged strategic centers that assume worldwide responsibility for a busi-
ness within a multinational.25 Foreign affiliates went through eight stages
following start-up. Their challenge in the early stages focused on fulfilling
the subsidiary mandate in a superior way. This allowed the subsidiary to take
initiatives—a product development opportunity, or an opportunity to expand
into a third market of marginal concern to the parent. If these projects were suc-
cessful, the subsidiary gradually assumed greater strategic importance in the
eyes of the parent. In time, some units became strategic centers and ultimately
the worldwide apex for a business. What is critical in this spiral path is the abil-
ity of the subsidiary to take developmental initiative at the same time as it
defends its credibility through solid performance on its core mandate.26

Transferring Capabilities

Most multinational corporations have developed their international operations
from the basis of a strong home country organization. Organizational capabilities
were first developed in the parent country and only then gradually transferred
abroad. It took P&G almost 100 years to make its first foreign direct investment
and Toyota three decades to establish its first manufacturing unit outside Japan.

Capabilities are complex bundles of skills, attitudes, and processes,27 and
they can be most carefully nurtured in the parent country. P&G had its research
labs in the US; Toyota’s production capabilities were all located in Japan; and
Hewlett-Packard’s product development capabilities were centered in Silicon
Valley. The box on “How Singapore Became HP’s Global Center of Competence
for Printers” describes some of the HRM challenges associated with the transfer
of capabilities to foreign units. These challenges are still relevant today, as more
and more multinationals relocate their manufacturing operations to low-cost
countries and transfer R&D capabilities to emerging markets.

Organizational capabilities are difficult to transfer because of their complexity—
a capability is a firm-specific, interwoven configuration of skills, in which it is im-
possible to separate the HR elements from the technical or managerial elements.
As a former director of research for IBM put it, “It is hard to transfer the full com-
plexity of a technology. . . . If the receptor knows very little, he can do very little
with even a simple idea, because he cannot generate the mass of detail that is re-
quired to put it into execution. On the other hand, if he knows a great deal and
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is capable of generating the necessary details, then from just a few sentences or
pieces of technology he will fill in all the rest.”28 Transfer is not a simple techni-
cal matter, since it involves learning and adapting knowledge to a new context.29
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How Singapore Became HP’s Global Center of Competence for Printers

A unit that started as an assembly outpost for
HP in Singapore in the early 1970s ultimately
took over global responsibility for HP’s com-
puter printers. The story of how this happened
illustrates the gradual transfer of organiza-
tional capabilities from the home country
headquarters to a subsidiary.30 Let us outline
the HRM challenges at each of four different
stages.

Stage 1

HP-Singapore began as the start-up phase of as-
sembly operations, when there was maximum
dependence on the home country. The HRM
challenges were those of the first stage, build-
ing foundations31—skills training and retention
management, managerial and supervisory de-
velopment, inculcation of basic organizational
values, such as maintenance norms, integrity,
and safety.

Stage 2

By achieving high productivity at low cost,
the Singapore subsidiary earned an exten-
sion of its mandate to cover adaptation of
the product to local markets, leading to 
full-scale manufacturing. Now the HRM
challenges shifted to the development of lo-
cal suppliers’ competencies and performance
management. Greater discipline had to be
instilled in areas such as quality manage-
ment, responsibility, cooperation, and weed-
ing out poor performers—also at supplier
firms.

Stage 3

After mastering the entire manufacturing
process, the subsidiary began to seek the right to
redesign systems (printers) for other Asian mar-
kets, such as Japan. Successful passage through
this critical stage depends on local development
of complex managerial and technical capacities
through advanced education of locals (at uni-
versities in the parent country), projects, sharing
best practices, and personnel transfers. Unless
the growing sense of local autonomy and initia-
tive is matched with a high degree of normative
integration (selection and development based
on shared values), it is not certain that this stage
will be successful. Indeed, HP-Singapore expe-
rienced various setbacks at this stage, which
forced the parent company to question local
competencies, although one can argue that fail-
ure is a necessary element of such learning.32

Stage 4

The Singapore subsidiary now assumed full
responsibility for product design, becoming a
global center of competence with peer rela-
tionships between parent and subsidiary. In
the transition to this stage, HR attention
should be focused on global projects that
transfer competencies in reverse (from the
subsidiary to the headquarters), developing
matrix roles and responsibilities, facilitating
employee mobility, and building social capital
across boundaries. Multinationals tend to be
much more skilled at transferring capabilities
out from the center; the challenge is to transfer
them back from the affiliates into the center.



The HP case illustrates how a subsidiary may build up its capabilities over
time and eventually achieve important worldwide roles in the corporation as a
whole. These lead subsidiaries are expected to coordinate their activities with
those of other parts of the multinational and to share their knowledge, although,
given the challenges of global knowledge management discussed in the previ-
ous chapter, less sharing may take place between foreign units than is perceived
by the headquarters.33

Managing Increasing Organizational Complexity

During the 1990s, ABB was probably the most bold and celebrated model for
how to move from a centrally controlled organization to a transnational model.
Local responsiveness was embodied in a structure of 5,000 business units; to
manage integration, these business units reported into a matrix of product lines
and geographic regions, as well as a central project management function. The
idea was to capture the advantages of economies of scale along with local
entrepreneurship. But this proved excessively complex, beyond the capacities of
ABB’s managers, and it was held together for a decade only by the skill and ded-
ication of its architect, Percy Barnevik. His attempt at structuring complexity
did not turn out to be the model for the future.

Ghemawat suggests that one strategy is to try to reduce and structure the
complexity of high local variation so that global coordination is manageable.34

One way of reducing complexity is to manage product focus. Some products fit
well across the world, with little need for variation, while others require a high
degree of local adaptation. This argues for moving to an organization based on
business or product lines, so that each business can vary the local–global balance
accordingly. Another way of structuring complexity is to organize by geography,
on regional lines, so that variation can be managed within regions, like Southeast
Asia, which have some common market and cultural characteristics.

Toyota had only one production base, Japan, for its first 50 years in the
automobile business. Driven by exploding sales in the United States, overseas pro-
duction increased from less than 5 percent in 1985 to almost 30 percent a decade
later, reaching 46 percent by 2007. This led to the evolution of Toyota’s regional or-
ganizations and a growing commitment to building strong regional capabilities.
Globalization continued with attempts to share fixed costs by sharing common
platforms. Today, some plants have almost global mandates: for example, manual
transmissions made at a plant in Asia will not only be shipped to assembly sites
in the region but also to Toyota facilities in other parts of the world.

Another strategy for managing complexity is to externalize areas that require
strong local adaptation through alliances that enable the firm to tap into local
knowledge and skills, or through local franchising or outsourcing. For example,
Western pharmaceutical companies in China have typically outsourced sales
and marketing of nonstrategic products in China to third-party companies that
have specific know-how in the Chinese pharmaceutical distribution system. The
challenge here is how to stay close to the market, since what is nonstrategic
today may be critically important tomorrow.
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A further strategy is to try to reduce the cost of responsiveness by mass cus-
tomization, enabled by flexible but efficient plants that can supply products
adapted to different markets at low cost. The use of global platforms at Toyota
and other auto manufacturers are an example of this, with platforms (such as
the transmission system) being made at a small number for sites, but with final
assembly taking place at many other local plants. Supply chain coordination
becomes a core capability.

In order to steer the organization through continuous change and increas-
ing complexity, as the firm moves from meganational to transnational, it will
inevitably also need to invest in developing leaders—at many levels—who have
the mindset and skills to cope with these challenges.

Developing New Leadership Competencies

The simple and clear-cut structure of the globally oriented meganational is pow-
erful, especially for the people in positions of responsibility at the headquarters.
Driven by the deep—and erroneous—assumption that one size fits all, the
strength of the centralized meganational is economies of scale that are indeed
likely to be highly visible in the important home market.35 Adding greater local
responsiveness and consequent variation, with more complex differentiated
structures, requires a change in leadership skill and thinking—a much stronger
global mindset, among both headquarter managers and those out in the field.
We have written about the implications for global leadership throughout this
book,36 and we summarize some of them here.

VALUING DIVERSITY. One of the broadest implications is that leaders have to
learn to value diversity rather than suppress it. As Hewlett-Packard’s former CEO,
Carly Fiorina, put it, “We need to recognize the value in diversity. Not everyone
must be the same. To build great teams, we need to encourage differences. As a na-
tion, industry, and company, we must start valuing differences. . . . This isn’t just
the business issue du jour—it’s a strategic business imperative.”37

COMPETENCIES OF LOCAL MANAGERS. Local recruitment needs to favor
initiative. In the past, this was a major concern in some regions of the world,
such as China, Japan, and Russia, where the political regime or the culture
discouraged initiative. Japanese enterprises are particularly handicapped,
since their leadership development practices do not foster individual initia-
tive—entrepreneurial locals are unlikely to tolerate the rigorous but slow
process of socialization in Japanese firms.38 Senior managers in local sub-
sidiaries in particular need to be selected and groomed for their qualities of
entrepreneurship. Their roles should focus on creating and pursuing oppor-
tunities, attracting scarce skills and resources, and managing continuous
improvement.

NETWORKING. Local managers with an entrepreneurial orientation should
be encouraged to build relationships across the wider organization by, for
example, involving them in important cross-border projects. There are three
main reasons for this: first, to defend local initiatives against undue interference;
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second, to be able to draw on corporate resources and support; and third, to
ensure that successful initiatives are leveraged by the corporation rather than
leading to local fiefdoms.39

INTERNATIONAL MOBILITY. A delicate balance needs to be maintained with
respect to international mobility. International experience develops networks
and global mindset, but excessive mobility among senior local managers may
be detrimental to entrepreneurship.40 One study found that a key factor in
raising the ambition of the subsidiary was the tenure of the general manager;
high performers had been with their subsidiaries for an average of 12 years,
with over six years as general manager.41 On the other hand, this creates new
tensions. The development pipeline through subsidiaries becomes blocked, and
after too many years in a post, career and renewal prospects for local general
managers may be limited.

COMPETENCIES OF BUSINESS AREA AND REGIONAL MANAGERS. While en-
trepreneurship is required on the part of local managers, a different set
of skills is needed by more senior business area, country, or regional man-
agers. They become strategic coaches. One of their most important roles is
maintaining a delicate balance between control and freedom—prioritizing
short-term operational results while allowing sufficient budgetary and re-
source freedom to pursue new ideas and opportunities. In the transnational
firm, progression through the hierarchy becomes less predictable (more in-
transitive)—the best local entrepreneur will probably not be the best busi-
ness area coach.42

Organize One Way, Manage the Other Way

As discussed, the change path to transnational organization, from either a mul-
tidomestic or a meganational starting point, involves steering between contra-
dictions while avoiding swings of the pendulum. This is captured neatly by the
idea of organizing one way but managing the other way.

Indeed, steering between contradictions means that if the focus of reorgan-
ization is on introducing global standardization, management should make
sure that local entrepreneurs do not become so frustrated that they leave, be-
cause their initiatives will be needed in the future. A good way of doing this is
to make sure that projects such as Nestlé’s GLOBE43 are headed by leaders with
subsidiary experience and credibility in the eyes of local managers. Conversely,
when a company gives rein to local initiatives, its attention should be focused
on avoiding the risk of reinventing the wheel and ensuring that such initiatives
are taken in a disciplined way.

As successful firms in cyclical industries have learned, there are analogous
lessons for people and human resource management. As the box “Managing the
Sweet and the Sour” outlines, companies have to anticipate the bad times ahead
in the growth periods and, if they can, invest during the bad times for the boom
period that lies ahead.
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When a downturn comes unexpectedly, as it did for most corporations in
2008 as a consequence of the global financial crisis, HR managers should avoid
knee-jerk reactions. Before reaching for the axe to reduce the headcount, they
should undertake a thorough cost–benefit analysis on what it will cost to re-
cruit, train, and bring a future replacement up to speed, which can average
50–70 percent of the annual salary for a professional or manager. Alternatives
to layoffs, such as offering flexible hours or job sharing, should be explored.
When headcount reductions are inevitable, they should be differentiated rather
than across the board (another payoff from previous investment in solid per-
formance management and talent assessment). The risk of loss of trust, resis-
tance to future change, and damaged teamwork needs to be minimized so that
the organization does not pay a high price in terms of disempowered and dis-
trustful survivors.45 And rewarding good performers should not be forgotten
in sour times—there may not be money for bonuses, but attention and verbal
praise count for a lot.

The best time for management and HR to make investments in core processes
such as talent management is in sour times, to pave the way for future growth.

IMPLEMENTING AND EXECUTING 
BUSINESS PLANS THROUGH PEOPLE

MedPharm had a clear plan for change, but it went awry because of people fac-
tors. Indeed, strategy implementation has always been at the heart of strategic
human resource management. Working with line management, one of the most
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Managing the Sweet and the Sour

In the past, many HR managers tended to be
reactive. The focus in times of growth was
exclusively on immediate challenges such as
finding and retaining talent, no matter what
the cost. Then attention would swing to lay-
offs and rationalization in the downturn.
There was rarely a tendency to organize one
way but manage the other way.

But HR managers are learning to antici-
pate the sour during sweet times, and vice
versa.44 Even in the best of the times, leading
firms such as GE, Microsoft, and Novartis pay
as much attention to managing underperfor-
mance as they do to developing top talent.

And companies are becoming increasingly
aware that the time to build competitive
advantage through people is when the going
is tough for the industry or global economy.

A few years ago, in the middle of a boom
period, the corporate VP of HR for a well-
managed multinational, aware how exces-
sively reactive his function was, took his key
managers through an exercise. “Next time
there is a crunch, we are not going to swing
the pendulum as we’ve always done in the
past. Let’s figure out the principles or
processes that we in HR will fight to preserve
in the rough times that surely lie ahead.”



important roles of HR is managing change and ensuring effective execution—
indeed this is the “change partner” task of HR that we described in Chapter 2
and to which we will return later in this chapter.

Challenges of Managing Change

In managing change and the underlying realignment, the most important thing
ultimately is thoroughness and speed of execution. The world is full of strategies
and plans, but financial markets, analysts, and shareholders look first and fore-
most at the track record of leadership in implementing and executing those
plans when they judge the value of an enterprise. Indeed, some studies show
that the company’s ability to execute corporate strategy is at the top of the list of
the intangibles that analysts consider when making their recommendations;
second is management credibility—basically, their track record on execution
and implementation.46

The challenges of managing change are captured well in a simple formula
that frames an organizational process for managing change at GE (described in
the box “Change Acceleration at GE”):47

Q  A E

Q stands for the quality of the business, economic, and analytic reasoning
leading to a proposed action plan or solution. Professional managers are well
trained to do this, and they can also draw on the experience of internal or
external consultants. A signifies acceptance of the change and represents the
people side of the process. E stands for the effectiveness of change or execution,
which will not be high without a high value of A.

The training and professional work of most managers do little to equip them
with skills in building acceptance. Consequently, many people who move up
into leadership positions have strong skills and experience in Q, but they are of-
ten naïve when it comes to A. And yet this simple formula recognizes that even
a superb Q solution will fail if no attention is given to the A side—anything
multiplied by zero nets out to zero. A well-thought-out plan—scoring say 7 on a
10-point scale—combined with poor acceptance—say 2 out of 10—leads to
14 percent effectiveness in execution. If more attention is paid to managing A,
leading to a score of 6, the involvement of people will probably also increase the
quality of the analysis to 8. Now we reach 48 percent effectiveness—more than a
threefold improvement because of the multiplier effect.

Global managers typically view managing major change as one of the most
significant learning experiences that equips them for leadership.48 Learning
how to build acceptance starts with experience in managing change in one’s
own local culture, but the challenges in the multinational context have added
complexity. The leader steering the MedPharm global supply chain project or
the Nestlé GLOBE project has to handle cross-cultural differences as well as bar-
riers of distance. The best way of building acceptance with key stakeholders is
through dialogue, and yet when some stakeholders live far away, when there are
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Change Acceleration at GE

In the early 1990s, Jack Welch decided that the
future was increasingly unpredictable. GE
had not anticipated the Gulf War, and it lost
considerable money in businesses like aircraft
engines because of overcapacity in the years
that followed. While some managers argued
for better planning, top management drew a
different conclusion—GE had to be capable of
responding faster to whatever strategic
changes it confronted. The HR function was
commissioned to develop what became its
change acceleration process (CAP), one of the
eight corporate capabilities cutting across its
businesses.A

The guiding formula behind CAP is Q     
   , and a basic principle is that no change hap-
pens without leadership. Leaders must analyze
the situation carefully, the plan must be sound,
and above all, they must be committed to mak-
ing the change happen. But before they are
given the final go-ahead, they must also hold a
CAP workshop to work out a strategy for build-
ing acceptance. This workshop convenes the
key stakeholders for two to four days—perhaps
30–40 people in a project to build a global supply

chain, a global cost reduction effort, or a post-
acquisition integration—together with a couple
of trained facilitators who are familiar with the
issues but outsiders to the business in question.

Using a toolkit of exercises, they work
through issues like how to create a shared
need, a common understanding of why the
change should take place; how to communi-
cate the vision to employees in their terms
rather than management’s jargon; where the
resistance is likely to be greatest and what to
do about it; and how to alter the structure in
order to empower champions and sideline
those who are likely to resist. Much of this
methodology is based on well-known princi-
ples of change management, and over the
years CAP has been used to capture and
amplify knowledge on managing change.

The CAP methodology is applied thou-
sands of times every year, and GE has trained
more than 20,000 facilitators in the methodol-
ogy, most of them line managers.

AThe most well known of these eight processes is Six
Sigma, linked to capabilities in quality management.

no existing social relationships, and when they speak the company language less
than fluently, there is a temptation to ignore them in planning the change—just as
MedPharm’s change team of 50 managers excluded the key plant managers.

Gaining Acceptance through Fair Process

Since resistance to change is inevitable, building and managing acceptance are
not easy, especially in large multinationals such as MedPharm and its parent
corporation. Various frameworks grew out of the organizational development
(OD) movement focusing on planned change in the 1970s and 1980s. The most
well-known framework for practicing managers is the eight-step model devel-
oped by Kotter:49

1. Create a sense of urgency.

2. Form a powerful coalition.



3. a vision for change.

4. Communicate the vision.

5. Remove obstacles.

6. Create short-term wins.

7. Build in the change.

8. Anchor the changes in the organizational culture.

These are useful concepts to help in building acceptance, and GE’s CAP
methodology converts them into a practical toolkit. However, the experience of
most managers is that change is rarely linear, neatly following such steps. Some-
times it is coercive, often a spiral process (as we discussed earlier), and more
often than not it is emergent rather than planned.50 Change is path-dependent,
contingent on the cultural and organizational context.

We find that a good way of understanding what acceptance means and how to
build it is to apply the theory of fair process or procedural justice. Indeed, research
has validated this theory across cultures and in multinational organizations.51

Managers and organizations usually pay close attention to distributive jus-
tice, the fairness of outcomes—for example, equity and fairness in resource allo-
cation or compensation systems. Distributive justice is focused on resources and
outcomes, but the problem with organizational change is that the outcomes will
never benefit everyone. There will always be winners and losers, people or sub-
sidiaries that gain more power and resources while others lose, people or units
that have to bite some proverbial bullet, and even some who may lose jobs. Pro-
cedural justice means paying attention to the perceived fairness of the process by
which the company makes decisions, so it is also known as fair process. People
may be disappointed with the outcome, but if they respect the way in which it
was reached, research shows that they are more likely to retain trust in and com-
mitment to the organization. Conversely, people may be satisfied with an out-
come that favors their interests, but if the process of decision making was not
fair, they still distrust the organization.

Kim and Mauborgne vividly show the applicability of procedural justice
concepts inside the multinational firm.52 In their empirical study of strategic
decision making in international corporations, they found that subsidiary man-
agers who believed their company’s decision-making processes to be fair
showed a higher level of trust and commitment to their organization. This in
turn fostered more active cooperation in implementing decisions, typically
improving performance. Conversely, when managers viewed decision-making
processes as unfair, they hoarded ideas and dragged their heels when it came
to execution.

If we apply this to the MedPharm change, there are going to be winners and
losers with the implementation of the new strategy. Local plant managers will
have to change their roles. They will have to develop new skills to perform in
more complex roles. Many IT staff will lose their jobs. Yet if the change is to be
effective, their acceptance is necessary—they must understand this decision,
view it as fair, and be supportive of the necessary actions.
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The conclusion that emerges from the research of Kim and Mauborgne
and others is that people are more likely to trust and cooperate freely with or-
ganizational systems—regardless of whether they themselves win or lose by
participating—when fair process is observed. Trust is a frequent theme
throughout this book—necessary to ensure lateral relationships and to facili-
tate the transfer of knowledge—and fairness is fundamentally what trust is all
about.

Fairness is one of the more essential values in a global organization, whether
or not it is formalized in any value statement. One of the reasons why many cor-
porations emphasize fairness is the increasing importance of commitment, as
opposed to compliance, as we move to a knowledge economy. As firms become
more dependent on talent, the A factor becomes more relevant. Change will
always be easier to manage in times of crisis or recession, which legitimizes
acceptance of top-down decisions requiring compliance, though organizational
change under conditions of crisis is so constrained that it rarely establishes a
solid base for sustainable competitive advantage.

Some years ago we took part in the successful crisis turnaround of a Scan-
dinavian bank led by a new CEO who had been brought in to save it. Two years
later, the CEO was living with the consequences of his success. Middle man-
agement, who had been largely bypassed during the turnaround, took no ini-
tiative and looked constantly to the hero CEO for instructions. Anticipating the
need for a cross-border merger, he feared that his bank would inevitably be the
underdog if it had weak middle management. His new change challenge, much
more cultural and intangible in nature, was how to build a strong, empowered,
and committed middle management.

The Five E Framework

How does one go about ensuring that a decision will be seen as fair, ensuring the
necessary commitment to implementation? How can one steer a change process,
from plan to full execution, according to fairness criteria? What are the core
elements of procedural justice? These can be summarized with a mnemonic: the
five Es.53

First of all, people who will be affected by decisions should be engaged and
asked for their input. This shows respect and increases the chances that the out-
come will be seen as fair. Second, options must be explored and eliminated if they
do not prove to be feasible. Third, once the decision is made, it should be thor-
oughly explained, so people understand and trust the intentions of the decision
makers, even if they do not agree with the decision. Fourth, it is important to
be clear about expectations after the decision is made, translating these into con-
crete action plans through the performance management system. And appro-
priate coaching, training, and support need to be provided so that people have
the chance to adjust to the new reality. Finally, attention must be paid to evalua-
tion, reviewing what worked and what did not, to improve the effectiveness in
managing such change processes in the future.
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These five Es are summarized in Table 11–1. Our discussion highlighting the
context of the multinational corporation, focuses on some of the dilemmas in-
volved in working through the five Es.

Engagement

Engagement means involving people in the decisions that affect them by asking
for their inputs and allowing them to refute the merits of one another’s ideas
and assumptions.54 Basically, this means dialogue during the planning process.
Dialogue communicates management’s respect for people and their ideas and
leads to better analysis and decisions, as well as stronger commitment to im-
plementation.

A central part of engagement is selling the problem to key stakeholders (or
creating dissatisfaction with the status quo). To a greater or lesser extent, this
will lead to redefining and clarifying the nature of the underlying problem.
There is a tendency to define problems in terms of the solutions that one has
readily at hand, and engagement minimizes this risk.55 People will resist actions
to confront a problem that they feel has been misperceived and misdiagnosed.
A Scandinavian Airlines executive put this well when he said, “People don’t re-
sist change; they resist being changed.”

The multinational corporation has to cope with cultural differences in en-
gaging people. Frank dialogue, in the form of open confrontation and contention,
is acceptable in the United States and quite usual in Israel or Russia. But the
“town hall meetings” to put bureaucratic problems on the table that GE favored
may be quite unacceptable in Japan, where communication is usually more indi-
rect. Nevertheless, engagement of key staff is far more the norm in Japan than it
is in the West, albeit with a distinctively Japanese orientation. The nemawashi
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TABLE 11–1. What Does Fair Process Involve?

Engagement
• People want their views to be heard.
• There is a right to refute.
• Communication is sincere and genuine.

Exploration
• Different options are explored . . . and eliminated.

Explanation
• People are informed of the decision.
• Decisions are based on sound facts and reasoning.

Expectations
• Decisions are translated into clear goals, action plans, and behaviors.
• The meaning of a commitment is clear.
• There is appropriate coaching and support.
• Desired behaviors and results are rewarded.

Evaluation
• We learn from our successes and our failures.



custom is to gather opinions through one-on-one discussions, traditionally led
by a junior high-potential individual (it would be difficult for a Japanese em-
ployee to be frank about his or her views if consulted by the boss or a hierarchi-
cal superior). It is a process that takes considerable time, leading to slow decision
making, although Japanese corporations are renowned for the thoroughness of
execution that this creates.

Nokia faced cultural challenges in China, as described in the box on “When
the Chinese Won’t Engage.” In an industry where strategic agility is important,
Nokia felt that it had no alternative except to select and train Chinese managers
into its organizational culture of open constructive debate.

Not everyone needs to be engaged on all aspects of the strategy, business
plan, and implications for execution. It is the key stakeholders, whose commit-
ment is needed, who must be engaged. Some of these key actors may be outside
the firm (suppliers, unions, government authorities). Many managers assume
that the key stakeholders are the people high up in the hierarchy—if they can
get the top managers on board, then it is in the bag. But smart top managers may
not back a change plan unless they are sure that key people below them are
aligned.
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When the Chinese Won’t Engage

One might expect successful companies in
fast-changing and hypercompetitive indus-
tries like mobile telecoms and those of Silicon
Valley to have cultures with a high level of en-
gagement. Studies confirm this.56 They prac-
tice a high degree of external scanning of
markets and technologies, engaging external
stakeholders and observers. Open dialogue
and constructive debate on the options, across
hierarchical and functional levels, is the
norm—even for Sony in Japan, where adver-
tisements for salesmen back in the 1960s had
the headline “We want salesmen who can
argue like an American.” The title of one arti-
cle on the culture of Silicon Valley firms cap-
tured this: “Why management teams should
have a good fight.”57 Nokia in Finland is no ex-
ception, and it regards this climate of con-
structive debate as essential to its success. Fast
exchange of viewpoints and perspectives is a

prerequisite for sound, creative, and rapid
decision making.

Given the enormous potential of the
Chinese market, Nokia established product
development labs there. But they found that
the Chinese did not respond in the Nokia Way.
Chinese engineers and technicians were reluc-
tant to challenge hierarchical superiors, and the
no-holds-barred dialogue between functional
specialists that worked so well in Helsinki did
not catch on. The president of Nokia China told
us that this presented the firm with a major
dilemma. “Do we go the natural Chinese way
and try to adapt the organization around this?
Or do we persist in trying to introduce our
approach to China, selecting and socializing
the Chinese in the Nokia Way?”

Given the nature of their industry, Nokia
decided that they had no alternative but to
take the latter route.



Developing skills in stakeholder assessment is important. Who are the opin-
ion leaders and key experts, the social network leaders and gatekeepers, and the
constituencies who could block execution if they are not on board? And what
are their interests? In most organizations, there is a sizable group of people
called the “silent majority” who appear passive at the beginning of the change
process. They will not align themselves with the change or even pay much
attention to it until they see others they respect taking the change seriously.
Indeed, effective engagement often follows a progressive strategy—Figure 11–3
summarizes a step-by-step strategy for engagement. Some individuals, called
innovators or early adopters, will respond quickly, although their influence is
not necessarily high. After some initial progress and quick wins, the change
team should target influential champions in the critical mass of responsive
people. This helps get the interest of the group that in most cases is the largest
constituency, the otherwise passive silent majority. Finally, strong resistance
from holdouts must be dealt with.

Regional and country HR managers can give good advice about principal
stakeholders—because they usually must achieve results without much au-
thority, they may have good mastery of stakeholder analysis and the tactics of
engagement.

There are many tools and techniques for engagement, ranging from mass com-
munication via newsletters and intranet to workshops and training.58 A good nose
is needed for sensing the right tool to use at the right time. Without doubt, the most
useful tool for engagement is dialogue during face-to-face meetings, which re-
quires a special effort when distance and cultural barriers often mean that the
change team finds it difficult to get out of the office to meet distant stakeholders
until too late in the change process. This is particularly the case with urgent global
projects to improve cost efficiency and rationalization. As at MedPharm, managers
misguidedly save on engagement costs and maximize convenience by excluding
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local managers until the final stages in the planning.59 Skills of persuasion, influ-
ence, and negotiating are also vital.60

The traditional levers of engagement are informational or cognitive, oriented
toward rational persuasion. However, leaders need to be more alert to emotional
levers that appeal to the heart. Cognitive levers may be enough to change the
strategic direction in a successful organization, but emotional levers may be
needed to overcome organizational stagnation or politicized resistance to change.61

Past research has focused on the negative emotions associated with change—the
feeling of anxiety about the unknown that underlies resistance, as well as excessive
emotional attachment to the past.62 But recent studies of change highlight how the
management of positive emotions can play an important role.

As Huy argues, emotions (both positive and negative) are contagious and can
either handicap or facilitate the change process.63 In the early stages of change, ex-
pressing sympathy and allowing the opportunity for people to vent their doubts
and fears may facilitate what Bridges calls the inevitable stage of “ending,” or
giving up on the past.64 Eliciting hope, such as by emphasizing the new career op-
portunities after an acquisition, can help with collective mobilization. Demonstra-
bly caring for people stimulates attachment, which is vital for retaining talent in an
acquired firm. And authenticity in leadership behaviors, such as walk-the-talk
transparency, will increase the trust that accompanies a sense of fairness.

Exploration

Exploration of options and the implications of possible actions is an important
step in the analysis and planning of change. This process needs to be structured
and transparent, if it is to be seen as fair.

Powerful stakeholders, such as unions, may reject management’s option, fa-
voring others. Local managers may see quite different options from the head-
quarters leaders, especially if there is not a strong global mindset in the firm.
People may be unwilling to listen to the analysis of the corporate change team
unless the team is open-minded about local interests. If feasible alternatives are
not explored properly, a stakeholder group may oppose the final decision or im-
plement it only half-heartedly.

The discussion of options can sometimes lead to confusion. Local managers
propose a different perspective—and then never hear anything in response from
the corporate team until the plan is announced. They are unlikely to consider this
fair, accusing headquarters managers of hypocrisy. Options that are open for ex-
ploration need to be closed firmly if the analysis shows that they are not feasible.

If the problem has been sold well, an effective way of exploring options is
through focused teams that involve key actors. MedPharm took this route, but
local managers were neither adequately engaged nor involved in exploring op-
tions. In contrast, the story of Canon responding to the challenge of rapidly
building an integrated organization in Europe is one successful example (see the
box “How Canon Consolidated Its European Organization”), as is the way in
which Renault’s Carlos Ghosn used a structure of cross-functional teams to
explore options in the Nissan turnaround.65
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How Canon Consolidated Its European Organization

In the 1990s, the consumer and business elec-
tronics market in Europe was changing at a
rapid pace. There were many forces at work—
market entry of low-cost competitors, emer-
gence of cross-border retailing giants with
strong bargaining power over suppliers, and
Internet sales creating greater pricing trans-
parency, to name just a few. Prices were de-
clining and margins eroding, and the
introduction of the euro threatened to exacer-
bate the problems.

Canon, which had built its presence in
Europe through a decentralized infrastructure
of 15 semiautonomous and entrepreneurial
affiliates, was now poorly positioned to face
more integrated competitors like Hewlett-
Packard. Various efforts to create a stronger
European footprint fizzled out from a lack of
support in the operating units.

Realizing the gravity of the competitive sit-
uation in 1999, Hajime Tsuruoka, newly ap-
pointed president of Canon Europe, decided to
consolidate and streamline the organization un-
der a pan-European umbrella to reduce costs,
increase profits, and strengthen the Canon
brand. The challenge was to obtain buy-in and
support for the new operating model from man-
agers and employees in national sales organiza-
tions that enjoyed substantial autonomy and
stood to lose authority if power shifted to the
head office. Tsuruoka was very much aware that
consolidation efforts in Europe by some other
Japanese companies, including Sony, had failed.

Tsuruoka set up four task forces to make
recommendations about how to move for-
ward in specific areas of the business. Team
members were selected so that no country or
function felt excluded from the planning and

decision-making process. In addition, he em-
phasized the sense of urgency by giving the
task forces just two months to come up with
their recommendations for a pan-European
organization. Simultaneously, in collabora-
tion with a leading European business school,
Canon established an executive development
program with action-learning projects com-
plementing the task force agenda.

After a year of intensive discussions and
detailed planning, the decision was made to
transform the fragmented federation of coun-
tries into a network of subsidiaries with com-
mon platforms and strong lateral coordination
along major product lines. Processes in key
functions such as IT, logistics, finance, and
human resources were to be standardized to
gain the required efficiencies, and the sales
organization of the consumer business was
streamlined and unified to strengthen the brand
and market position. Equally important was
coordination between previously unconnected
units—a variety of functional and customer-
oriented cross-border steering groups, pan-
European task forces and problem-solving
teams, and extensive cross-border transfer of
high-potential employees. Nearly all managers
appointed to key coordinating roles came from
subsidiaries, so the new organization was seen
as providing opportunities for career advance-
ment and personal development.

By 2005, with fully restored profitability,
Canon Europe became the largest business
region in Canon’s global family.

Source: V. Pucik and N. Govinder, “Canon Europe: Pan-
European Transformation (A), (B) and (C),” case study
numbers IMD-3-1074 to 3-1076, IMD, Lausanne, 2007.



Explanation

Once the decision is made, it must be explained to everyone who will be affected
and whose commitment is necessary for effective execution. For the process to
be fair, people need to understand that a decision has been reached (the time for
debate and questioning is over), that it is based on sound reasoning, that their
opinions have been considered, and that the decision is in the best interest of the
enterprise (even though particular stakeholders may lose out).66

Senior leaders in multinational companies are likely to be overfamiliar
with the proposed change and the options: it is no longer news to them.
Because the rationale behind the decision seems obvious, they are often
impatient to move to action. Typically, a meeting to explain the decision to the
next level is organized, and managers are told to inform their respective units.
A few e-mails are sent out—and the result is that supervisors located three lev-
els below, where behavioral change is needed or where costs will be cut, have
never heard the rationale fully explained. Even if employees have access to the
information, few understand what it means—dialogue is needed to convert
information into understanding. One of the important business support roles
of the HR function is to work with line managers to design communication
processes that will effectively build understanding at the battlefront of the
decision and its rationale.

The Liechtenstein-based tool equipment multinational, Hilti, organized an
effective explanation process a few years ago following its decision to imple-
ment a major change in global strategy and organization. Information about the
change was circulated to staff throughout the world by intranet. Then a meeting
lasting two to six hours was organized on a cascade basis for all personnel, right
down to the janitors, meeting with the boss’s boss and a consultant. The aim of
each meeting was to help individuals understand the rationale behind the
change, along with what it meant for their part of the organization and for their
job in particular. This meeting was followed by another with the immediate su-
perior to work out the implications of the change in terms of targets and action
plans—setting clear expectations is the fourth step in fair process management.

Expectations

Setting expectations means translating decisions into clear roles and responsi-
bilities, SMART targets,67 and action plans, all with clear rewards and sanctions.
Desirable (and undesirable) behaviors need to be spelled out. Well-functioning
global performance management processes play an important role here.

Fair process does not imply consensus management. At this stage of change,
clarity and credibility of performance and behavioral expectations count for
most. If expectations and personal consequences (rewards) are clear, and if em-
ployees believe, from past experience, that the change will indeed be imple-
mented, even those managers who have dissenting views are likely to
accommodate it—especially if they have had the opportunity to voice their
views in the planning stage and see that senior leaders are genuinely engaged
in keeping them on board.
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Organizational change will always require new skills and behaviors
from at least some individuals. Most people are understandably anxious
about whether they will be able to master new roles. Consequently, there will
be a need for appropriate people risk management—training and coaching.
We have seen many change processes where the implementation was rocky
and sometimes even aborted because the HR function was unprepared to
provide this support—because it had not been engaged in the planning
process early enough. Advance preparation is essential. New performance
metrics have to be set, and it is likely that some individuals will not adjust
effectively to their new roles. This will necessitate identifying and preparing
a pool of potential successors who can take over from managers who fail to
meet expectations after a reasonable period of time.68 This sort of proactive
steering of the implementation process builds the credibility of the organi-
zation and its future change capability. Trust in the organization will be
strengthened.

Powerful people in key positions, who pay only lip service to the new di-
rection, can represent some of the biggest obstacles to change. If everyone senses
that change is unlikely to happen because of their opposition, a self-fulfilling
situation of collective wait-and-see will be created. One of the reasons why Jack
Welch reinforced leadership development at GE was to accelerate change by
having a pool of able leadership candidates ready to replace people who did not
fully buy into the need for change. One of the problems with the MedPharm
change process was that there was a dominant collective view that the transition
to the global supply chain would happen only gradually, sapping the organiza-
tion’s energy and ability to move forward.

Evaluation

The final, often neglected, step in the change process is evaluation or review. As
change initiatives occur with increased frequency, a proper evaluation ensures
learning about how to improve the change process, and that mistakes will not
be repeated. This is another important role for HR.

One of the few multinational firms that takes evaluation seriously is IBM,
where there is a long-standing discipline of reviews after every project or
change cycle. GE also pays close attention to evaluation, organizing periodic
workshops at its Crotonville learning center to diagnose the lessons for the or-
ganization from change plans that failed to live up to expectations. Still, we find
that most firms at best leave evaluation and learning to the individuals who
were involved, while neglecting organizational learning.

Some focused areas of change management, notably acquisitions and al-
liances, are exceptions to this—a number of multinational firms have a reason-
ably well-structured approach to learning from the M&A process.69 The process
of managing complex change should ideally be seen as an organizational capa-
bility that may require dedicated support for implementation and continuous
learning. ABB anchors the responsibility for the management of large global
projects, including evaluation and learning, in a corporate-level department.
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The Tensions behind Fair Process and the Five Es

The ideal of the multinational enterprise as a smooth harmonious entity, a
utopian United Nations, is misguided. Tension lies at the heart of the concept of
the transnational firm, and it is a cliché to say that change involves tension. But
with continuous change, that tension needs to be built into the firm construc-
tively, generating virtuous spirals of development rather than vicious spirals of
decline.

Attention to procedural justice is important. In multinational firms, there
will always be decisions and outcomes that go against the vested interests of
specific parties—managers, specialists, subsidiaries, and businesses. Change or
realignment will always create tensions. How can one be sure that such tensions
do not damage human and social capital, leading people to become less satis-
fied, less committed, less loyal—or even to quit the firm? How can one be sure
that these tensions do not undermine the delicate webs of collaborative rela-
tionships that are the fabric of the knowledge economy? Paying due attention to
fair process and the five Es is vital—and is the reason why a growing number of
multinational corporations have fairness as one of their underlying values.

Managers in some regions of the world will point to culture differences and
say, for example, that “fairness does not mean the same thing in Asia.” It is true
that compliance based on respect for traditional authority has been sufficient to
run many Asian businesses in the past. But this is changed by the scarcity of tal-
ent and the growing importance of commitment. As we mentioned earlier, Jap-
anese corporations have traditionally been rigorous in their respect for fair
process, and a growing number of Asian firms, like Siam Cement, Infosys, and
Standard Chartered, which see talent as a source of competitive advantage, have
fairness as an explicit corporate value.

How did MedPharm decide to tackle the tensions? Top management rec-
ognized with hindsight that they had been too focused on the Q and the plan-
ning of the supply chain project, with insufficient engagement of the local plant
managers and country staff. Efforts to persuade them that there was no other
viable option had been inadequate. MedPharm’s general manager had asked
the head of operations, a leader with high credibility in the organization, to-
gether with the HR director to prepare a plan of action, leading to a two-day
conference.

The preparation of what turned into a workshop for the top 100 people was
a vehicle for intensive face-to-face discussions with all key stakeholders, espe-
cially the senior local managers. The focus of both these discussions and the
workshop was making sure that everyone understood why it was important to
move fast on the global supply chain. A successor was found, with some diffi-
culty, for the most resistant plant manager. The small organizing team, with the
general manager, concluded that the biggest challenge was a shortage of expe-
rienced global leaders who were at ease managing in split egg ways, and part of
the workshop was devoted to discussing the requirements for leaders in a world
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where silos, territories, and clear general management roles had become dys-
functional. After the workshop, a new program for global leadership develop-
ment was established, in partnership with the US parent.

The Role of HR in Leading Change

At MedPharm, the head of HR played a key role throughout the change process.
However, despite the close relationship between HRM and strategy implemen-
tation, there are still relatively few firms where the HR function lives up to the
ideal of being a change partner with senior leadership, the task that embodies
the second stage in the evolution of HRM.

The organizational development (OD) movement had its roots in Exxon in
the 1960s, leading to research and practice that established some basic principles
for adaptive management and planned organizational change. Since then, firms
such as Shell have institutionalized this role in an OD or organizational effec-
tiveness (OE) function within HR, acting mainly as internal consultants. GE’s
companywide CAP process was described earlier in the box “Change Accelera-
tion at GE.”

The potential contribution of HR to the change process has so many facets
that we can provide only a few examples.

PROMOTING CHAMPIONS OF CHANGE. Change rarely happens as in-
tended without committed leadership. This is a fundamental belief at multi-
national firms that have mastered the art of managing continuous change.
Therefore, leaders who can act as champions of change need to be identified,
nurtured, and put in appropriate positions. Research points out that some
radical organizational change happens simply because a strong leader takes
over a unit.70 Remember that the only way to change fast is to change key
people.

CREATING DISSATISFACTION WITH THE STATUS QUO. Change is difficult to
manage unless there is an acknowledged need for it. Amplifying dissatisfac-
tion with the status quo through training, two-way meetings, and project
groups is an important role for HR, as is ensuring that attention is focused on
high-priority problems. In many organizations people are extraordinarily
busy, even worried, but they are not focused on the most urgent and impor-
tant issues.71

One of the classic laws of change, which has its roots in the psychology of
adaptation, is the inverted U-shaped relationship between change and tension
(see Figure 11–4). If tension is low (in other words, if people are happy, con-
tented, apathetic, or complacent because they feel successful), change is un-
likely to occur. On the other hand, if the degree of tension is too high, people
will react in unpredictable ways to protect their own interests, or they will be
paralyzed because they see no possible solutions. Change is best managed with
a constructive degree of tension.
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How can one “heat things up,” increasing tension while keeping it con-
structive? There are five interrelated ways where HR support has a role:

1. Through constant scanning, externally (benchmarking, customer contacts,
measurement, and competitive analysis) and internally (attitude surveys,
management by wandering around, 360° feedback).

2. Through sharing information about substandard performance, threats, and
opportunities top-down, in order to counter complacency and mobilize
change. The information from scanning should be transparent and
shared—cultures that blinker threats and treat information as power hin-
der this, though it should be added that information sharing has to be
balanced with the risk of worrying people unnecessarily and distracting
them from their work.

3. Through lateral information sharing (cross-functional or cross-border team-
work, intranet, workshops, data banks).

4. Through mobility (transferring people across boundaries or bringing in
new people who see problems with fresh eyes).

5. Through goal setting, accompanied by performance management (appraisal,
incentives, and rewards).

IDENTIFYING KEY STAKEHOLDERS. An important exercise in a CAP work-
shop at GE involves listing all the key stakeholders by name or unit, including
external parties, and identifying where they are positioned on a scale from
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“actively supportive” to “strongly against.” The position where they need to be
if the change is to be successful is discussed, and the biggest gaps are explored.
What are the interests of these problematic stakeholders? What are the reasons
for the gaps? And what are the action implications?

DEVELOPING THE CONFIDENCE OF TOP MANAGEMENT SPONSORS TO

COMMUNICATE DIRECTLY WITH EMPLOYEES. Creating an understanding of the
need for change and its implications is best undertaken through direct dia-
logue. Yet it can take courage for senior managers, the sponsors of change, to
communicate directly with the workforce, and to engage them in dialogue
rather than hiding behind PowerPoint slides. One of the most influential HR
vice presidents that we have met viewed one of his key roles as coaching these
senior sponsors, building their confidence to engage local stakeholders di-
rectly, particularly those local managers in relevant countries abroad who may
have quite different perspectives on the change. It is better to consider these
perspectives at the planning stage rather than later, when they are undermin-
ing the intended change.

DESIGNING PROCESSES TO BUILD COMMITMENT FAST THROUGH FACE-TO-FACE

CONFRONTATION OF VIEWS. How does one accelerate the understanding of the
need for change in an organization of 100,000 people? Or among employees in a
plant located on another continent? One of the important contributions of HR is
the design of such engagement and explanation processes—such as the cascade
process used by many organizations, or the intensive communication and dia-
logue in our Hilti example.

It is also important to recognize that what motivates top management is
rarely the same as what will motivate middle and lower-level staff. Information
needs to be shared in a way that has an impact on the target audience, and sen-
ior management is frequently blind to this, needing skilled facilitation.72 Mes-
sages pointing out that “We’re performing below industry average—we have to
change dramatically to become a top-quartile performer by exploiting our assets
better and earning the right to grow” will rarely have much impact on middle
managers and supervisors.

VISION BUILDING/AGENDA SETTING. Change is facilitated if the vision or
agenda is clear in the minds of change leaders and staff. All too frequently, a
change solution (for example, what competitors are doing already) is presented
without any clear vision to support it. In these circumstances, it will be difficult
to monitor progress. Building a vision for the future may be helped by skilled
HR or consultant facilitation. Often simple tools, such as backward visioning or
“Future Perfect” (write the story as if seen from the future) can kick-start the
process.73

HELPING EMPLOYEES TO COPE WITH EMOTIONAL NEEDS AT DIFFERENT

STAGES OF THE CHANGE PROCESS. It is important to help individuals cope
with the personal transition of major change. Bridges emphasizes the differ-
ent needs at the three phases of the transition—”endings,” where coping with
the emotional pain of giving up what is known and appreciated may be
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important; “neutral zones,” where people need dialogue to explore the future
state; and “new beginnings,” where they need coaching and training to learn
new skills and attitudes.74

DEALING WITH DIFFERENT TYPES OF PEOPLE DURING IMPLEMENTATION.

The ability of people to change depends on their willingness and their capa-
bility. Some people are both willing and have the necessary competencies to
change, and they may be candidates for positions as champions, typically re-
quiring some restructuring of roles and responsibilities. Training and coach-
ing must be provided for those who are willing but lack the competencies,
while those who are neither capable nor willing must be replaced or side-
lined. But what about those who are highly capable, indispensable for to-
day’s operating results, but who just do not believe in the need to change?
Here there are no easy solutions—the role of HR is to assist in working
through tailored strategies.

ATTENTION TO SUCCESSION MANAGEMENT. One of the problems in organi-
zational change is making it last.75 Paradoxically, there is too much change in
many firms and not enough continuity. Attention to succession management is
one aspect—firms often need successors who will continue the process of im-
plementation rather than taking the unit off in new directions. Changing the cul-
ture of the firm is another method of making change last.

ENSURING CONSISTENCY BETWEEN WORDS AND ACTION. One of the biggest
factors hindering change is failure to walk the talk. This is rarely deliberate, and
one role of HR is to try to build consistency. At an international bank that had
invested millions in empowerment, employees knew that there would be dire
consequences if a vice president did not have an immediate answer to any
question that an executive committee member might ask in the corridor. 
Until this was pointed out, the executive committee was unaware that the
bank’s staff was mobilized around keeping their VPs informed of anything and
everything just in case they were asked a question—totally inconsistent with
empowerment.

It is the classic trap, the folly of hoping for A while rewarding B.76 The ap-
proach of Amgen’s CEO, Kevin Sharer, has much to recommend. He asks each
of his top 75, “What should I do differently?”, sharing his own development
needs publicly with them while discussing their behavioral change.77

ENSURING THE BALANCE BETWEEN SHORT- AND LONG-TERM PRESSURES. One
of the important HRM issues is to ensure that short-term crisis measures do not
compromise long-term loyalty when, for example, downsizing. At L’Oréal, the
HR function is expected to argue for the long-term view, since this risks being
compromised by short-term imperatives.78

Overall, we conclude this necessarily incomplete list by noting that Ulrich
outlined four roles for HR in the change arena. These roles are the champion
who promotes the need for change, the designer who assists in mapping out an
effective change process, the facilitator who acts as a coach and catalyst, and the
demonstrator who is a role model through consistent behavior.79
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BUILDING ORGANIZATIONAL AGILITY

In some global industries, major strategic change takes place relatively in-
frequently, and the pattern is that of the punctuated equilibrium model. This
has been true for the car industry as well as defense equipment and cement.
An engineer who entered the firm 30 years ago will still deal with the same
basic technology as an engineer who starts today. The competitive game
shifts periodically, though not continuously. Most change is incremental
and operational, and strategy planning may be sufficient to anticipate the in-
frequent inflection points—though the decline of GM might lead one to
question this.

But in other globalized industries, such as information and communications
technology, the speed of change is rapid, with frequent inflection points when
there are major shifts in technologies and markets.80 If firms adapt slowly, new
competitors—either faster-moving multinationals or nimble entrepreneurial
start-ups—can quickly turn yesterday’s winners into tomorrow’s losers. The
disappearance of Digital Equipment, which once dominated the minicomputer
scene, is one of many cases in point, along with Nortel in telecom equipment
and Compaq in laptops.81 Moreover, in some of these industries, the change
process is highly complex and systemic, and the capacity for change needs to be
built into the fabric of the organization. Strategic and organizational agility
becomes a survival factor. As multinationals learn to be more agile, speed of
responsiveness and change capability are likely to become important competi-
tive success factors in other industries.

Doz and Kosonen have studied various multinational corporations in these
industries where success means thriving on continuous waves of change—IBM,
Nokia, SAP, Cisco, HP, Accenture.82 What are the features associated with their
strategic agility? Doz and Kosonen single out three:

• A high degree of strategic sensitivity.

• A strong collective commitment.

• Resource flexibility.

Let us discuss each of these briefly, with a focus on the HRM implications.

Developing Strategic Sensitivity

Strategic sensitivity means connectedness—extensive ties with the exter-
nal environment and a high degree of internal linkage through the social
architecture of the firm. This implies maximizing connections with the
outside world of customers as well as technology hotbeds like think tanks
and universities—constantly scanning for opportunities, threats, market
and technological shifts, and innovations. Units need to be established in
regions of the world where there are leading developments—as noted ear-
lier, Cisco has split its corporate headquarters into two, the western-facing
headquarters in Silicon Valley and the eastern-facing headquarters in
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Bangalore, India. Strategic alliances are important tools for scanning and
exploring new environments. Think tanks may be established with exter-
nal partners.

IBM has broadened and refined the intranet jam process that it pioneered
to create shared values to innovation jams. An online exchange, connecting
150,000 people for a 72-hour period, including external customers and part-
ners, was first organized in 2006 with the aim of finding ways of moving its lat-
est technologies to market—and this has been repeated since.83

All the methods for transferring knowledge internally within the firm, from
social networks to people mobility, are part of building strategic agility. Organi-
zational culture is another element, where one might single out the combination
of strong ambition (driven by appropriate rewards) along with willingness to
experiment and take risks (which implies learning from mistakes rather than
punishing them).

But there is one quality that needs to be emphasized above all from the
people management point of view: the importance of the quality of internal
dialogue. Tapping into external trends, resources and insights, and success-
ful internal experiments are important—but if the quality of internal com-
munication handicaps working through the implications, this will be of little
avail. Quality conversations that arouse attention and add value have two
characteristics—they are high on either analytic reasoning or emotional
authenticity, or both.84 If internal communication is ritualistic and dehy-
drated, information is unlikely to be spread and processed effectively. Con-
sequently, a number of multinationals have invested in improving the
quality of internal dialogue through training and feedback, though the defi-
nition of what may be an effective dialogue will vary from one culture to
another.85

A related cultural implication is that there need to be norms of trans-
parency around information sharing. Information used to be hoarded as the
key to personal power, justified by norms of proprietary secrecy. But in a fast-
moving environment, there are few competitive secrets, and those apply
mostly to technological specifications. In such industries, competitive value
comes far more from agility, speed of responsiveness, and thoroughness in ex-
ecution than it does from information per se. Twenty years ago, IBM used to be
a secretive firm that was reluctant to share information even internally; today
there is much more transparency, while reasonable discretion is assured
through shared values.

Building Leadership Unity and Collective Commitment

The second key challenge in building organizational agility concerns the capa-
bility to build alignment around key decisions. This is well illustrated by stud-
ies of high-performing companies in the hypercompetitive environment of
Silicon Valley. While there is constant scanning and hot, high-quality internal
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dialogue, the top leadership knows how to stop the discussion at an appropriate
stage, making the necessary strategic decisions, and explaining the rationale
clearly.86 The top team has to be totally united and capable of building “act-
with-one-voice” commitment to these decisions aligning the organization
around the intended plan of action.

This is not easy in an organization where senior leaders inevitably have dif-
ferent perspectives as well as big egos. But without this capacity for clear,
united decision making, corporations are unable to switch from a mode of be-
havior focused on exploring options to an action mode of execution. In acqui-
sitions, for example, lack of unity among top management is one of the most
important obstacles to merger integration, resulting in a long-drawn-out inte-
gration process.87

This is why the collective sense of accountability, together with individual
responsibility for one’s own unit or function, are so important in the transna-
tional organization, as we discussed in Chapter 5. It is essential to be able to
wear two hats and work comfortably in matrix or split egg roles. Mobility, es-
pecially for high-potential individuals, will nurture this sense of collective
commitment, as will fair process management—the ability to engage key
stakeholders and explore options, and then to explain decisions and set clear
expectations.

There is no doubt that it is easier to build collective commitment to an action
plan when all key managers are based in the home country headquarters, as they
are in a meganational. In a transnational firm, careful attention must be given to
manage the five Es, engaging key stakeholders of different cultures in far-flung
operations and taking pains to explain decisions when they are made. The travel
and communication budgets of such corporations are necessarily high, and it
would be dangerous to cut back crudely on such budgets in times of difficulty.

Resource Flexibility

One of the major reasons for the globalization of processes, including HR
processes, and for reorganizing common transactions into regional or global
shared service centers, is to increase efficiency through resource flexibility. Infor-
mation processing, expatriate mobility, supply-chain management, payroll, and
many other services will no longer be constrained by being fragmented, or un-
der the thumb of local business or geographic managers. Consequently, the or-
ganization will respond much more easily and quickly to market or technological
changes, and to the need to reorganize, reconfigure, or dissolve particular busi-
ness units.88 At Hewlett-Packard, the basic structural unit of the business is the
division, and studies even 10 years ago showed that the average life cycle of a di-
vision, measured by the length of time before its basic charter was changed, was
less than 30 months.89

Today, the frontiers of resource flexibility concern people. Finance and in-
formation have long been going through a process of global standardization,
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but talented people are geographically rooted and resistant to being “stan-
dardized.” The combination of air travel, virtual communication, and cross-
boundary project work has greatly facilitated human resource fluidity, and
will continue to do so. McKinsey prides itself on allowing any of its man-
agers in any location of the world to tap into the expertise of a leading au-
thority on any issue concerning strategy, structure, or leadership—with two
or three phone calls or e-mails. Physical mobility among leaders and techni-
cal experts, facilitated by global talent pool management, has greatly in-
creased and is most important, as we have stressed throughout this book.90

In the future, the expansion of open internal job markets, facilitated by glob-
alized self-help technology, may allow multinational firms to deploy internal
know-how and skills across borders in low-cost ways that have not previ-
ously been possible.91

However, this means that the careers of talented individuals whom the or-
ganization wants to retain are no longer controlled by organizational hierarchy.
And, agile firms like IBM and Infosys have come to the conclusion that the only
way of integrating such people into the organization, and providing them with
a sense of belonging as well as guiding their behavior, is through values-based
management—normative rather than hierarchical control.92

Companies like IBM have put a lot of effort into instilling common values,
pioneering new Web 2.0–based ways of engaging people. This emotional inte-
gration through shared identity and meaning is important to steer collective
action and build vital trust, although a sense of shared identity may be difficult
to create from scratch in multidomestic companies that have grown through
acquisitions and local entrepreneurship.

Agility Means Riding the Ups and Downs

After the global financial bubble collapsed in the fall of 2008, the world economy
faced challenges unparalleled for half a century, with consequences that may
reach far into the future. Shared values . . . people mobility . . . high-quality di-
alogue . . . organizations with a built-in sense of fair process—at a time of reces-
sion these may seem out of sync with reality. But one of the characteristics of
agile and high-performing organizations is that they pay as much attention to
continuity as to driving change.

Most of the largest global financial institutions were heavily impacted by
the crisis, but one that weathered it far better than most was Standard Chartered
Bank, a British-based multinational drawing 90 percent of its revenues from
Asia, Africa, and the Middle East. As the global crisis was starting to bite, its
CEO, Peter Sands, commented, “We paid a steep price after former downturns
for cutting back on talent. That’s not a trap that we will fall into again. The
biggest constraint on our future prosperity is not capital or markets but leader-
ship.”93 At the same time, in the middle of the recession, the bank was prepar-
ing to launch an internal campaign to reinforce global corporate values of
trustworthiness and responsiveness.
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TAKEAWAYS

1. One of the biggest HRM challenges in multinational firms is ensuring
effective execution of strategy and business plans. Implementation is
largely a question of managing change.

2. There are different conceptual models of change—evolutionary,
punctuated equilibrium, and spiral. The spiral model appears to capture
best the change process leading to transnational organization.

3. Change to become a transnational organization always involves managing
tension, notably between global efficiency/integration and local
responsiveness/entrepreneurship. It is important to avoid excessive
pendulum swings between the two, and the image of steering between
dualities captures this.

4. Whether the starting point is a multidomestic or meganational
organization, the path to transnational development often involves
creating regional structures.

5. One reason transnational development takes so long is the necessity for
subtle but vital changes in managerial roles and behaviors. For the
multidomestic firm, this requires mastering intransitive leadership
development; for the meganational, it implies paying attention
to developing global leadership competencies.

6. The effective execution of a strategy or business plan depends on two
elements: the quality of analysis or planning, and acceptance of the
decision. Managers are usually well versed in the former, but the latter
is often neglected, resulting in disappointing execution of plans.

7. The outcomes of decisions made in any change process will never be fair
to everybody. In order to build commitment to change and to maintain
commitment to the firm, it is important to make sure that the decision-
making process is seen as fair.

8. In operational terms, fair process means paying attention to the five Es: engage-
ment, exploration of options, explanation, setting expectations, and evaluation.

9. HR managers in multinational firms have an important role to play in
facilitating the change by orchestrating the five Es, helping line managers
to recognize the importance of managing emotional as well as rational aspects
of change, and by recognizing change champions through talent management.

10. To build organizational agility or change capability, multinational firms
need to pay attention to strategic sensitivity (including transparency of
information and quality dialogue in processing that information),
leadership unity and collective commitment, and resource flexibility.

NOTES

1. MedPharm is a fictitious name. The situation described is accurate, but various de-
tails have been changed to hide the company’s identity.

2. We introduced a three-stage framework for understanding how HRM adds value in
Chapter 2. The first stage of HRM focuses on building foundations; the second stage
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involves realignment—the change partner task discussed in the second part of this
chapter; and the third stage centers on steering through dualities.

3. Regarding the time horizon for transnational organizational development, an ex-
ception is the small number of firms, typically in high-technology sectors, that are
multinational from the time of their origins. See also the “metanational” concept, re-
viewed in Chapter 10.

4. The school of organizational or population ecology is based on evolutionary assump-
tions about change (Hannan and Freeman, 1989). This builds on Weick’s influential
Darwinian model of change processes (variation–selection–retention) that is out-
lined in Chapter 10 (Weick, 1979). See also Kimberley and Bouchikhi (1995). By con-
trast, the organizational development movement that emerged in the 1970s was built
on transformational assumptions about change, which were elaborated in the punctu-
ated equilibrium view of change (Tushman, Newman, and Romanelli, 1986). See
Pettigrew (2000) for a commentary.

5. Tushman and O’Reilly, 1996.
6. Evans and Doz, 1989.
7. Among those who argue for the spiral image of change are Mintzberg and Westley

(1992), Hampden-Turner (1990a), Brown and Eisenhardt (1998), and Lewis (2000).
8. Specifically, there is a probability that the latter firm may respond more promptly to

the change since it is already, in Lewinian terms, “unfrozen” and in a learning mode.
9. Ghoshal and Bartlett, 1998; Ghoshal and Bartlett, 2000.

10. Ghoshal and Bartlett, 2000.
11. Campbell and Goold, 1998; Goold and Campbell, 1998.
12. BP in the 1990s would be another example, where its Project 90 transformation

process was initiated under the driving leadership of Robert Horton, followed by the
more participative strategy of David Simon, his successor, followed by successive
spirals under Lord Browne.

13. See Chapter 5 for the Nestlé GLOBE story.
14. Hampden-Turner (1990b).
15. The Coca-Cola story is well summarized by Ghemawat (2007).
16. Rugman and Verbeke, 2004, 2008. Friedman’s “flat world” argument was discussed

in Chapter 1 (Friedman, 2005).
17. Rugman and Verbeke, 2004, 2008.
18. Ghemawat (2007) calls this aggregation.
19. Distance (or proximity in reverse) can be seen as having four dimensions—cultural,

administrative, geographic, and economic. See Ghemawat (2007) for details on this
CAGE framework.

20. Lasserre and Schütte, 2006; Lasserre, 1996.
21. Lasserre and Schütte, 2006.
22. See Birkinshaw and Hood (1998) and related research by Birkinshaw.
23. Front–back organization is discussed in Chapter 5.
24. “When Intel Says ‘Copy Exactly,’ It Means It,” China Daily, May 30, 2006.
25. Delany, 2000.
26. Birkinshaw and Hood, 1998.
27. See the discussion of organizational capabilities in the first section of Chapter 2,

using the examples of Lincoln Electric and Southwest Airlines.
28. Cited by Leonard-Barton (1995, p. 215).
29. For empirical evidence on the difficulty in transferring technology, see Zahra, Ire-

land, and Hitt (2000). See also the discussion of knowledge transfer in Chapter 10.
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30. The HP Singapore story is used by Leonard to illustrate the process of transfer of
capabilities from the home country abroad (Leonard, 1995; Leonard-Barton and
Conner, 1996).

31. This first of the three faces of HRM is described in Chapter 2.
32. Leonard-Barton and Conner, 1996.
33. Gupta, Govindarajan, and Wang, 2008, p. 155.
34. For more detail on the following section, see Ghemawat (2007, Chapter 5).
35. See the discussion in Chapter 4.
36. See in particular Chapters 6 and 8.
37. Extracts from a speech by Fiorina, reported in Executive Excellence, January 4, 2001.
38. The management development practices of Japanese firms are discussed in Chapter 7,

along with this challenge, seen as the Achilles heel of Japanese management practices
in this era of globalization.

39. Birkinshaw and Hood, 2001.
40. As discussed in Chapter 8.
41. Delany, 2000.
42. The issue of increasing intransitivity in leadership development is discussed in

Chapter 8.
43. See Chapter 5.
44. See the discussion in Chapter 2 about the lessons of companies in strongly cyclical

industries.
45. See Cameron (1994) and that journal issue for research on managing downsizing. See

also Mishra, Mishra, and Spreitzer (2009).
46. UAMS and Cap Gemini Ernst and Young, “Measures That Matter,” part of presenta-

tion “How Intangibles Are Driving Business Performance.” (www.uams.be).
47. We do not know the origins of the Q   A  E formula, which GE adopted. In more

academic literature, one finds this way of thinking about change in Beer and
Nohria (2000). They use different terminology, calling the Q side “Theory E”
(standing for economic reasoning), and the A side “Theory O,” meaning organi-
zational reasoning.

48. As discussed in Chapter 8.
49. Kotter, 1996.
50. Mintzberg and Waters, 1985; Mintzberg and Westley, 1992.
51. The concept of procedural justice was first proposed by Thibaut and Walker (1975)

in their comparative studies of legal dispute resolution procedures. For reviews of
research on procedural justice across cultures, see Pillai, Scandura, and Williams
(1999) and Broekner et al. (2000). The interactive relationship between procedural
fairness and outcome favorability (or acceptance) is found to be robust and consis-
tent across cultures, though the relationship is stronger in cultures that emphasize
people’s connectedness to others as opposed to independence from one another
(Broekner et al., 2000). For research on the effect of procedural fairness on the ac-
ceptance of strategies in the units of multinational corporations, see Kim and
Mauborgne (1991, 1998).

52. Kim and Mauborgne, 1991, 1998.
53. Kim and Mauborgne (1997) view three elements as important for a process to be

fair—engagement, explanation, and expectation clarity. Van der Heyden has elabo-
rated on this framework, developing appropriate instrumentation, and adding two
other elements, namely exploration and evaluation (Van der Heyden and Limberg,
2007; Van der Heyden, Blondel, and Carlock, 2005).
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54. Note that the term “engagement” has another meaning among HR practitioners,
namely involvement and motivation, as in the use of engagement surveys.

55. Evans, 1994.
56. Eisenhardt and Zbaracki, 1992; Eisenhardt, Kahwajy, and Bourgeois, 1997; Brown

and Eisenhardt, 1998; Doz and Kosonen, 2008. See the discussion of strategic agility
at the end of this chapter.

57. Eisenhardt, Kahwajy, and Bourgeois, 1997.
58. Beyond face-to-face meetings, the tools of engagement include mass communica-

tions (e-mail, newsletters, intranet sites), workshops, training sessions, benchmark-
ing visits, customer or other surveys, rewards and punishments, third-party
leverage (arranging for peers to meet key people), upward lobbying, and decrees.

59. Even at times of headcount freezes, it is good practice not to freeze travel budgets on
international change projects.

60. Cialdini, 2001; Conger, 1998; Gelfand and Brett, 2004.
61. Doz and Kosonen (2008) elaborate on this hypothesis.
62. Argyris, 1990; Schein, 1996.
63. Huy, 2002, 2005.
64. Bridges, 1980. Huy (2005) discusses the role of positive emotional management in

the change process, with a focus on action to express sympathy, hope, fun, attach-
ment, and authenticity.

65. For the Nissan turnaround story, led by Carlos Ghosn, see Huy (2004).
66. An important example of explanation that is discussed in Chapter 13 is the commu-

nication about the rationale behind an acquisition, which should take place during
the “100 days” following the merger announcement.

67. See the discussion in Chapter 9. The acronym SMART applies to objective setting,
where targets should be specific, measurable, achievable or agreed, realistic, and
with clear time specifications.

68. These stages in implementation are well mapped out by Beer, Eisenstat, and Spector
(1990) as a critical path.

69. See Barkema and Schijven (2008).
70. Doz and Prahalad, 1988.
71. This is the theme of Bruch and Ghoshal (2002) in a study of four multinational

organizations.
72. See Aiken and Keller (2009). Zohar (1997) argues that people are motivated by five

different forms of impact: on society, on the customer, on the company and its share-
holders, on the working team, and on “me” personally. Compelling stories should
be designed to create as many of these impacts as possible.

73. See Gratton (2000) for ideas and analysis of how HR can facilitate the development
of the vision.

74. Bridges, 1980, 1986.
75. Black and Gregersen (2008) describe the dangers of lack of follow-through in change

management at some length. The importance of managing continuity in change is
made well in Collins’ study Good to Great, where he calls this the flywheel effect (see
Collins, 2001). See also the discussion in Chapter 8 of the dangers of excessive
mobility.

76. Kerr, 1995.
77. Amgen’s approach is described by Aiken and Keller (2009).
78. See the discussion of L’Oréal’s management philosophy on p. 223.
79. Ulrich, 1997. See also Caldwell (2008).
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80. An inflection point is a strategic turning point in the industry, such as a radical
change in technology or market. Slow-moving industry leaders often become
tomorrow’s laggards.

81. Miller (1990) provides many such stories of the Icarus phenomenon.
82. Doz and Kosonen, 2008.
83. The IBM innovation jam is described in Bjelland and Wood (2008). The original

intranet jam to create shared values is outlined in our Chapter 6.
84. See Gratton and Ghoshal (2002).
85. For example, one dimension of quality dialogue that varies from one culture to an-

other (as well as situationally) is direct versus indirect communication. Communi-
cation in collectivistic cultures is often more indirect, since the desire to be polite and
avoid embarrassment overrides the importance of rational truth as defined by indi-
vidualistic cultures (Smith and Bond, 1999).

86. Eisenhardt, Kahwajy, and Bourgeois, 1997; Brown and Eisenhardt, 1997.
87. See the discussion of this issue in Chapter 13.
88. Doz and Kosonen, 2008.
89. Galunic and Eisenhardt, 2001.
90. See Chapter 8.
91. See the discussion of open job markets in Chapter 8.
92. See Chapter 6 for a discussion of shared values and socialization of talent. The need

for a change in concepts of control is discussed in Chapter 8.
93. Speech given by Peter Sands at the Singapore Human Capital Summit, October 2008.
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CHAPTER 12

Managing Alliances 
and Joint Ventures

Rethinking Alliance Strategies at Chemco

In the late 1960s, the US-based chemical company Chemco (name disguised)
decided to enter the booming Japanese market. However, Japan’s investment policies
at the time precluded direct entry. Facing the choice between licensing and a minor-
ity joint venture (JV), the company decided to establish a 49/51 percent partnership
with a well-known Japanese firm to build a local plant and set up distribution.
Chemco would contribute technology in exchange for help in market access. Soon
after its launch, the joint venture, led entirely by local managers, became the leader
in its industry segment.

Later, the US parent decided to take advantage of the liberalization of the 
Japanese economy to obtain a majority position in the JV. In their opinion, the JV was
becoming “too independent,” and they wanted more influence on its future direction.
Besides, drawing upon the support functions of the head office could lower costs. Af-
ter protracted negotiations, the Japanese partner agreed to sell 2 percent of equity to
the Americans to give them control, and the board composition was changed accord-
ingly. The JV management was instructed to streamline the product portfolio and to
cut costs by integrating several support functions into the global organization. While
the local managers never questioned the need for more efficiency, most of the integra-
tion projects never really got off the ground. This was officially justified by referring
to pressing local customer needs that took up all available resources.

Frustrated by the difficulties in “integrating Japan,” the US management decided
that additional equity would give it the necessary influence to push through inte-
gration plans. After another round of long negotiations, the American parent gained
control of 65 percent of the shares. The company was renamed, putting its US part-
ner’s name first. A senior vice president of finance (who did not speak Japanese) was476



dispatched to join the local management team. But despite these changes, the ven-
ture continued to be run pretty much as before. While it was profitable, with nearly
US$1 billion of sales, margins were well below corporate expectations. As Japanese
customers began to migrate to lower-cost sites in other areas of Asia, poor coordi-
nation with other affiliates became a serious business problem.

A third generation of US top management decided to address the problem
head-on. They retained a consultant to advise them on what to do next. Should they
buy even more equity? Send in more expatriates? Or even sell the existing business
and start again?

It turned out that the company could not sell the plant in the open market
because the surrounding infrastructure belonged to the Japanese parent. In addition,
the Japanese partner (located right next door) was the legal employer of the vast
majority of employees, including virtually all top managers. Even those recruited
well after the JV was established were not employees of the joint venture. They were
dispatched to the JV at the discretion of the Japanese partner, and their salaries were
determined by their position in the Japanese company hierarchy. All the training,
starting with new employee induction, was conducted jointly with employees of the
Japanese parent—and they all belonged to the same company union.

All of this was seen as a “good deal” when the JV was originally set up in the
1960s—it meant that there was no need to invest heavily in staff or to worry about
HRM issues in an unknown market. But ever since the original agreement was
signed several decades ago, each step in the evolution of the relationship had fo-
cused only on the financial aspects of control. It was only when the consultant was
brought in that HRM and organizational issues were analyzed thoroughly for the
first time. So the questions have to be rephrased: Will more equity buy more “re-
spect”? Will more expatriates help the integration? What can be done to change the
direction of the joint venture?

OVERVIEW

Alliances are a useful tool for internationalization, but they are also difficult to
implement. The example of Chemco illustrates the complexity of alliances and
the dangers of ignoring the management and people dimensions of such a strat-
egy. So first, we review the many motives for entering an international alliance
and the different organizational forms alliances can take, presenting several per-
spectives on what constitutes alliance success.

An important dimension of alliances is that they are inherently unstable. We
next introduce a framework that helps us to think strategically about alliances and
how they may evolve over time. Based on competitive context and knowledge
creation requirements, we identify four types of alliances, each with a different set
of management and HRM challenges. We illustrate how HR practices and tools
can contribute to the long-term success of an alliance strategy.

We then focus on planning and negotiating alliances, paying particular 
attention to the human resource factors that must be taken into account. Key
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management roles in the alliance-building process are presented, along with the
implications for how managers for these positions are selected and developed.

Once an agreement has been negotiated, it must be implemented, so we next
review the people and organizational factors involved, highlighting the HRM
agenda in international joint venture management.

The final part of the chapter explores the concept of alliance learning. We
first analyze the key obstacles to alliance learning to show the importance of
linking HRM to alliance learning objectives. We then describe the human re-
source processes that can contribute to successful alliance learning, contrasting
examples of successful and unsuccessful learning. To conclude, we review the
evolutionary perspective on alliances and raise the next-generation challenges
facing HRM, as alliances become an organic part of the international operations
of many multinationals.

THE WHYS AND WHATS OF ALLIANCES

Joint ventures and other forms of cross-border alliance are important and com-
monly used tools for international growth. Companies engage in alliances for
many reasons.1 Some are created to cut the cost of entry, others to cut the cost of
exit. Some are set up with the objective of leveraging opportunities, others with
the aim of acquiring knowledge. Some alliances are focused on economies of
scale, other on economies of scope. Understanding why a company participates
in an international alliance is the first step toward deciding the approach to
alliance human resource management.

Alliance Business Drivers

International alliances, usually in the form of joint ventures, began to multiply
during the 1960s and 1970s.2 Their primary objective was to enable firms
expanding internationally to secure access to markets where direct presence
was not permitted, or where market entry was deemed too costly, too risky, or
both. For example, foreign companies targeting the Japanese market, like
Chemco, were not allowed to invest independently in Japan until its foreign
investment regime was deregulated in the mid-1970s. The only way to enter the
booming market early was either to license technology to a local partner or to
establish a joint venture. The early flow of foreign direct investment into China
in the 1980s and 1990s followed a similar pattern.

Entering a protected market is only one reason why alliances are formed.
Even when a wholly owned subsidiary may be feasible, there are many argu-
ments in favor of market entry through partnership with a local firm. Such a
partnership can provide knowledge of local business conditions, a desirable
location and infrastructure, access to the distribution system, contacts with
government, and a supply of experienced labor and management. The need to en-
ter emerging markets rapidly while minimizing risk is another reason. After the
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collapse of the Berlin wall, alliances minimized the risk of entry into uncharted
territories in Eastern and Central Europe.3 As anticipated in the initial agreements,
many local partners have since been bought out. Many foreign investors in China
and India are following a similar strategy.4

Alliances may support internationalization strategies. For example,
while global competition often requires “insider” presence in a number of
countries, it is difficult for all but the largest firms to achieve such universal
market coverage. In car manufacturing, parts suppliers are expected to follow
major car companies as they expand around the world, though it may not be
viable to set up independent operations everywhere. “Sharing” the customer
with a local partner may be a better idea. Many firms are left with only two
choices: either to be acquired or to negotiate alliances with others in a similar
position.

Some alliances can remain nonequity contractual agreements for long
periods of time. The Airbus consortium was established in 1970 by leading
European aerospace firms to compete against the then-dominant US com-
mercial aircraft manufacturers. Risk reduction and economies of scale and
scope in R&D and production were the primary drivers behind the push for
collaboration.5 But because the vast majority of Airbus employees were on the
payrolls of the partner firms, the organization of the consortium presented
major challenges, particularly with respect to managing mobility and coordi-
nating cross-border projects. It was only in 2001 that a separate joint stock
company was set up.6

In high-technology industries today, international alliances are the norm, not
the exception. Most high-tech firms are engaged in scores of technological, man-
ufacturing, and marketing alliances. Their objective is to leverage their current
know-how quickly over the broadest possible number of markets and to foster
the creation of tomorrow’s know-how. The early success of IBM and Toshiba in
the emerging laptop computer market was partly a result of their long-term col-
laboration in designing and manufacturing state-of the-art flat screens. While the
two companies never ceased to compete for the final customer, the upstream col-
laborative efforts allowed them to maximize return on R&D investment and to
gain valuable economies of scale in manufacturing. The challenge for both firms
was to ensure that capabilities created inside the alliance could be quickly trans-
ferred to the parents while maintaining learning parity. This was accomplished
by a carefully balanced flow of personnel between the alliance and the two
partners.

In short, there are many good reasons for companies to engage in interna-
tional alliances. Some firms are heavily involved with alliances; others find
them tangential to their global strategy. However, most companies will engage
in some form of international alliance as they expand abroad. Consequently, it
is important to understand the strategic and management issues relating to
international alliances and the role of human resources management in alliance
success. Indeed the question of what is a successful alliance is often not easy to
answer, as we can see in the box “Defining Alliance Success.”
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Defining Alliance Success

The Chemco case raises the question of what
is a successful alliance. This may seem like an
obvious question, but it does not have an
obvious answer. Does the mere survival of an
international alliance indicate success? Is suc-
cess measured by the return on the funds orig-
inally invested? By current profitability and
cash/dividend flow? By market share? By
transfer of knowledge or creation of new
knowledge? Obviously, the choice depends
on the specific objective of the alliance, but
objectives typically change as the alliance
evolves. From this perspective, the only relevant
measure of alliance success is the degree to
which an international alliance helps the firm
to improve its ability to compete.

Contrary to a popular metaphor, an al-
liance is not like a marriage—longer alliances
are not necessarily better. Problematic al-
liances are a drain on management energy
and resources, but they often limp on since
shutting them down would imply “failure.”

For an alliance to be sustainable, it must
benefit all partners. Respect for the partner’s
needs and mutual value creation are prerequi-
sites for a successful relationship. But this does
not imply that value creation must be equal or
that all alliances should be sustainable for an
indefinite period. Most are transitory in nature,
reflecting a particular competitive situation at
a particular point in time. When the situation

changes, so does the need for the alliance. 
A “win–win” strategy is only a tool to create a
healthy alliance; it should not be seen as the
goal in itself. The definition of a “win” may
change as the company strategy evolves, as
will the role that the alliance is expected to
perform.

From this perspective, Chemco’s alliance
in Japan, although growing and profitable, was
not as successful as it could have been. This
does not mean that the original entry decision
was wrong. In fact, in terms of ROI, the deal
was the best the company had ever made. But
as the company’s internationalization strategy
evolved, the alliance in Japan did not follow,
largely because of inattention to the manage-
ment and human resource issues involved.

There are ample data showing that many
alliances fail to meet expectations and that the
cause of the failure is in many cases poor
implementation.7 It has been estimated that
fewer than 50 percent of early joint ventures in
Japan met the foreign partner’s business objec-
tives,8 and observations of more recent experi-
ences with joint ventures in China suggest a
similar pattern.9 The complexity of managing a
business with international partners is a chal-
lenge that few firms seem equipped to handle.
When alliances break up, HRM issues are often
cited as one of the key factors contributing to
“irreconcilable differences.”10   

Understanding Alliances

Choosing the right type of alliance for a given strategy is difficult if the strategy
is not clear. What is the business objective of the proposed alliance? What is the
value added of engaging in a business relationship that will inevitably consume
significant resources before yielding results? What form of alliance should a
company choose given its objectives, and what are the HRM implications of
such a choice?



There are a number of different ways to classify alliances. It is possible to take
a functional orientation to identify R&D alliances, manufacturing alliances, or
marketing and distribution alliances. Another way to classify alliances is to look
at the number of partners involved, from a two-partner agreement to multiple-
partner consortia. However, the most common distinction is whether the contrac-
tual agreement covering the alliance creates a new jointly owned business unit—
usually described as a joint venture (JV)—or whether the collaboration is
essentially nonequity based, such as a licensing agreement.

Yoshino and Rangan present a comprehensive classification of alliances (see
Figure 12–1) based on the fundamental nature of the contractual relationships
between the partners.11 There are many other classifications, some focusing
specifically on HRM issues.12

There is a general agreement that, as one moves through the spectrum of
alliances from a “simple” marketing agreement with a foreign distributor or
OEM manufacturing agreements to stand-alone joint ventures, the management
challenges increase, as does the importance of paying attention to human re-
source management. Much of the discussion in this chapter will therefore focus
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on the role of HRM in the most complex of international alliances—joint ven-
tures between firms based in different countries. However, even among joint
ventures, the differences in strategic logic behind their formation may require
different HRM strategies and HR tools to be applied.

An Alliance Strategy Framework

As the Chemco case illustrates, an alliance is typically a dynamic phenomenon.
The nature of the alliance may change over time, and shifts in the relative bar-
gaining power of the partners and in their expectations about the objectives of
the alliance will have corresponding HRM implications.

There are two dimensions of alliances that require careful consideration
from an HRM perspective: the strategic intent of the partners, and the expected
contribution of the venture to the creation of new organizational capabilities
and knowledge. With respect to strategic intent, alliances among firms with
competitive strategic interests may require different approaches to HRM than
those where interests are complementary. With respect to capability and knowl-
edge creation, while all alliances involve learning, some are actually formed
with the main purpose of capability or knowledge creation. The learning aspect
of alliances has major implications for the organizational arrangements and
thus for the HRM challenges and the roles played by the HR function.

Figure 12–2 shows the four archetypes of alliance strategies based on their
strategic and capability/knowledge creation contexts: complementary, learn-
ing, resource, and competitive alliances.

A complementary alliance is formed when two (or more) partners with
complementary strategic aims join forces to exploit their existing resources or
capabilities—say, by linking different elements of the value chain—and where
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capability creation is not a prime objective. A typical complementary alliance is
the traditional joint venture where one partner contributes technology and the
other facilitates entry into a difficult market. Another example may be when two
partners contribute complementary technologies that may lead to a new prod-
uct stream. In nonequity alliances, this may take the form of a long-term con-
tract, such as between TI and Nokia in the mobile phone chip manufacturing
process.

A complementary alliance may evolve into a learning alliance if both partners
share an interest in enhancing their individual capabilities. This can happen
through the exchange of existing knowledge between the partners, or through
the development of new knowledge where the partners jointly participate in the
same value chain activities. An example of a learning alliance is the Fuji–Xerox
joint venture in Japan that will be discussed later in this chapter.13 Originally set
up to facilitate Xerox’s penetration of the Japanese market, it then shifted its
focus to Asia Pacific and today serves as a critical source of capability develop-
ment for the Xerox Corporation worldwide. Other alliances may be designed
with learning in mind from the outset.14 Compared to complementary alliances,
learning alliances require much more interaction, including shared work and
interface management, which creates demand for HR systems and processes
that can facilitate effective knowledge creation.

Competitive pressures such as resource constraints, political and business
risks, or economies of scale may lead competitors to join forces in a resource
alliance. Exploration consortia set up to develop and operate oil and gas fields
are increasingly common in the energy industry. One company takes the lead
but the others share the risk by contributing resources and often staff. For
example, BP explored oil deposits off the coast of Vietnam together with Statoil
from Norway and the Vietnamese state-owned oil company. Another example
would be the sharing of manufacturing facilities in Australia by Nissan and
Ford when the Australian government restricted the number of manufacturing
sites in the country. Compared to complementary alliances, resource alliances
place a greater requirement on HR practices to reduce the frictions that might
hamper collaboration.

Finally, there are also learning alliances between partners who are competi-
tors in global markets. One of the best-known examples is NUMMI—the 50/50
joint venture between General Motors and Toyota described in Chapter 4 (page
136).15 This venture was nominally designed for the joint production of small cars
for the North American market, but at the same time, it was intended to serve as
a “learning laboratory” for the two competitors. GM gained insights into Toyota’s
manufacturing system, and Toyota learned how to operate a US-based manu-
facturing facility. Such partnerships can be described as a competitive alliance. An-
other example is Boeing’s long-term collaboration with a consortium of Japanese
firms that built segments of Boeing airplanes, while at the same time pursuing a
strategy of becoming aircraft designers themselves.16 This type of alliance, with
its emphasis on knowledge creation in a competitive context, is the most complex
to manage and requires the highest level of attention to HRM.

The Whys and Whats of Alliances 483



None of these types of alliance is “better” than another. Alliances in all four
quadrants can enhance a firm’s competitive advantage. However, the manage-
ment challenges associated with each alliance scenario are fundamentally dif-
ferent, and the HRM strategies, processes, and tools should reflect those
differences. Problems occur when the company does not know what kind of
alliance it has entered or, as in the case of Chemco, when it does not read and
respond appropriately to early signals that the nature of the alliance is chang-
ing. For example, in a complementary alliance, it might be possible to rely on the
local partner to recruit and train the alliance workforce since the loyalty factor
may not be an issue—at least in the short term. However, such an approach in a
competitive alliance could prove costly in the event of any subsequent conflict
between the partners.17

In a complementary alliance, it may make sense to set up the venture as a stand-
alone entity to promote internal entrepreneurship. In a resource partnership, there
are also benefits in creating an entity with clear boundaries so that the competitive
strategic context does not inhibit the performance of the alliance—good fences
make good neighbors. However, learning alliances should not be constrained by
too many fences, as opportunities for knowledge sharing will be greater when the
boundaries between the venture and the parent are thin. HR practices in a learning
alliance will therefore focus on facilitating the interface between the parent and the
venture to increase the speed and quality of information exchange.

In contrast, it is not just fast learning that matters in a competitive alliance
but also speed and effectiveness relative to the partner—maintaining learning
parity is the key to sustaining such a relationship.18 The HR approach has to
reflect this, for example by integrating measures of the learning outcomes into
the performance management process. At the same time, given the competi-
tive context of the alliance, the flow of knowledge has to be monitored, if not
restricted—an approach opposite to what is best for a learning alliance.

In all cases, it is important to remember that alliances do not always fit
neatly into conceptual boxes. Some partnerships are complementary in some
parts of the value chain but competitive in others, and a nuanced approach to
HRM may be needed. The critical issue is that the character of most alliances
changes over time. Successful complementary alliances will become learning
alliances, and learning alliances may turn into competitive alliances as the
strategic intent of partners changes over time.19

Precisely when a complementary alliance becomes a learning or a competi-
tive alliance is a matter of interpretation. Alliances are typically defined as com-
plementary in the opening public relations statements, but a shift in partnership
orientation has to be expected. The anticipation of such shifts needs to be taken
into account in formulating the HRM strategy so that the appropriate tools can
be used proactively to facilitate such a change. In the Chemco case, the alliance
started as complementary, combining the technology of the US partner with the
market access capability of the Japanese partner. However, the US partner failed
to commit the necessary resources at an early stage to ensure the future integra-
tion of the JV into its global network (training, exchange of staff, and so forth).
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There were no incentives for the Japanese staff to pay attention to global strat-
egy. They were rewarded solely on local results, and they saw no future for
themselves in Chemco’s global organization.

One of the few redeeming factors in the Chemco joint venture was that the
alliance never migrated into the competitive domain, simply because the
Japanese partner had no wish to enter this particular business segment. Had
it chosen to do so, there was not much the US partner could have done to
protect its market position, as it had little influence over the employees or
management in Japan. However, because the partner’s position was essen-
tially cooperative, Chemco’s top executives and the HR managers did get
another opportunity to consider long-term actions to remedy the unsatisfac-
tory situation. We will review later what they did.

Alliance Is a Process, Not a Deal

An alliance is not just a deal between two or more partners; it is a complex
process that is full of ambiguities and contradictions. Indeed, companies often
learn to manage the contradictions of transnational organization through their
alliance experiences. Most alliances either die early or evolve, just like any other
business venture. Alliance stability is a contradiction in terms.

There is no best way to structure an alliance. Winning and losing alliances 
cannot be differentiated by specific configurations of organizing patterns, equity ra-
tios, or reporting relationships.20 In the case of joint ventures, some argue that 50/50
arrangements work best, since the partners are forced to anticipate each other’s
interest.21 Others assert that such arrangements lead to paralysis, for example with
respect to staffing and compensation issues, and that it is better when one partner
has the power to make a decision when there is deadlock.22 In fact, both types of
ventures appear to generate significant but distinct HRM challenges.23

It is not the structure of the deal, but the quality of the management
process—in planning, negotiating, and implementing an international business
partnership—that makes a difference. However, even here there are variations.
In HP and Intel, two high-tech firms with extensive histories of successful al-
liances, the alliance management process is well defined, highly structured, and
institutionalized. On the other hand, Corning, which derives most of its income
from alliances, favors a more intuitive and informal approach that reflects the
company’s culture and mode of decision making. Others use a mix of the two
extremes. Whether the approach is formalized or embedded in the company
culture, successful alliance players have in common a rigorous and disciplined
approach to alliances that includes an appreciation of the HRM contribution.

PLANNING AND NEGOTIATING ALLIANCES

The HR function should be involved early in exploring, planning, and negotiat-
ing alliances because a number of key issues relating to control and influence are
closely tied to expertise, policies, and practices in human resource management.
Unfortunately, HR is often left out at this stage.
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Another reason why HR should be involved early is the fact that creating value
through superior human resource management can be a source of competitive
advantage for the partnership. For example, a partner with proven competence in
implementing high-performing work systems, in staffing and recruitment, or in
managing innovation through people has additional negotiating leverage. This
competence should contribute to the success of the venture—provided that it
can be appropriately adapted to its strategic aims and the different cultural and
institutional circumstances.

Outstanding HR strengthens bargaining power in the negotiations. A repu-
tation for good HR systems and practices is part of the corporate “brand
equity.”24 Well-managed partners are more in demand than poorly managed
ones. A company with poor foundations in its own approach to HRM and with-
out proven know-how in aligning HRM with competitive strategy will find
itself disadvantaged when it comes to negotiating and implementing alliances.

HRM Issues in Developing an Alliance Strategy

Successful alliances start with a strategy, not with a partner. This may seem an
obvious statement, but it is not always followed in practice. Companies, or
more precisely their chief executives, sometimes “fall in love.” Notwithstanding
the importance of personal relationships at the top, it is dangerous to select the
partner before the strategic purpose is clarified.

As discussed in the previous section, it is difficult to identify what kind of
relationship and what kind of a partner may be appropriate without fully
understanding the long-term objectives. Japanese car component manufactur-
ers entered the United States in the late 1980s because they were following their
Japanese customers, for instance Toyota and Honda, into the US. These cus-
tomers expected just-in-time support for their newly transplanted assembly
plants, but the component manufacturers knew that they did not have the
capability themselves to operate in an alien environment. Given the urgency, the
alliance route seemed the most feasible entry strategy, though in the long run
they intended to establish an independent presence.

Consequently, human resource considerations played a major role in part-
ner selection.25 The Japanese firms searched for local partners situated in rural
environments, perceived as having harmonious labor environments conducive
to Japanese manufacturing methods. They also preferred partners that were
family-owned but with no clear succession. This would give them the oppor-
tunity to acquire full control with a friendly bid once the US partner decided to
retire.

While the HRM issues in an alliance are always framed by the specific
strategic and business context, these considerations are sometimes contradic-
tory, requiring careful analysis. For example, when a firm decides to enter an un-
familiar foreign market, the choice of an experienced local partner may seem to
be a smart move that overcomes the existing “market knowledge” handicap.
Yet, with a strong local partner, there may be less urgency to develop internal
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market know-how, and investments in knowledge creation may not be a pri-
ority. In a complementary alliance, this may not matter. However, if the
alliance ever becomes competitive, this may put the foreign partner at a seri-
ous disadvantage.

A well-defined alliance management process provides an arena for a full
consideration of human resource issues.26 Early involvement in strategy discus-
sions allows the HR function to understand the business logic of the alliance,
highlighting early the issues that may handicap implementation. In addition,
important human resource decisions regarding the alliance may need to be
made early in the implementation process (such as decisions on negotiation
training or selection of an alliance manager).

HR’s involvement in alliance strategy is often guided by a plan that is
fleshed out as implementation proceeds. A sketch of the issues to be considered
is shown in Table 12–1. Given the typical uncertainty surrounding alliance cre-
ation, such a plan is only a rough guide. It will become more specific when a
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TABLE 12–1. The HRM Alliance Strategy Plan

HRM issues that may influence partner selection:
• Desired capabilities that a partner should possess.
• Need for venture HR support from the partner.
• Assessment of HR skills and reputation of potential partners.
• Assessment of the organizational culture of potential partners.
• Exit options.

Venture HR issues that need to be resolved in negotiations:
• Desired negotiation outcomes and possible bargaining trade-offs.
• Management philosophy, notably concerning HRM.
• Staffing: sourcing and criteria.
• Compensation and performance management.
• Who will provide what HR service support.

Specific HRM activities that must be implemented early and resources required:
• Negotiation stage:

• Negotiation team selection.
• Negotiation training.

• Start-up stage:
• Staffing decisions.
• Alliance management training.

Allocation of responsibility:
• Corporate responsibility.
• Local management team responsibility.
• Partner responsibility.

Measurements to evaluate the quality of HR support:
• Recruitment target.
• Training delivered.
• Skill/knowledge transferred.



partner is selected, paving the way for rigorous implementation when the al-
liance is launched.

Partner Selection

There are two main HRM issues to consider in selecting a partner: the expected
contribution of the partner, and how much the HR systems of the partners will
interface within the alliance.

The first issue refers to the degree to which the partner’s capabilities in
human resource management are expected to contribute to the alliance. Will the
partner be responsible for staffing the alliance or some of its critical functions?
Is the partner expected to provide HR services to the alliance? Does the part-
ner’s HR reputation matter? As we will discuss later in this chapter, getting the
staffing right is the “make or break” issue for many alliances, and the probabil-
ity of success can be enhanced by making these questions a part of the selection
screen.

The second issue addresses the degree to which the organizational and
people processes of the partners will be linked in the course of the alliance,
which is likely if one of the strategic aims is learning. Will the alliance be clearly
separated from the parents, or will the boundaries be ambiguous? Will there be
a lot of mobility between the venture units and the parent companies? Who will
evaluate the performance of the venture management and on what criteria?

When the partner is expected to contribute significantly to HR manage-
ment, or when the venture is unlikely to be autonomous because of interfaces
with the parents, it is vital to include the partner’s HR philosophy, policies, prac-
tices, and culture as a factor in partner selection (see the box “Assessing the Cul-
ture and HR Practices of The Potential Partner”). The issue here is not to find a
perfect match—a partner who shares the same view on management selection
criteria or the role of incentive compensation in the reward package. Rather, the
purpose is to identify potential differences and then to determine how these dif-
ferences might influence the execution of the alliance strategy, whether any dif-
ferences can be reconciled, and whether there are business risks if the gaps
cannot be bridged.

A UK company decided to set up a joint venture in Malaysia to assemble its
product for the local market. Soon after the results for the first year were in, the
UK managing director proposed performance bonuses that differentiated by
nearly 40 percent between managers at the same level of responsibility. A row
erupted at the JV board meeting—the local partner objected, as the bonus plan
would violate the standards of internal equity among managers and hurt
morale. The foreign managing director was puzzled. “You told us that bonuses
in your company could be up to 40 percent of the total compensation. That is
what I believe our best performers deserve.” “Yes,” came the answer, “but in our
company the bonus percentage is the same for everyone.”

Differences in management style and HR practices can, however, sometimes
be a powerful argument in favor of an alliance. One of the factors that motivated
Toshiba to join forces with General Electric in a Japan-based joint venture was
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to get an “insider” view of GE’s renowned management system. Toshiba’s top
management actually encouraged GE to introduce many of its systems and
practices into the joint venture to see how such practices might be adapted in
Japan, and what learning the Japanese parent might gain from the experience.

Selecting Alliance Managers

An alliance manager is typically appointed at corporate level, responsible for
planning, negotiating, and implementing alliances. Ideally, this role should be
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Assessing the Culture and HR Practices of the Potential Partner

HR policies and practices have a major impact
on the culture of the organization, and research
has shown that differences in organizational
culture may influence alliance success.27 A cul-
tural audit is therefore an essential part of due
diligence—the audit of a potential partner. A
number of factors may impact the cultural com-
patibility between partners, and these should
be included in the audit:

• Communication style (degree of formality).
• Hierarchical boundaries (rigid vs. flexible).
• Control mechanism (tight vs. loose).
• Mode of conflict resolution (explicit vs.

implicit).
• Compensation philosophy (market posi-

tion, degree of salary compression).
• Performance management (open vs. hidden).
• Career stratification (gender, race, age, reli-

gion, qualifications).

Various maps exist to understand differ-
ences in culture. One simple but useful map
has been developed by Goffee and Jones, using
two dimensions that are well established in
sociological and management theory: sociability
(friendships, emphasis on relationship, net-
working) and solidarity (collective task and
goal orientation).28 They map out four types of
cultures: networked (strong on sociability),
mercenary (strong on solidarity), fragmented

(low on both), and communal (high on both).
Each is reflected in different approaches to
management and HRM, and each exists in a
positive and negative form (for example, the
danger for communal cultures is that they
become arrogant and inward looking, while
mercenary cultures can become ruthless).

It is particularly important is to clarify key
operating HR policies and the actual practices:

• How do employees enter the company and
what are the selection criteria?

• What are the promotion requirements and
timetables?

• Which behaviors are encouraged and which
are scorned?

• What are the performance criteria and how
much do they matter?

• What are the determinants of salary and
how large are the differentials?

• How open is the communication about
individual performance?

• How open and transparent is the whole HR
system?

This material may not be easily available,
but it can be obtained through consultants, a
thorough review of press coverage, and local
intelligence—and not just leafing through an-
nual reports. Doing the homework eliminates
subsequent surprises.  
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kept separate from the role of venture manager,29 who is responsible for man-
aging a specific project, business unit, or joint venture within the alliance (see
Table 12–2), though obviously not all firms have the resources to do so.

The alliance manager may monitor several existing alliances, supporting
business units in identifying opportunities where a partnership could create
value. When such opportunities are identified, the alliance manager will take
the lead in developing the negotiating strategy and framing the partnership
contract. After negotiations are completed and a new alliance formed, they will
oversee the evolution of the alliance and the relationship with the partner. This
is like managing a portfolio where new ventures get negotiated, added, and
monitored.

The alliance manager has a determining impact on the quality of the rela-
tionship between the partners and on the ability of a firm to execute its alliance
strategy. When selecting alliance managers, it is important to recognize that
their role will change from visioning/sponsoring to networking/mediating as

TABLE 12–2. Alliance Manager versus Venture Manager: 
Roles and Responsibilities30

Alliance Manager Roles and Responsibilities
• Building trust/setting the tone—unless there is trust and the right chemistry 

among managers involved in the alliance, it will not go anywhere.
• Monitoring partner contributions—how well a firm meets its obligations to an

alliance is the most tangible evidence of its commitment.
• Managing information flow—drawing the line between information flow that

ensures the vitality of the alliance, and unbridled information exchange that could
jeopardize competitiveness.

• Assessing strategic viability/evaluating synergy—as strategic needs of the firm
change over time, what are the implications for the alliance and overall relationship
with the partner?

• Aligning internal relationships—since an alliance involves many people inside 
the firm, the alliance manager should mobilize the necessary support across the 
organization.

Venture Manager Roles and Responsibilities
• Managing the business—the venture manager assumes operational responsibility

for the success of the venture.
• Representing venture interest—the venture manager has to represent without bias

the interest of the venture as a business vis-à-vis its parents.
• Aligning outside resources—many resources are located outside the venture

boundaries in the parent organizations; tapping effectively into those resources is a
venture manager’s responsibility.

• Building collaborative culture—irrespective of the competitive context of the
alliance, trust inside the venture is an essential ingredient for success.

• Developing venture strategy—successful alliances evolve as any other ongoing
business, and this evolution should be guided by solid strategy.



the alliance evolves from initial planning through negotiations, start-up, matu-
rity, and on to eventual decline and dissolution.31

Typically, the key requirement for the alliance manager’s position is a high
degree of personal and professional credibility. Mutual trust is the glue that ce-
ments alliance relationships, and without credibility, it is difficult to establish
trust. When Motorola established a strategically key semiconductor alliance
with Toshiba, it appointed as alliance manager a corporate vice president with
a stellar business record. This individual played a central role in developing
overall corporate strategy in the sector.32 The focus of the alliance was to share
Motorola’s microprocessor know-how with Toshiba in exchange for access to
Toshiba’s memory technology. The alliance manager’s personal credibility and
reputation were critical in aligning Motorola’s internal resources behind the al-
liance, and in convincing Toshiba that Motorola’s management was determined
to make the alliance work.

The job of an alliance manager also requires a high degree of flexibility and
adaptability in coping with different national and organizational cultures, man-
agement styles, and individual behaviors. As discussed, alliances are by nature
unstable and uncertain, so it is difficult to operate under precise rules or to ex-
pect that an intended strategy will be followed to the letter. Managers who are
not comfortable in working under ambiguity will find it difficult to cope. As one
experienced alliance manager put it, “high tolerance for frustration is a must.”

In Chapter 5, we indicated that alliance managers are an example of one of
the key lateral coordination roles in a multinational firm—much of what al-
liance managers are required to do involves mobilizing resources across orga-
nizational boundaries. They manage laterally in much the same way as a global
account manager or an international project leader, but without large budgets or
staff, and without direct authority over resource allocation.33 Instead, the man-
ager has to rely on influencing networks of people inside and outside the firm.
As one senior executive in a Fortune 500 company put it,

A leader is one who gets people to do what he wants, but who at the same time makes
them think that it was all their idea in the first place. An alliance manager also has to
work along the same lines. He has no battalions of his own, yet he has to get the job done.
He has to get people to buy into his vision of the alliance, make it part of their own job
assignment, and actively work to make the alliance a success.34

Preparing for Negotiations

Firms need to address HRM issues long before the first encounter between the
potential partners. The initial focus is primarily on selecting the negotiating
team and facilitating training in handling negotiations.

Selecting the Negotiation Team

Once the long-term strategy of the alliance is in place, its objectives set, and the
potential partners established, it helps if the negotiation team is selected quickly.
Different types of ventures may require different mixes of entrepreneurial,
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analytical, and political competencies in the team.35 The context might also in-
fluence the choice of the alliance manager, who in most circumstances should be
the core member of the team.

There are different opinions as to whether future venture managers should
take part in the negotiations. When venture managers are involved in negotia-
tions they have a vested interest in “getting it right” rather than just “getting the
deal,” since they will be responsible for implementation. However, when nego-
tiations are protracted (most last longer than anticipated) it is not easy to free up
managers who have other responsibilities to participate in negotiations that
may fail. An alternative is to assign the responsibility for the venture before the
negotiation is completed, but to have another position available in case the ne-
gotiations fail.

Training for Negotiations

Alliance negotiations resemble other business negotiations, though they tend to
be more complex due to the strategic and cross-cultural issues involved. For
team members who lack experience in alliance negotiations, properly structured
negotiation training could be a worthwhile investment.

An essential part of such preparation is to help the negotiators to become
familiar with the business and cultural context of the partner’s country. Given
the stakes involved, a number of studies suggest that companies underesti-
mate the need to prepare carefully.36 Without preparation, it is all too easy to
fall back on cultural stereotypes. It is also important to sort out the individual
roles in a team, and to review and practice different negotiation scenarios. 
HR professionals often have strong process facilitation skills, and they may
serve as internal consultants in the alliance negotiations. Especially in more
complex negotiations, the presence of an experienced facilitator may be bene-
ficial, observing the flow of interactions, interpreting behaviors, and coaching
the key actors.

Negotiation Challenges in Joint Venture Formation

When an alliance takes the form of a joint venture, negotiations regarding con-
trol and management of the JV should include HR. There are several negotiation
challenges where strategy and HRM interact closely. These include issues of

• Equity control versus operational influence.

• Board composition.

• Senior management appointments.

• HR policies for the alliance.

Equity Control versus Operational Influence

The issue of control is often difficult to resolve in joint venture negotiations.
Generally, both parties seek to be the majority owner, as this is considered the
best way to protect one’s long-term interests, particularly in the context of a
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competitive alliance. However, in the absence of other supporting mechanisms,
equity control is no guarantee that the venture will evolve in line with the in-
tended strategy.

Gaining a majority position may provide a tax or financial reporting ad-
vantage. However, it is a fallacy to assume that equity control equals manage-
ment control, as the Chemco case illustrates. A minority equity position,
coupled with effective representation on the JV management team and an in-
fluence over the flow of know-how, may have more real impact on how the ven-
ture operates than a nominal majority exercised from a distance. From an
accounting perspective, 51 percent of the shares may entitle the owner to 51 per-
cent of the dividends, but these are often the last piece of the cash pie to be dis-
tributed. Internal transfer pricing, purchasing decisions, the cost of services
provided by a local partner, and payroll determined by compensation levels all
have an impact on cash flow long before any dividends are declared.

In most deals, “the last 2 percent” (going from a 49 percent share to 51 per-
cent) is the most expensive piece of equity. While intangible contributions (the
infusion of technical or market know-how, transfer of depreciated assets, brand
equity) may substitute for capital in a minority position, a majority position usu-
ally requires cash. The important point is that a careful human resource strategy
that secures influence can be less costly and more effective than a strategy that
focuses on securing equity control.

Acquiring such influence typically starts with the key appointments—the
composition of the board and senior management appointments.

Board Composition

Companies often strive for a majority equity position simply to achieve a ma-
jority on the board of directors, thus protecting their voting interests in the event
of a dispute between partners. In reality, joint venture boards seldom if ever
vote. Pushing through a majority vote often constitutes the first step in dissolv-
ing an alliance. If the partners have a common interest in maintaining the rela-
tionship, disputes are resolved in private, and boards act only to approve such
agreements. In addition, the protection of strategic interest can be achieved by
other means, such as specific clauses in the agreement or articles of incorpora-
tion that stipulate what actions require unanimous or qualified majority consent
of the shareholders.

There are advantages in staffing the board primarily to oversee rather than
to control. Positions on the board can be used for a variety of other purposes. An
appointment to the board can be used to recognize the outstanding contribution
of an alliance executive. In many countries, “company director” status is con-
sidered the pinnacle of a business career, and such opportunities may serve to
increase the morale and retention of senior management. Board appointments
can be used to expand linkages to outside business circles and the wider com-
munity in the local country, broadening learning and commercial opportunities.
A position on the board can also be reserved for an individual who may medi-
ate potential conflicts between the partners.
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When setting up the board, there is a natural tendency to appoint alliance
champions, people who favored the deal from the outset, who were involved in
the negotiations, and who know the partner best. However, it is also useful to
appoint at least one “bad cop,” who will keep the champions from forgetting
that the venture is a business rather than just a relationship—someone a little
more skeptical, who sees the potential downfall of various alliance initiatives.37

Appointing Senior Management

In most joint ventures, senior managers wield far more strategic and operational
control and influence than members of the board.38 Tasks that determine the
venture’s success—setting business objectives, interfacing with key customers,
monitoring the transfer of knowledge, developing the organization’s culture—
are all operational responsibilities of the senior managers inside the venture.
Moreover, it is always preferable to resolve the inevitable conflicts and differ-
ences of opinion at the operational level rather than referring disputes to higher
levels of alliance governance.

However, there is a paradox here. The shortage of international managers
who can implement a market-entry strategy in an unfamiliar environment is of-
ten a motive for choosing a joint venture over a wholly owned subsidiary; yet
without a pool of suitable candidates, bargaining about positions is a meaning-
less exercise. Having such a pool ready requires attention to HR from the very
early stage of alliance planning, since it takes time to select and groom potential
candidates. It may be preferable to recruit them in the local market and then pro-
vide opportunities to be socialized in the parent organization before dispatch-
ing them to the JV—again a time-consuming effort. If these HR issues are raised
only after the agreement is signed, it may be difficult to find the right candidates
in time for the launch. The cost of fixing the problems later grows exponentially
with time since misaligned cultures, attitudes, and behaviors are difficult to
uproot once embedded.

Note however that executive role expectations may vary from one culture
to another. In a 50/50 French–Swedish joint venture located in France, the Swedish
company agreed to the appointment of a senior French executive as chairman in
exchange for de facto control of the operations. But in the French organization,
the chairman was not the honorary figure that the Swedes expected. He was
seen as the ultimate decision maker in the venture, while the opinions of the
Swedish managers were ignored. Although the venture continued to make
strategic sense, the operational frictions generated so much ill will on both sides
that it had to be dissolved a few years later.

The leadership and behavioral demands on JV managers are greater than
in wholly owned units, and finding suitable managers is not a simple task.
Political skills are indispensable, as top JV managers need to use influence to
balance partner priorities and overcome conflicts. Cross-cultural sensitivity
and flexibility are particularly important when partners come from different
cultures and where JV staff represent two or more nationalities. Having a
cooperative disposition, a high tolerance for ambiguity, and an internal locus
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of control are additional personal traits that help international alliance man-
agers to perform well.39

In particular, the nomination of the venture general manager can generate
intense debate. Who should “own” the JV manager? One can argue that the ven-
ture manager must have the goodwill of both parents in order to operate effec-
tively.40 Installing somebody as venture general manager who represents the
interest of only one partner may be counterproductive. And special care is
needed when the joint entity is essentially independent of the parents’ opera-
tions, as in the case of many complementary or resource alliances. There is a fine
line between representing the best interests of the venture and that of the parent
company.

If the venture activities need to be integrated with those of the parent, then
an arms-length relationship may not be appropriate. When an insider from one
firm seems the logical choice as venture manager—because of his or her knowl-
edge of the business or geographical area—it is important to minimize incen-
tives that show favoritism. It should be clear that the manager’s future career
depends on the success of the venture. It also helps if alliance managers are seen
as its champions—those who believe in the purpose and who work hard to
make it succeed; see the box “The Role of Venture Champions.”

Identifying alliance champions and recognizing their contribution toward
implementing the alliance strategy is a critical driver of its success. Not
surprisingly, alliance champions, like alliance skeptics, can be found on both
sides of the partnership. Knowing the venture champions on the “other
side”—especially those who have sufficient internal credibility to mobilize
resources for the benefit of the alliance—is of great value in the negotiations
over managerial appointments.
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The Role of Venture Champions

An alliance succeeds because managers and
employees believe in the promise of the con-
cept and are willing to invest personal effort to
make it happen. Alliances without champions
do not survive for long because the ambiguity
and uncertainty of the relationship impair
participants’ capacity to deal with the complex
issues embedded in most partnerships.

When Whirlpool Corporation established
a manufacturing joint venture with Tatramat,
the Slovak washing machine maker, Tatramat’s
former top executive, Martin Ciran, became

managing director of the joint venture.41 The
new company later ran into serious financial
difficulties that enabled Whirlpool to gain ma-
jority control. Yet Ciran retained his position as
he was recognized as the key champion of the
alliance. His leadership was deemed essential
to making the venture a success.

With access to Whirpool know-how, but un-
der Ciran’s leadership, the company was turned
around. Today, Whirlpool’s Slovak factory—
now fully owned—still ranks among its top-
performing European subsidiaries.  



Human Resource Policies within the Alliance Venture

The need to influence alliance strategy is only one of the arguments for address-
ing HRM issues early in the alliance formation process. When the success of the
alliance depends heavily on people issues, such as competence transfer or reach-
ing new standards in quality and productivity, leaving HRM until later in order
to simplify alliance negotiations may handicap the future chances of success.

It is particularly important to pay early attention to HR policies and prac-
tices when there are likely to be many complex interfaces between the venture
and the alliance parents.42 In contrast to licensing or supplier–buyer agreements,
up-front agreement on HR philosophy and policies may be vital to success in
manufacturing joint ventures or shared projects in new product development.

Some researchers advocate a detailed contract clarifying HR policies inside
the alliance in order to reduce the uncertainty and conflict over matters of staffing,
transfers, promotion, and compensation.43 However, detailed contracts do not
guarantee compliance. Venture synergy comes from shared business interests, not
from legal formulations. A clear statement regarding HR principles is in most
cases sufficient, without limiting contractually what can or cannot be done.

Sometimes companies take the position “when in Rome, do as the Romans”
and delegate all responsibility for human resource matters to the local partner.
This makes sense provided the “Roman” organization is a paragon of effective-
ness, quality, and customer service. If it does not have solid HR foundations in
place, then this attempt to show cultural sensitivity will only result in replicat-
ing the dysfunctional aspects of local practice. It is said of many foreign joint
ventures in Japan that they represent “museums of Japanese management.”
They are repositories of obsolete practices that their Japanese parents ditched a
long time ago, but that are still presented to the foreign parent as the “Japanese”
way of managing people.

IMPLEMENTING ALLIANCES

Once the contract is signed and the partnership becomes operational, a new set
of people-related issues appears. How to manage the evolution of the partner-
ship? How to ensure that the knowledge developed inside the alliance is prop-
erly shared among the partners? How to keep the partnership objectives aligned
with those of the parent?

These issues have two major HRM implications. The first is managing the
interface with the parent, which involves influencing the attitudes and behaviors
of staff at home who are in contact with the alliance. The second relates to the
management of people inside the venture itself.

Managing the Interfaces with the Parent

An important challenge is to manage the interface between the parent organization
and the partnership. The objective is to align the internal processes back home so
they support rather than hinder external collaboration. Often the organizational
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units that provide resources to the alliance are not those receiving its outputs. The
asymmetry in the perceived costs and benefits of collaboration with the venture
may cause internal tensions that undermine willingness to support the partner-
ship. The value of collaboration is sometimes not visible in the hustle and bustle of
daily operations, so explicit reinforcements of the message may be required. Ford
learned from Motorola’s experience, cited earlier, when it entered into broad co-
operative agreements in Japan; the question “What have you done to support
Ford’s alliance strategy?” was featured in the performance evaluations for a large
part of the organization.

A rapidly growing US securities firm with global ambitions set up an al-
liance with a European brokerage to offer its European customers “preferential”
access to US financial markets. However, even after the alliance was launched
to great fanfare, the operational practices at the New York trading desk did not
change. The relatively small orders from Europe did not get the same attention
as those from large US institutional clients, reducing profit opportunities for the
European partner. The new partner received a similar second-class treatment
from other units of the US firm.

Why was this happening? The rigid “meet-the-numbers” reward system in
the United States was incompatible with a strategy that did not yield immediate
earnings, like the European partnership. No amount of presentations on the ben-
efits of international expansion could make much difference. In Europe, the initial
irritation quickly turned to anger and then to suspicions about the true motives of
the American partner. Less than two years later the alliance was dissolved. As
noted by one of the American HR managers involved, “If this alliance was
important for our future, then perhaps it should have been partly my job to create
an environment where phone calls from our partners would be returned without
delay.”

Top Management Role

The company’s execution of its alliance strategy places particular demands on
top management, who must “walk their talk.” The box “The Anniversary
Speech” illustrates what happens when top management is not involved.
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The Anniversary Speech

A 50/50 joint venture between a Japanese and
a US firm celebrated its 25th anniversary. Over
time, the JV had evolved from a small market-
ing start-up to a fully integrated firm with an
independent R&D and manufacturing capabil-
ity that enjoyed a very profitable leadership
position in the Japanese market. Given its com-

mercial success, the friction between the two
partners in the early days regarding the future
direction of the business was replaced by a
grudging willingness to continue working to-
gether. However, on the American side, execu-
tives often voiced concerns that the joint
venture operated as if it were a wholly owned



Capturing the loyalty of the alliance workforce is only one of the human
resource tasks that require the support of top management. Internal commu-
nication is another; top management plays an indispensable role in ensuring
that the reasons for the partnership are well understood inside the firm,
especially when it comes to balancing the competitive and collaborative
aspects of the alliance. Top management must also work closely with HR
on the selection of alliance managers, on resource allocation for learning
activities, and on ensuring that reward systems are well aligned with the
partnership strategy.

Human Resource Management Issues in Managing the Alliance

Many of the international HRM issues discussed previously in this book are also
relevant to international alliances. Here we will examine those that may have
the biggest impact on the success of an alliance strategy:

• Staffing of the alliance.

• Mobility between the parent(s) and the venture.

• Competence and capability development.

• Performance management.

• Rewards and recognition.

• Building influence inside the alliance.

• Aligning the social architecture.

However, just as there are no generic alliance strategies, there are few
generic blueprints for effective HR policies and practices. Attention to HRM in
the alliance depends on the strategic objectives and the position of the alliance
in the value chain. The more critical the role of the partnership in creating value,
the larger is the need to commit HR resources and support.
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affiliate of the Japanese parent, while their in-
fluence was being eroded. The loyalty of the
workforce was seen as tilted in favor of the lo-
cal partner.

On the anniversary date, the employees as-
sembled in one of Tokyo’s exhibition halls for an
afternoon of celebration. The company glee club
warmed up with some speeches and songs.
Then the 96 year-old former chairman of the
Japanese parent, who signed the original deal,
was helped onto the stage in his wheelchair to

deliver a message of thanks to all employees for
bringing his dream to life. His speech was short,
owing to his failing health, but it was emotional
and made a big impact on the audience. His
speech was followed by with a prerecorded
video message from the current American CEO
who, in three years of tenure, had visited the
venture once. He said nothing wrong, but the
impersonality of the presentation defeated its
purpose. Another skirmish in the loyalty battle
was lost.  



Staffing Alliances

Staffing matters! Inappropriate staffing is one of the major causes of alliance fail-
ures, and this is typically the most important aspect of HRM in the venture. Per-
haps the most important qualification for a potential alliance partner is having
sound HR foundations at home. Without that credibility, it may be impossible
to establish respect abroad.

Every strategic plan for an alliance should include a review of staffing re-
quirements. Other HR matters, such as training and compensation, have an im-
portant impact, but problems in those areas can be addressed—with proper
determination—in a relatively short time. Difficulties created by poor staffing,
such as correcting the consequences of bad decisions made by people who are
not qualified to meet the challenges of managing an alliance, may take years to
fix. While the staffing issues will vary from one alliance to another, there are
some generic matters to consider:

• What number and skill mix of employees are required?

• Who is responsible for forecasting manpower demands?

• Who will do the recruiting? Each partner individually? Jointly?

• Which positions are to be filled by each parent?

• Which positions are to be filled by expatriates?

• In joint ventures, for whom do the new employees work—for one of the
partners, or for the new entity?

• Who decides on new hires? Must there be an agreement among partners?

• How will staffing conflicts be resolved?

In virtually all joint ventures there will be staff from both partners. The box
“‘Managing’ Your Partner’s Staffing” addresses the tricky question of how to
influence the other company’s staffing decisions.
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“Managing” Your Partner’s Staffing

Asymmetry in the quality of the assignees is
often an early signal that a venture is heading
for trouble, since it raises questions about the
managerial competence or sincerity of the de-
ficient partner. If the partner organization is to
provide key operational staff, it is important
to find ways of ensuring that they possess the
required competencies. This means develop-
ing some way to identify the talented people in
the partner organization, and understanding

the basis by which the partner differentiates
between high potentials, solid performers,
and low performers.

Inappropriate staffing decisions are com-
mon. The partner’s management may not un-
derstand the skill level required for jobs in the
partnership venture, they may overestimate
the capability of their internal candidates, or
they may simply not have the necessary basic
HR capabilities. It is essential to intervene 



Given the importance of staffing, there is a case for formally addressing
these issues in the alliance contract, though as noted earlier views are divided
since contractual arrangements may be too rigid for evolving staffing needs—
mutual agreement on policies may suffice.

One-Way versus Temporary Transfer

When partnerships are formed to create a new business, it is important
to consider the costs and benefits of two alternative staffing strategies.
One approach is to assign personnel to the JV on a temporary transfer from
the partner firm. The other is to staff the JV positions on a “permanent”
basis. While it is not unusual to combine the two methods, it is important
to consider the conflicting priorities and career aspirations of the two
groups of employees. Every position filled—usually at higher cost—by a
temporary transferee is an opportunity lost for the permanent staff. If
the value of the transferee is not readily apparent, resentment and conflict
are not far behind.

There is some evidence that it is better to staff joint ventures with
dedicated management teams.44 If employees are transferred from the
parent, they should expect to remain in the venture without a guaranteed
ticket back to the parent, so that their future career opportunities are
linked entirely to the growth of the new business. In Japan, a country
where few JVs survive, several successful joint ventures have at their helm
executives who have spent all or most of their careers in the venture. Fuji
Xerox, headed for many years by Yotaro Kobayashi, is probably the most
notable example of what strong and stable leadership can do for JV
performance.

On the other hand, temporary transfers do have merit. They are useful
when a venture is evolving rapidly and the required management skills change,
when skill gaps cannot be covered internally, or as a tool for organizational
learning. Transferees are more likely to remember that their task is not to pre-
serve the alliance at all costs. Indeed, temporary transfers are generally the only
way in which the foreign partner can insert its employees into the venture.
However, any assignments should be of a reasonable duration since new 
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before any decisions are taken. Forcing a change
once an appointment has been made may be
difficult.

The right to be consulted on key appoint-
ments is a useful stipulation in a partnership
agreement. However, exercising this right re-
quires familiarity with the “rules of the game”

in the partner’s organization, understanding
the internal scorecards, and knowing how ca-
reers evolve there, as well as gaining access to
the levers of influence. Much of this is tacit
knowledge, acquired through extensive
informal interaction and built on trust and
personal credibility.  



managers will pass through a learning stage before they can contribute fully 
to the venture. Frequent churn of key venture managers makes it difficult to 
establish a shared culture.

The foreign partner may experience greater difficulties than the local part-
ner in convincing first-class employees from the parent firm to transfer to the
JV.45 In such cases, the personal involvement of top management can make a dif-
ference. When Procter & Gamble first entered the Chinese market in the 1980s,
joint venturing with local partners was the only option. In order to encourage
its best candidates to accept these challenging assignments, P&G’s top manage-
ment, including the CEO, took a visible role in candidate selection, acting as a
mentor during the assignment and in repatriation. Such leadership commitment
to staffing ensured a ready supply of good managers willing to work in China.

A shortage of qualified candidates or cost considerations may persuade for-
eign partners to limit their representation to a single executive. One person is ex-
pected to play the role of corporate ambassador, shadow CEO, chief learning
officer, and business developer—quite a challenge! Notably in competitive al-
liances, this may not be in the best interest of the business.

In most cases, the best strategy is to recruit and develop local talent. When
joint ventures are an important part of a company’s strategy in a particular mar-
ket, it may be worthwhile establishing a corporate unit that can serve as a hold-
ing company for all operations in the country. Local managers can then be hired
by the holding company, and trained and dispatched to joint ventures to repre-
sent the interests of the foreign partner, thus lessening the reliance on expensive
expatriates with limited local know-how. Many foreign firms investing in joint
ventures in China, for example ABB and GE, have chosen this route to develop
their local management teams.46

Developing Capabilities

The strategic objectives of an alliance often require developing new knowledge,
skills, and capabilities, as in the case of learning and competitive alliances. This
in turn requires actions to create a learning environment:

• Building understanding among people in the parent company who will be
involved directly or indirectly in the partnership.

• Training employees and managers dispatched to the alliance.

• Enhancing collaboration inside the partnership.

• Facilitating integration with the parent firm.

In companies where alliances are critical to the business strategy, alliance
training is often used as an integral part of the implementation process. For 
example, Hewlett-Packard, which is engaged in scores of international 
partnerships, organizes workshops on a massive scale for managers involved
in alliances. The HP alliance management framework, an elaborate knowledge
management system focused on alliances, is disseminated using case histo-
ries, toolkits, and checklists, as well as comparisons of best practices from
other firms.47
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One of the dilemmas in preparing executives for alliance assignments is that
companies may be reluctant to devote resources to alliance management train-
ing, or even to select potential venture staff, until the partnership has been
agreed on. This is a double bind since there is seldom time for extensive train-
ing once an agreement has been reached. Estimates suggest that only one-third
of firms involved in alliances offer alliance training.48 One of the authors has di-
rected alliance management seminars for over 25 years. It is not unusual to see
participants subscribing for the course at the last minute, departing for a foreign
location virtually as soon as the course ends.49

One of the focal areas for management development within the alliance
venture itself is in helping the venture team to interact and work effectively with
each other and with the parents. This process ideally starts when the alliance is
launched, helping employees to get to know each other, and learning about each
other’s company culture and mode of operations. When Corning creates new al-
liances, venture staff are briefed on the respective organizational cultures and
traditions, corporate values, and venture organization in order to minimize con-
fusion and misunderstanding.50 Other companies organize team-building
workshops, ranging from traditional OD interventions to outdoor experiential
learning.51 It also pays to follow up the “honeymoon training” with periodic
workshops, working jointly through specific business and cultural challenges
facing the partnership.

In the Chemco case, the US partner realized that it had to modify the struc-
ture of functional training workshops it held to improve coordination in Asia
Pacific. Previously, these had been limited to wholly owned subsidiaries. Al-
though participants complained about the lack of support from the Japanese, no
action could be taken since the Japanese, as part of a JV rather than a wholly
owned subsidiary, did not attend. In the new format, Japanese JV employees
were invited to take part, and the program was redesigned to take language
problems into account and to facilitate dialogue. Participants were now able to
identify jointly the obstacles to collaboration, suggest actions to remedy the
problems, and commit to new joint business initiatives. The bottom line? Prof-
its from joint projects generated by the first three workshops equaled the annual
training budget for the whole region.

A good and relatively inexpensive way to foster the alliance integration
process is to open up in-house training to the staff in the alliance unit, and when
appropriate to those from the partner. Aside from skill development, this may
lead to the creation of personal networks across the alliance boundaries. Real
trust cannot be built through contracts—only through human relationships.

Defining Performance

During the planning stage, it is generally not difficult for alliance partners to
agree that “performance matters.” However, for the operating managers dis-
patched to the actual JV, it can be much more difficult to agree on what consti-
tutes “performance,” how to measure it, and what the consequences of high or
low performance should be.52
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Most fundamentally, the partners may have different objectives for the JV
and therefore use different criteria to assess performance. A study of Chinese–
German JVs revealed that the Chinese parent organization put much higher
value on the acquisition of technology and knowledge, while growth and mar-
ket share were more important for the German parents.53 However, disagree-
ments about how to appraise performance are often less obvious.

In an oil exploration joint venture created by British, Norwegian (state-
owned), and Vietnamese (government) partners, the parties did not hold the
same views about performance management. Yet the split did not cut along
East–West cultural lines. British expatriates and locally recruited young Viet-
namese managers were in favor of individually focused, achievement-oriented
performance criteria with substantial financial benefits for top performers. The
Norwegians and the senior representatives of the Vietnamese partner, con-
cerned with equity and harmonious work relations, preferred to give more em-
phasis to team goals and process implementation, with much less internal
differentiation. Although the business principles in the agreement contained a
commitment to create a performance-oriented culture, the specifics were never
spelled out. The net result was confusion, frustration, conflict, and high
turnover—the opposite of what a performance management system is sup-
posed to achieve. It was not that one partner was “right” and the other “wrong”;
the real issue was the lack of a common perspective.

Many of the dualities involved in performance management discussed in
Chapter 9 can lead to disagreement—short-term versus long-term time horizon,
focus on output versus behavior, individual versus group scope, objective 
versus subjective evaluation, direct versus indirect feedback, and in addition
parent versus venture orientation. This last issue—whether managers are eval-
uated on the performance of the venture or the parent—can become particularly
contentious. But an even bigger problem is to align strategic aims. In Chemco’s
case, as long as the objective of the local management team was only to grow
profitably in Japan, the wider strategic aims of the US firm to grow in the region
remained neglected.

Many of the tensions around performance management come from three
sources: (1) applying homegrown principles inappropriately in a different con-
text; (2) using different standards for parent company and alliance employees;
and (3) attempting to combine incompatible approaches.

In a Japanese-controlled JV in the United States, merit increases were linked to
performance evaluations, according to local practice. However, the performance
feedback process was decidedly “Japanese,” indirect and informal. Japanese
bosses spent most time with the laggards, hoping that with some encouragement,
their performance would improve. On the other hand, they loaded more respon-
sibility on those considered outstanding to signal that they were trusted and
were on the way to a bright future in the firm. While these signals might have
been correctly interpreted in Japan, several of the top American performers quit,
complaining that the merit increases did not reflect the additional responsibili-
ties, that the bosses did not care, and that they did not know where they stood.
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Others complained that the Japanese were not honest, since the encouraging
words were not matched sufficiently by what they saw on their paychecks.

Strategy matters—in a complementary alliance, a hands-off approach to set-
ting the performance objectives may be appropriate, whereas in a competitive
alliance this may be a recipe for disaster. Not surprisingly, resistance to “for-
eign” ways of managing performance is most pronounced in competitive al-
liances. This is because managing performance is one of the keys to having an
influence inside the venture. The way performance is managed indicates to the
alliance staff who is in charge, whose interests have to be taken seriously. With-
out influence over the performance management process, a partner (especially
a distant partner) can expect only nominal control over the direction of the ven-
ture. Therefore, performance management issues often become a lightning rod
in the latent struggle for influence.

The proper measure of influence is not how much the performance man-
agement of the alliance resembles that of the parent, but how it furthers the par-
ent company’s strategy. First, this means making sure that the parent’s strategic
objectives are reflected in the performance targets for the alliance. Second,
achieving these targets has to be measured. Third, meeting or failing to meet tar-
gets should have consequences.

In Chemco’s case, the first and second requirements for effective perfor-
mance management processes were met once the US partner attained formal
majority control and regional targets were included in the annual objectives set
for the local management team. However, target setting was merely a ritual
since the results had no consequences, positive or negative—and this would re-
main the case as long as Chemco had no influence over salaries, bonuses, or pro-
motions. This leads us to the reward aspects of performance management.

Aligning Rewards

One of the first actions Chemco took to increase its influence was to negotiate a
gradual transfer of all employees in Japan from the payroll of the Japanese par-
ent to JV employee status. The work conditions offered were more favorable, but
did not increase the cost as the compensation and benefit system was tailored to
the JV workforce. The union and nearly all employees accepted these condi-
tions. As a next step, the management bonus was linked to the achievement of
two sets of targets, regional and local, with regional targets being the key objec-
tive for senior management. In addition, the variable part of total compensation
was increased dramatically, and the company began discussing a stock option
scheme. Today, the Japanese partner considers its JV as a “human laboratory”
where new HR—novel to the Japanese market—can be tested before being in-
troduced into the parent company.

Of all compensation issues, those relating to variable pay require the most
sensitivity and flexibility. Compensation can have a strong impact on strategy
implementation because people tend to do what they believe they get rewarded
for.54 But beyond that, people in different countries have very different attitudes
to variable pay. This is partly the result of wide differences in accounting
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standards and tax regimes, for example regarding stock options.55 There are
also different cultural attitudes to issues like uncertainty avoidance and salary
differentials. Again, the primary consideration is to align rewards with the
alliance strategy rather than to blindly import HR practices because they are
successful in the parent firm.56

No compensation formula or measurement matrix can overcome a dis-
agreement about strategy. If one partner wants to build market share and the
other is interested in cash flow, then developing common performance targets
is going to be difficult unless the two partners first agree on priorities. In more
complex alliances, building a clear linkage between strategic aims and rewards
may not be possible—an additional argument for keeping alliances simple and
focused.

Another important compensation issue to consider is the tension between
external equity with the parent for expatriates and internal equity for venture
staff, frequently leading to asymmetry in earnings among different groups of
employees within the alliance. For example, expatriate managers often earn
many times more than the income of a typical local JV employee (whose pay in
turn may be considerably higher than that of a counterpart in a local firm). The
differences in compensation levels may also impact the balance of influence in
the alliance since loyalties, not surprisingly, tend to shift toward the higher-
paying partner.57

These differences, while unavoidable in ventures involving companies from
countries with widely different standards of living, may lead to motivational
problems and conflict unless the added value of staff who receive superior
compensation is visible and appreciated. Disparity in compensation sometimes
makes it difficult to persuade the local partner to accept expatriates even when
this could be in the best interest of the venture.58 Local partners may also try to
use the disparity to their own advantage. For example, compensation “equality”
between foreign expatriates and local managers was often one of the conditions
for JV approval by local authorities in China. In reality, the Chinese managers
were paid only a fraction of what was stipulated in the contract, while their
state-owned employer retained the rest. Foreign partners in Chinese JVs had to
bear the expatriation costs of foreign managers while the Chinese partner
earned a corresponding profit.

Internal equity issues within the parent firm must also be balanced against
the supply and demand for high-quality venture managers. Alliances, in com-
parison with wholly owned subsidiaries, are difficult to manage. They may be
seen as risky since the venture is removed from the politics of getting ahead in
the parent company. High performers, who tend to have options, may elect to
stay clear of such assignments unless they are sufficiently compensated. On the
other hand, corporate cohesion is better facilitated by a degree of consistency in
compensation strategy across all affiliates, irrespective of the organizational
form.

This paradox cannot be solved simply by recalibrating compensation. To
achieve the necessary balance, other components of the HR system have to be

Implementing Alliances 505



aligned as well. The deliberate positioning of alliance assignments as a key ele-
ment of long-term career progression is a powerful tool for ensuring a supply of
requisite talent, as we saw in the case of P&G’s staffing strategy for entering
China. Influencing and shaping careers provides stronger leverage over expa-
triate staffing than short-term financial incentives.59

Building and Maintaining Influence

One of the best ways to gain allegiance among JV employees is to show com-
mitment to their career development. Shortly after transferring Japanese em-
ployees to the JV payroll, Chemco offered some younger staff the possibility of
moving to its subsidiaries in Southeast Asia with the assignment of coordinat-
ing sales with Japanese customers in the region. The conditions offered were the
same as for any other Chemco expatriate. One benefit for Chemco was im-
proved customer service and sales. The other was a dramatic change in how the
Japanese staff perceived regional integration. The earlier view that integration
was a power game—us versus them—quickly faded. Expatriate perks such as
housing were attractive for the young Japanese since they could not afford this
at home. But what made the difference was the feeling that career opportunities
were now visibly open to all.

Such career development can promote organizational cohesion, though as
with any HRM practice, the execution depends on the alliance’s strategic con-
text. In competitive alliances, this needs to be carefully considered. The worst
outcome is to accept transferees for the sake of the relationship, and then to cut
them off from information and influence because they are perceived as untrust-
worthy. Some transferees will view this as another example of the partner’s du-
plicity and bad intentions.

The form of the alliance also has implications for career development, and
again joint ventures pose most of the challenges60 Employees transferred from
the parent to a joint venture can feel left behind, especially if the number of ex-
patriates inside the venture is small. The temporary nature of the assignment
only reinforces anxiety about career prospects. Assurances from corporate HR—
”Don’t worry, we’ll take care of you when you come back”—lack credibility in
an era of continuous restructuring. The difficulty of managing dual allegiance is
one of the arguments in favor of “one-way-transfer” staffing strategies. How-
ever, this is often not practical from a staffing perceptive, as we will discuss in
the next section, or desirable because of a need to foster knowledge exchange
between the venture and the parent.

Visible involvement in career development decisions builds influence.
Being an “absentee” parent may be a cost-efficient strategy in the short term, but
it can be costly in the long term. In a stand-alone JV, when the initial growth
levels off, career development prospects may diminish, and the best and the
brightest may leave unless they see the same opportunity to move to increased
responsibilities as they would have in a wholly owned subsidiary. If only one of
the parents seems to care, then it is likely that commitment and loyalty will shift
accordingly.

506 CHAPTER 12: Managing Alliances and Joint Ventures



Developing Shared Culture

In contrast to acquisitions, one has to live with conflicting loyalties in al-
liances. Whether or not this becomes dysfunctional depends on the type of al-
liance and the ability of the partners to deal with the contradictions in the
alliance relationship. One way to cope is to foster a distinct and shared culture
inside the alliance that eases tensions between partners; another is to build
strong personal relationships. However, as always, this depends on the busi-
ness strategies underlying the venture. Alliance independence is not a goal in
itself—the purpose of an alliance is to create value for the partners. Instruc-
tions to general managers, such as “run this like your own business” when the
venture does not have decision-making autonomy, can only create mistrust
and cynicism.

A key outcome of a shared culture is trust.61 Even in a competitive alliance,
the partnership will not succeed without trust on an operating level. The best
way to build trust is to get to know each other. This can be supported by pro-
moting personnel exchanges and by providing visible examples of commitment
to common goals.

Another source of cohesion may be a common enemy, as illustrated by the
experience of three middle-sized manufacturers of electronic components.
American, German, and Japanese respectively, they established a global alliance
aimed at combining R&D resources in a market dominated by two giant com-
petitors. Management teams met regularly around the world to coordinate de-
velopment activities. However, traditional rivalry, parochial departmental
interests, and cultural insensitivity slowed down decision making, causing the
alliance to miss several critical deadlines and jeopardizing relationships with
key customers. On the initiative of one of the HR managers, signs bearing the
logos of the two competitors were installed on the walls in the conference
rooms. The signs could be made to light up by pushing a button hidden under
the conference desk, reminding everyone that the competition did not go away
while they wasted time in unproductive arguments. After only a few meetings,
it became embarrassing for anyone to get flashed for allowing a parochial
agenda to get in the way of common interest. The speed and decision making
and quality of implementation improved dramatically.

SUPPORTING ALLIANCE LEARNING

All alliances include some learning aspects, the least of which is how to work ef-
fectively with partners.62 However, some alliances are created with capability
development, knowledge creation, and learning as the focal objectives.

In both learning and competitive alliances, effective alliance learning is im-
portant not only to prevent the erosion of a firm’s market position, but also as a
building block for future competitive advantage. In the case of Fuji–Xerox, the
venture was started to facilitate Xerox’s entry into the Japanese market. In the
late 1980s, other Japanese companies such as Canon and Ricoh aggressively
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attacked Xerox in its home US market with innovative products, competing on
price and quality. Initially, Xerox was not able to respond and lost significant
market share. However, recognizing that Fuji–Xerox competed successfully
against the same players in Japan, the company launched a massive “learning
from Japan” campaign aimed at transferring Fuji–Xerox’s capabilities back to
the US mother firm.63 Because of this “reverse technology transfer,” Xerox was
able to stem the market erosion and began to recapture lost share.

The long-term success of Fuji–Xerox illustrates the fact that many strong
strategic alliances focus on mutual learning. Indeed, selecting partners 
who are known to be poor learners so as to guard against capability leaks is
shortsighted. Weak learning capability is a sign of poor management, and
poorly managed firms make poor partners. Trust between the partners allows
them to concentrate on managing the business rather than on monitoring 
and control, and their mutual learning strengthens their position in markets
worldwide.

The learning ability of an organization depends on its ability to transfer
and integrate tacit knowledge that is difficult to copy, thereby building 
organizational capabilities. Since the capabilities typically are embedded in 
people, HRM is critical to organization learning. This is especially true in inter-
national alliances where the learning occurs in a complex context of competition
and cultural differences. Many of the difficulties in implementing long-term 
alliance strategies can be traced to the quality of the learning process and the un-
derlying human resource policies and practices. The ability to learn is even more
important in competitive alliances, where asymmetry in learning can result in
an uneven distribution of benefits.64

One objective of human resource management in international alliances is
therefore to complement business strategy by providing a climate that encour-
ages organizational learning, and by installing appropriate tools and processes
to guide the process of knowledge creation and sharing.65 We have already dis-
cussed many of these in Chapter 10, but alliances, particularly competitive al-
liances, bring particular challenges for HRM.

Obstacles to Alliance Learning

The rapid development of competitive capabilities among leading Japanese
firms in the second half of the 20th century is often attributed to successful
alliance learning. Alliances were used as the main vehicle for inward tech-
nology transfer and capability improvement. More recently, many other
companies in developing countries in Asia and Latin America have pursued
the same strategy with success. By contrast, many of the traditional US and
European firms have struggled to kick-start the learning process, and
examples of alliance learning like that of Fuji–Xerox are relatively rare. So
what are the obstacles? Some are the consequences of ill-conceived strategies,
while others stem from poor HRM practices or are a combination of both
(see Table 12–3).
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Defensive Strategic Intent

One obstacle to alliance learning may arise because many alliances are driven
by a defensive strategic intent. Firms perceive partnerships primarily as a way
of reducing risk and conserving valuable resources.66 This built-in defensive
posture may make managers reluctant to make the necessary investments in
learning, especially if one of the alliance objectives is to minimize the cost of
developing new capabilities. Failing to invest in learning will invariably 
result in the deterioration of a firm’s competitive position, leading to an asym-
metry in the relationship and eventually to a conflict with the partner. Disso-
lution of the relationship is then the logical next step. Successful learning
alliances are most often driven by a “top-line” orientation where investment
in the development of new capabilities is recovered through the growth of
business.

A corollary to defensive intent is the belief that preventing the partner from
learning (and thus avoiding asymmetry) may be easier and cheaper than in-
vesting in one’s own learning. A partner committed to learning will always
learn, even if this is made difficult by obstacles put in the way. Meanwhile, the
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TABLE 12–3. Obstacles to Organizational Learning in International 
Strategic Alliances

HR Activities HR Practices

Planning • Strategic intent not communicated.
• Short-term and static planning horizon.
• Low priority for learning activities.
• Lack of involvement by the HR department.

Staffing • Insufficient lead time for staffing decisions.
• Resource-poor staffing strategy.
• Low quality of staff assigned to the JV.
• Staffing dependence on the partner.

Training and development • Lack of cross-cultural competence.
• One-way transfer of knowledge. 
• Career structure not conducive to learning.
• Poor culture for transfer of learning.

Appraisal and rewards • Appraisal focused on short-term goals.
• No encouragement to learn.
• Limited incentives for transfer of know-how.
• Rewards not tied to global strategy.

Organizational design and control • Responsibility for learning not clear.
• Fragmentation of the learning process.
• Control over the HR function given away.
• No insight into partner’s HR strategy.

Source: Adapted from V. Pucik, “Strategic Alliances, Organizational Learning, and Competitive Advantage: The

HRM Agenda,” Human Resource Management 27, no. 1 (Spring 1988), pp. 77–93.   



customer feels the obstacles. Secrecy and internal walls lead to suboptimal 
solutions, excessive costs, and delays. In highly competitive markets, compa-
nies that hope to build defensive walls around themselves to prevent knowl-
edge “seeping” to the partner often end up losing the customer.

Low Priority for Learning Activities

Decisions on alliance learning strategy are often based on the assumption that
the existing balance of contributions to the venture will not change over time.
Consider the case of a partnership where one party provides technology and the
other secures market access. The executives of the technology firm may believe
that the partner will have to rely on their technological leadership for the fore-
seeable future, so they see few incentives to invest in learning about the market.
However, if the other partner gradually closes the technological gap—after all,
technology transfer is often a part of the deal—the basis for the alliance becomes
problematic. One partner now has both technology and market access, so why
share the benefits?

One problem here is that many firms do not recognize the importance of
developing soft or invisible competencies. Learning often has to be focused on
mastering tacit processes underlying product quality, speed of product devel-
opment, or linkage to key customers. Firms frequently fail to benefit from
alliance learning because they do not recognize the benefits of acquiring the
“soft” skills.67

Learning through alliances may be faster than learning alone, but it still
requires investment. The learning strategy may be compromised by a reluctance
to commit the necessary financial resources. In many companies, the traditional
focus of the business planning process is return on financial assets, while the
accumulation of invisible assets is not evaluated directly since a financial value
is hard to assign to these outcomes. Activities that cannot be evaluated in finan-
cial terms may be seen as less critical, so learning efforts are given only token
support.

Inappropriate Staffing

Expatriate staffing is costly, and firms are tempted to reduce alliance costs by
limiting the number of expatriate personnel assigned to the foreign venture. As
a result, the few expatriates (sometimes only one) are often overwhelmed with
routine work, struggling just to get by in an unfamiliar culture. The opportuni-
ties for active involvement in new knowledge acquisition—for example through
relationships with local customers or interactions with the partner—are mini-
mal. However keen the expatriates may be to learn, operational matters prevent
them from doing so.

In Chemco’s case, company policy for nearly 20 years was to dispatch only
one senior level executive to Japan, occasionally augmented with an experi-
enced engineer bringing knowledge into Japan. In most cases, the expatriates re-
tired after their assignment in Japan, so there was no organizational transfer of
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learning. When the company decided to refocus its Japan strategy, the total ac-
cumulated experience in the Japanese market among the top management team
(Japan was at that time the largest overseas market for Chemco), including busi-
ness trips longer than one week, was less than six months.68

The staffing agenda, however, is not just about how many and where, but
also about who. If the managers assigned to oversee or manage an alliance are
not credible within their own organization and with the partner, learning will
be difficult to achieve. Because these are relatively long-term assignments, they
clash with the expectations of fast upward mobility and may not be attractive to
high-potential managers. The managers who land in this role may not have the
influence to cope with the complex give-and-take of a learning relationship.
Long-term career planning is often lacking, as is effective repatriation (as in
Chemco’s case), which may hinder effective exploitation and dissemination of
the acquired know-how.

Poor Climate for Knowledge Exchange

A characteristic of alliance learning is that partner interactions often take place
in a context of competitive collaboration.69 Not surprisingly, competition and
learning commonly go hand in hand in high-technology industries where fast
learning is an imperative of the business model.

In a competitive alliance, transfer of knowledge to a competitor will often
generate legitimate concern among staff over what will happen to their jobs and
work groups when their unique knowledge is disseminated to others. Principles
of equitable exchange, agreed to at the venture board meeting, do not necessar-
ily translate into perceptions of equity at the operational level. Initial obstacles
such as lack of focus and unclear priorities can quickly mushroom into wide-
spread resistance to knowledge exchange. When one partner ignores requests
for learning support, it may awaken suspicions of duplicity, inviting retaliation.
Very soon, the whole atmosphere of partnership is poisoned.

Internal barriers to the acquisition of learning are often just as serious as un-
friendly actions by the partner. The learning from the outside threatens the sta-
tus quo. The typical attitude is defensive: “It’s a good idea, but it will never work
here.” Contrast this with the attitude guiding GE approach to alliances: “Steal-
ing with pride” is a message that made it into the company’s annual report.

No Accountability or Rewards for Learning

Some years ago, one of the authors conducted a survey among foreign joint ven-
tures in Japan. One of the questions put to the HR managers was “Who in the
parent firm organization is responsible for learning from Japan?” Less than
10 percent identified a person or a function (usually the top representative in
Japan), about a third mentioned “nobody,” and over half considered the ques-
tion “not applicable.” Since learning is taken more seriously today, the answers
might be more positive, but the lack of clear responsibility remains a major
obstacle to alliance learning.
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Learning targets are unlikely to be taken seriously if there is no account-
ability for meeting them. In complex organizations, perceptions of the poten-
tial value of learning from an alliance may vary according to the business
unit, function, and territory, and the commitment to provide the necessary
support will vary accordingly. This can lead to asymmetry, where one unit
supplies the people while another unit expects the learning. During the dot.com
boom, a European high-tech company entered a number of partnerships with
companies in Silicon Valley, with the aim of exploring ways of leveraging its
technology in the Internet world. Several young engineers were dispatched
to California to work on specific projects as well as to provide feedback to the
technology managers in the mother company. Within a few months, the word
came back: “If you want to learn about exploiting the Internet, do it yourself.
We don’t have the time to teach you.”

Traditional market-driven reward systems may implicitly encourage the
hoarding of critical information, rather than the diffusion of learning. People
who have valued knowledge can command higher salaries on the market, so
diffusing their knowledge to others (for example by sharing critical alliance con-
tacts) may diminish their market value. Being indispensable is the ultimate in
“employability.”

HRM Foundations for Effective Alliance Learning

A major role for HR is to help create an organizational context in which alliance
learning can flourish (see Table 12–4). Importantly, alliance learning is not about
collecting binders of data in the alliance “war room.” Rather, effective alliance
learning is focused on absorbing know-how and developing or broadening
capabilities.

In the context of learning and competitive alliances, the need to focus on
HRM from an early stage is especially critical. Acquisition of new knowledge
and capabilities happens only through people, and if the people strategy is not
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TABLE 12–4. Core Principles for Alliance Learning

1. Build learning into the alliance agreement.
2. Communicate the learning intent inside the parent.
3. Assign responsibility for alliance learning.
4. Secure early HR involvement.
5. Maintain HR influence inside the alliance.
6. Staff to learn.
7. Support learning-driven careers, including repatriation.
8. Stimulate learning through training.
9. Reward learning activities.

10. Monitor your partner’s learning.

Source: Adapted from V. Pucik, “Strategic Alliances, Organizational Learning, and Competitive Advantage: The

HRM Agenda,” Human Resource Management 27, no. 1 (Spring 1988), pp. 77–93.  



aligned with the learning objectives, the chances of this happening are greatly
diminished.

Setting the Learning Strategy

One of the first questions to address in developing an alliance learning strategy
is the extent to which this issue should be considered in the alliance agreement.

When the alliance is set up as a separate organization, for example as a joint
venture, the partnership agreement or operating principles should provide at
least broad guidelines on key HR policies and practices that influence learning
effectiveness. These may involve issues such as freedom to move people across
alliance boundaries as necessary, and determination of their learning roles and
responsibilities. Clarifying HR issues that influence learning is especially im-
portant if the alliance operates abroad since it is often difficult—and costly—to
renegotiate HR policies for the benefit of one of the partners after the venture is
launched.

In a learning alliance, the benefits of being clear about learning expectations
among partners are self-evident. But what if the learning is to take place in the
context of a competitive alliance? Does it make sense to be open about one’s
learning strategy, or should this remain a closely guarded secret?

The best, but probably hardest, way to deal with the competitive collabora-
tion is to accept and be open about the “race to learn.” Hiding the learning
agenda increases mistrust and encourages opportunistic behavior. Both parties
should be explicit about their learning objectives, put forward strategies to ac-
complish such learning together with their HRM implications, monitor mutual
progress, and discuss with each other any important reservations. If the learn-
ing objectives cannot be openly discussed, the merits of the whole alliance may
become questionable.70

Once the strategy is set, it has to be clearly and consistently communicated
across the organization. What is the purpose of the alliance, what are its bound-
aries, what needs to be learned, and what is the partner expected to gain? Some-
times, companies are reluctant to communicate clearly that the alliance is
actually competitive in nature, because of the fear that such communication
may set a bad tone for the relationship. In fact, the lack of communication does
not change the reality; competition does not disappear because it is not talked
about. The result is confusion and disbelief among the employees. Clear and un-
equivocal rules of engagement are essential.

While aligning HR processes to the learning strategy is vital, the responsi-
bility for managing learning belongs to the line, not to HR or any other staff
function. Who is responsible for learning sends a signal about how important
this is. In a product development alliance between an American and Japanese
high-technology firms, the HR function put itself forward as the champion of
alliance learning, one of the explicit objectives for the alliance.71 Many of the
engineers who were expected to participate dismissed the whole activity as
another “HR program.” As for the Japanese, the role of the American HR “learn-
ing manager” remained a mystery throughout.
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There are four basic HR areas where line management and the HR function
can leverage alliance learning:

1. Selection and staffing.
2. Training and development.
3. Career planning.
4. Performance management.

Staffing to Learn

The focus on learning starts with appropriate staffing, since the quantity and
quality of people involved in the learning effort are fundamental to its credibil-
ity and success.72 There is no such thing as free alliance learning. Strategic intent
is no substitute for resource commitment.73 Obviously, justifying the necessary
staffing investments requires fixing clear and measurable learning outcomes.
And when some of the desired knowledge resides with the partner’s employ-
ees, as is usually the case, then the partner’s commitment to support the alliance
with competent staff is also essential.

The most powerful learning often happens in joint alliance teams where em-
ployees from both partners work together on solving business issues. Here it is
important to consider the difference between traditional in-company teams and
alliance teams. A common company culture and above all shared long-term
goals facilitate the team process when working in the company. In alliance
teams, none of these “glue” factors exist, introducing additional ambiguity and
uncertainty into the learning environment. Selection criteria for alliance learn-
ing teams need to take into account the ability of employees to cope with this
complexity.

Several years ago, a European consumer products company assigned a
group of its fast-track employees to work on a team with its Chinese partner in
developing strategies for expansion in China. All assignees had a record of suc-
cessful postings to wholly owned subsidiaries in the region. However, the
added difficulties of working with a partner organization required an adjust-
ment in behavior, communication, and leadership style that several of them
could not handle. The project team had to be restructured several times, causing
delays and disruptions to the new product launch schedule.

Another critical staffing issue concerns the trade-off between staffing for
learning and staffing for effective execution. Consider the case of a joint devel-
opment project between a US and a European telecommunication company. The
main idea behind the collaboration was to pool the complementary technical ca-
pabilities of the two firms in order to deliver a novel solution to global cus-
tomers. A second objective was to learn from each other so that both companies
could improve their competitive offerings at home. The execution perspective
suggests that each partner should field a team in its area of special expertise,
which will foster speed and efficiency in executing the business plan. However,
if the partners focus only on what they are good at, how will they acquire new
skills? In order to learn, additional staff would have to be assigned to join the team,
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which might hinder progress in getting the job done, not to mention the addi-
tional cost that the project would have to bear. Getting this balance right requires
a very clear understanding of the strategic objectives behind the alliance.

Learning to Learn

Different types of training and development activities can stimulate a climate
conducive to effective alliance learning. Some training is best conducted inter-
nally, with attendance limited to the parent firm so that sensitive issues can be
openly discussed. Internal training can help employees to understand the
importance of the learning aims of the alliance, as well as how to learn through
collaboration, and this type of training should take place early on in the alliance
life cycle. This is especially important if the alliance is or is likely to become
competitive in nature.

When a US high-tech manufacturer decided to set up a joint new product
development project with a Japanese partner, one of the first actions was to con-
duct a series of alliance management workshops for all key employees who
would be directly or indirectly involved. The strategic logic of the project, its
scope and boundaries, the learning objectives and opportunities, as well as
ideas on specific learning processes were presented and discussed in detail. As
a result of these discussions, top management decided to redesign the alliance
manager role in order to foster clearer accountability for learning and to adjust
the resources allocated to specific learning activities.

Since alliance learning is based on relationships with the partner, joint train-
ing activities can enhance collaboration by raising both competence and trust.
Team building and joint cross-cultural communication training are especially
useful to speed up the getting-acquainted process. These can include intensive
discussion of organizational values, structures, decision-making patterns, and
the like, so that employees understand the context in which they are expected to
work together. Communication problems may otherwise be attributed to “cul-
tural differences”—people learn through such workshops that the real problems
are often more tangible matters, such as different interpretations of performance
expectations and rewards.

Manager Career Paths to Facilitate Learning

The rotation of employees through alliance positions and back to the parent
firm facilitates the transfer of knowledge between the venture and the parent.74

This requires addressing such issues as the harmonization of salaries/benefits
to facilitate moving people back and forth. While these issues do not have to be
addressed in the text of the partnership agreement, the transfers need to be
planned carefully, especially with respect to future career expectations.75 If
the individual knows that the knowledge acquired in the venture will be put
to good use on return, this increases her or his motivation to learn during the
assignment.76

The need for an explicit strategy to transfer and implement acquired knowl-
edge is well illustrated by the case of NUMMI. Only a handful of selected GM
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managers were assigned to the venture in the early years—apparently in order
not to “contaminate” its new culture with old GM practices.77 After two to three
years of working with the Japanese, these managers were converted to the
virtues of Toyota’s lean manufacturing system, with a good grasp of its work-
ings. They moved back to different GM locations with the mission of imple-
menting the learning from NUMMI within the GM organization. All these
efforts ended in failure—not because of inadequate personal learning but be-
cause there was never a critical mass of ex-NUMMI staff to make a difference.

Asymmetry in personnel transfers is usually a good indication of asymme-
try in learning. While GM shuffled isolated individuals, Toyota trained more
than 100 of its personnel on how to collaborate with NUMMI’s American work-
force. They were then assigned to Toyota’s new wholly owned plant in Ken-
tucky to replicate the NUMMI experience. In contrast, it took over a decade for
General Motors to leverage properly its own acquired knowledge. An alumni
team from the ventures at NUMMI and CAMI (GM’s JV with Suzuki Motors)
took charge of a decrepit East German car plant in Eisenach, and within three
years, they turned it into one of the most advanced car manufacturing facility in
Europe.78 The knowledge that specific individuals had gained about Toyota’s
manufacturing system resulted in action only when there was a coherent orga-
nizational strategy for applying that learning.

Reinforcing Learning through Performance Management

While successful learning from alliances requires champions of knowledge 
creation—people who believe in the value of learning and who support the 
necessary investments—this may not be enough. Thus, alliance learning objec-
tives should be translated into specific measures wherever possible, such as
quality or productivity improvement, speed of new product development, or
customer expansion.

In Motorola’s 12-year alliance with Toshiba to design and manufacture ad-
vanced semiconductors (a typical competitive alliance), both companies used
explicit learning targets. In Motorola’s case, these were translated into individual-
level objectives linked to rewards. The explicit measurements allowed both
firms to mobilize their internal resources to support learning efforts. Externally,
the tangible learning outcomes provided a valuable benchmark for assuring
learning symmetry during the life of the alliance. It should be noted that the 
two executive positions considered most important in this alliance were split 
between the partners but rotated every couple of years. One was the role of 
venture chief executive, the other that of human resource manager.

The climate for learning is best when alliance performance is satisfactory.
When the alliance does not meet its expected targets, it may be more difficult to
focus attention on the learning agenda, and necessary investments may be cut.79

But even a failed alliance can be a source of valuable lessons. During its ambi-
tious drive to internationalize in early 1990s, GE organized a workshop in which
executives who had been involved in failed alliances presented their experi-
ences at a company forum. No amount of lectures on alliance strategy can match
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the impact of a high-level manager explaining how his assumptions about the
foreign partner’s business culture were wrong, resulting in a loss to GE of
$50 million. Why were these managers willing to share their painful
experiences? Because sharing experience with others, positive or negative, was
part of their performance objectives.

There are also alliances designed solely for the purpose of learning, where
the business results are secondary, at least in the short term. However, problems
quickly surface if the partners have different priorities in terms of business
results versus learning, especially if this issue was not addressed during the
formation of the partnership. In the words of a German manager in a Chinese
JV, “We pay the tuition and they go to school.” Conflicting priorities usually
translate into ambiguous performance indicators for managers assigned to the
venture, generating tension and disagreements among the executive team.

Successful learning alliances exhibit a bias for action. The best way of learn-
ing, sometimes the only way, is to do things together. “Don’t just talk about
learning and collaboration. Do it!” Such was the advice of a Japanese executive
in charge of a highly successful learning alliance in the electronics industry. In
this alliance, the approach to stimulating mutual learning was straightforward;
focused joint development teams were assigned to specific tasks and then held
responsible for achieving results, with the co-leaders being directly accountable
to their parents. Those who were unwilling to share their know-how were
quickly moved aside; those who were not keen to apply what they had learned
did not last much longer. The race to learn lasted three years. With the learning
mission accomplished, the alliance was dissolved, and the companies renewed
their competition, both of them stronger than they would have been if they had
operated alone.

THE EVOLVING ROLE OF ALLIANCES

Just as alliances themselves evolve, so the role of alliances as part of corporate
strategy is evolving. One increasingly frequent pattern of alliance development
is the emergence of alliance networks, where firms engage in multiple linkages
and relationships, often across the whole spectrum of the value chain from R&D
and manufacturing all the way to distribution and after-sales service.80 Origi-
nally limited to the high-technology sector, where multiple alliances were used
as a protective device against obsolescence and other technology risks, today
they can be found in a number of sectors from airlines to fashion to pharma-
ceuticals. Such networks pose new challenges for HRM.

Managing Network Boundaries

Alliances among carriers in the airline industry are spreading. Such alliances
promise the customer a seamless package of air services around the world. Code
sharing (where a particular flight is shared by several airlines) is the most 
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visible example. For example, traveling around the world with Star Alliance81

may involve purchasing a ticket in Asia from Singapore Airlines, flying to
Europe via Cape Town with South African Airlines, then on a Lufthansa plane
serviced by United to the United States, and completing the final leg of the trip
with a Japan-based air carrier. If a service complaint on such a journey were met
with the response “Sorry, but those people were not our employees,” then cus-
tomer loyalty would clearly be compromised. So this raises the question of
whom the employees work for—their own airline, or also for Star Alliance?

From the time of reservation until the delivery of luggage at the end of the
trip, airlines are a people-intensive business. Some argue that people and the
service experience they provide are the only differentiator among carriers.82 Is it
possible to deliver a seamless experience without coordinating or perhaps ulti-
mately integrating HR practices, starting from the profile of who will be hired,
to the kind of training they receive, and how they will get paid? How can the
airlines share best practices? If at least some amount of coordination of airline
HR standards is essential, what kind of process is needed to make it happen?
Who should lead it, and where is the accountability?

These are new challenges for HR, particularly since historically the approach
for airlines has been strongly domestic in orientation. A typical airline today is
international only because it flies to foreign locations. Most major airlines out-
side the United States are national flag carriers, with close relationships to their
home government and strong national unions. Even if the respective manage-
ment teams in an alliance agree on what behaviors are expected from the
employees, the implementation of HR policies influencing these behaviors may
be restricted by historic, institutional, and cultural factors.

In the case of Star Alliance, the Lufthansa Business School took a lead, per-
haps because it had played an important role in transforming a bankrupt na-
tional carrier with a civil service mentality into one of the most profitable global
leaders in the industry in the 1990s. Participation on its project-oriented pro-
grams was broadened to include partner members, with the aim of not just
facilitating coordination but also speeding up the internal transfer of learning
from one partner to another. Most of the partners bring particular distinctive
strengths—Singapore Airlines in customer bonding, United in logistics, Lufthansa
itself in maintenance and managing learning. The HRM vision is that the al-
liance can be used for mutual learning, to convert weaknesses on the part of
individual partners into collective strengths.

The HR challenge in airline alliances is an indicator of things to come. As
one senior HR executive in a European airline put it, “Anybody who delivers
value to my customer is my employee.” This is a bold statement, not yet backed
up by practice, but with broad implications that go well beyond the airline in-
dustry. The density of international alliances is increasing in all sectors as com-
panies engage in a broader variety of relationships across the supply and value
chains to the customer. This raises the question of where the boundary of HR’s
responsibility lies.
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Alliances as Journey toward Transnationalism

The ambiguity of boundaries in an alliance and the need to anticipate future
shifts is only one of the tensions in this domain. Alliances are full of tensions
between competition and collaboration, between global and local interests, be-
tween the venture and its parents, between leveraging and developing capabil-
ities. Ambiguity and complexity are the norm. Bearing in mind that the principal
challenge in the internationalization process is learning to manage tension,
dilemma, and duality, mastering alliance dilemmas and contradictions helps
firms to learn to manage transnational pressures.

In conclusion, let us therefore summarize some of the paradoxes and dual-
ities that the multinational firm learns to confront through its experience in
managing alliances:

• Learning how to manage differentiation. There is no such thing as “an
alliance”—each alliance has different aims and strategic objectives, imply-
ing different courses of management and HR action. The parallel for the
transnational is that it has to differentiate the roles of its units and sub-
sidiaries, managing them in different ways.

• Learning to balance the fundamental tension between short-term perfor-
mance and the long-term learning or knowledge creation that comes
through collaboration (the exploitation versus exploration duality). As in
the Chemco example, being a hands-off parent can be advantageous in the
short term but carry a corresponding long-term cost.

• Learning to recognize and deal with trade-offs where a pathology can be
created if one extreme is pushed too far. We see many examples in alliances—
if either the interests of the venture itself or the interests of the parent are
pushed too far, this can make it impossible to achieve the alliance aims.
Similarly, the deal itself is critical, though excessive attention to detail
can create rigidities (the first Star Alliance document was only one page
long).

• Learning that a delicate balance is needed between external equity for
expatriates and internal equity for long-term venture staff.

• Learning to take important but “soft” aims such as learning and convert
them into “hard” objectives through measurement and accountability.

• Learning to “manage the future in the present”—the strategic aims of to-
morrow may be quite different from those of today. Success of the venture
must not be confused with the wider strategic aims of the parent.

Individuals involved in alliances face many challenges. They must learn
how to manage boundaries, how to deal with ambiguity and conflicting inter-
ests, how to mold a culture that balances competing interests, and how to man-
age the tensions between exploitation (operating results, cash flow, and profit)
and exploration (learning). One of the best breeding grounds for transnational
managers may be alliance management.

The Evolving Role of Alliances 519



TAKEAWAYS

1. Initially considered only as a means of securing market access, alliances
today are an integral part of global strategies in all aspects of the value
chain. Using alliances to generate new knowledge is increasingly important.

2. Alliances are mostly transitional entities; therefore, longevity is a poor
measure of success. The aim is not to preserve the alliance at all costs but
to contribute to the parents’ competitive position.

3. There are four types of alliances: complementary, learning, resource,
and competitive. Alliances are dynamic, migrating from one strategic
orientation to another. Very few alliances remain complementary for long.
Alliances among competitors are increasingly frequent, but they are also
the most complex.

4. The approach to HRM is largely driven by the strategic objectives of the
partnership. This requires a focus on both managing the interfaces with
the parent companies as well as managing people inside the alliance itself.

5. The firm’s HRM skills and reputation are assets when exploring and
negotiating alliances. Do not enter a complex alliance unless both sides
of the partnership have a good grasp of HR basics. The greater the
expected value from the alliance, the more HR support is required.

6. The failings of an alliance are too easily attributed to cultural differences,
when the real culprit may be the lack of attention to HR issues such as
appropriate staffing, performance measures, compensation equity, and
career management.

7. Equity control is a costly and relatively ineffective form of alliance control,
compared to investing in a carefully designed and implemented HRM strategy.

8. Conflicting loyalties, complex relationships, and boundary management
issues, coupled with uncertainty and instability, are characteristic of most
alliances. Managers assigned to the alliance need high tolerance for ambiguity.

9. Alliance learning is neither automatic nor free—there must be clear
learning targets, sufficient investment in people, and a tight alignment
of HR practices with learning objectives.

10. Alliances are full of tensions between competition and collaboration,
between global and local interests, and between leveraging and
developing capabilities. Mastering alliances helps firms to learn to manage
transnational pressures.

NOTES

1. Contractor and Lorange (1988, p. 9) identify seven overlapping objectives for the for-
mation of various types of alliances: (1) risk reduction; (2) achievement of economies
of scale and/or rationalization; (3) technology exchanges; (4) co-opting or blocking
competition; (5) overcoming government-mandated trade or investment barriers;
(6) facilitating initial international expansion; and (7) linking the complementary
contributions of the partners in a “value chain.” See also Kogut (1988).
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CHAPTER 13

Forging Cross-Border 
Mergers and Acquisitions

Integrating Global Acquisitions at Cemex

In September 2004, only a few months after defining its new global governance model
and deciding to implement one global operating system, the Mexican building mate-
rials company CEMEX announced its intention of acquiring the UK-based Ready 
Mix Concrete (RMC) group for US$5.8 billion. With this acquisition CEMEX aimed to
consolidate its position as one of the top three global players in the industry.1

CEMEX was established in 1906 in Monterrey, Mexico. The current CEO,
Lorenzo Zambrano, is the grandson of the company’s founder and was appointed
to his position in 1985 after working his way up through the organization for
18 years. At that time, the company had five plants and 6,500 employees. Zambrano
refused to diversify into other businesses, the route favored by many other Latin
American industrialists. Instead he focused on the cement and building materials
business he knew well and built up his company through a series of carefully con-
sidered and implemented acquisitions, first in Mexico and then from 1992 in Spain,
Latin America, Philippines, and the United States.

Top management quickly realized that the newly acquired companies were
guided by different operating practices, structures, and cultures than CEMEX. Most
had been run quite ineffectively, and CEMEX saw an opportunity to create value by
implementing new processes and instilling new management behavior. The back-
bone of this strategy was a global operating platform, labeled the CEMEX Way. The
aims of the CEMEX Way were to unify global operations, to promote the sharing of
best practices, to streamline and improve the value chain all the way to the final cus-
tomers, and to allow rapid and simultaneous deployment of strategic initiatives.

In order to enable faster and smoother acquisitions, CEMEX put in place a syste-
matic post-merger integration (PMI) process to promote best practices and learn 525



from previous experiences. Overlapping teams of managers and functional special-
ists from different countries were sent to each newly acquired company so that
knowledge and best practices would be passed to the team responsible for each new
acquisition.

The typical PMI has four stages. During the initial planning stage, pre-assessment
teams are sent to the newly acquired company to analyze the situation and plan
next steps. This is followed by three execution phases. In phase one, also called “the
100-day plan,” transition teams work to identify further synergies through a gap
analysis covering all business activities. Phase two focuses on implementation,
with the expectation that the CEMEX Way will be fully operational by the end of
this stage. Phase three is the return to business as usual—at a higher level of
operational efficiency.

The RMC acquisition was bigger, covered more countries (22), and included
more diverse cultures and languages than anything CEMEX had encountered
previously. The PMI office divided the work between functional teams, like “cement
operations” and “back-office”; each of these teams was replicated on a country by
country basis. In total, 600 people from within CEMEX and over 400 RMC managers
were involved in the RMC post-merger integration. The HR integration was by far
the most complex part of the process, and CEMEX spent more than six months
defining and building a framework that took staffing and country differences into
consideration. At the kickoff of the execution phase, Zambrano addressed RMC
managers and executives:

You will quickly discover that CEMEX time seems to have fewer minutes in every hour
and more hours in every day. We are highly disciplined and dedicated to consistent, high
level performance. We believe in continuous innovation. . . . Our goal—and our track
record—is to outperform our competitors year in and year out.2

The results were impressive. Under its old owners, a large cement plant in
Rugby, England, often ran at only 70 percent capacity. Two months after the takeover
and the implementation of CEMEX Way it was running at 93 percent.

In October 2006, CEMEX announced an unsolicited offer to purchase the
Sydney-based Rinker group, with operations in Australia and the United States. The
target company was known to be very well managed. This acquisition was an
opportunity to blend the best parts of CEMEX and Rinker to improve overall prof-
itability, rather than to improve operating efficiency, the motive for previous acqui-
sitions. The Rinker deal was sealed at the beginning of 2007.3 Instead of scrapping
what Rinker had, the PMI plan was to start with a thorough evaluation, identify the
best practices of both parties, and determine which parts of Rinker’s operating sys-
tem should be incorporated in the CEMEX Way—an example was a waste-burning
initiative common to most Rinker plants.

By December 2007, CEMEX had operations on four continents, with 85 plants in
more than 50 countries. The only gaps in its global presence were China and India.
CEMEX reported net sales of $21.7 billion and a net income of $2.6 billion. The com-
pany was also one of the world’s leading traders of cement, as it maintained its own
shipping fleet and trading relationships with customers in close to 100 nations.
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OVERVIEW

We start this chapter by reviewing the merger and acquisition (M&A) phenomenon
and discussing the many reasons why cross-border acquisitions and mergers,
such as those carried out by CEMEX, are attractive. We present evidence of
companies’ varying degrees of success in carrying out international M&As and
explore the human and cultural factors that contribute to success and failure. We
also introduce a framework for understanding the strategic logic behind the
merger or acquisition. This will determine the orientation of the integration
process and the role that HR plays in it.

In the second section, we discuss due diligence, the planning and prepara-
tion work that should be undertaken in order to explore M&A targets before the
deal is closed. The assessment of people and cultural factors needs as much at-
tention as the assessment of strategic and financial factors.

The third section focuses on the post-merger integration process, in which
the formula for success combines speed with careful attention to HRM and
people processes. We analyze key issues, starting with the implications of the 
so-called merger syndrome. Retention of key talent is an essential condition for
success in most acquisitions, and so we review the steps necessary to make it
happen. We also discuss how different aspects of the change process, including
communication, need to be managed to facilitate the smooth integration of the
new subsidiary into the parent firm, with an emphasis on the role of integration
managers and transition teams.

Firms that make successful acquisitions recognize that they must capture
their learning in order to enhance their ability to execute acquisitions in the fu-
ture. In this way, M&A capabilities can become an important source of competi-
tive advantage in the global economy. This is the central idea in the concluding
section, in which we summarize the chapter through the lens of what General
Electric has learned over the years about the complex process of acquiring and
integrating other firms.

THE M&A PHENOMENON

What is a merger and what is an acquisition? From a legal point of view, in a
merger two companies join together and create a new entity. In an acquisition, one
company acquires sufficient shares to gain control of the other organization. In
reality, the transaction labeling depends mainly on the accounting and tax im-
plications of the deal, as well as strategies for public relations and communica-
tion. Some mergers are structured as acquisitions, while some acquisitions are
framed as mergers. There are actually very few “mergers among equals.” After
the agreement is signed, most mergers tend to look like acquisitions. We will
focus primarily on acquisitions, which represent the large majority of cross-
border deals, referring to mergers when appropriate.

Acquisition bids can be classified as friendly or hostile. From the perspective
of shareholders or top management, most acquisitions are friendly, although the
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workforce often does not see it that way—there are clear winners and losers since
being acquired is perceived as a symbol of failure, and the buyer organization
nearly always has more power during the integration process. Cross-border
hostile acquisitions are relatively rare, although when they occur they tend to
generate strong emotions and a lot of public interest.

Mergers and acquisitions are popular alternatives to greenfield invest-
ments (that is, business units established from scratch) and strategic alliances
as vehicles for internationalization. There has been a dramatic growth in merg-
ers and acquisitions in the global marketplace during the last two decades
(see Figure 13–1). During this period, the global distribution of M&As has
changed. One significant change is that the proportion of cross-border M&As
increased from less than 30 percent in the year 2000 to almost half of the total
value of global M&As in 2007. Another shift has been toward more M&As
carried out within Asia and by Asian firms—in 2007, 18 percent of the value of
global M&As were deals carried out by Asian firms.

Even if M&A fever subsides when the global economy cools off—such as af-
ter the ended in 2000 and during the global financial crisis in 2008–2009—more
deals can be expected in the long run.

The ultimate driver of international M&A activity is the erosion of national
boundaries and the increase in global competition. Until the 1980s, international
M&As were relatively rare; governments in many countries did not look fondly
on foreigners acquiring local assets. Since then, liberalization of foreign direct
investment resulting from multilateral trade agreements has greatly accelerated
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the M&A phenomenon. And while global megadeals continue to grab the head-
lines, more and more cross-border acquisition takes place among small and
medium-sized firms. Understanding the logic of such strategies for internation-
alization and their human resource implications and mastering their imple-
mentation is becoming one of the competencies required of global managers.

The Drivers of Mergers and Acquisitions

There are a number of reasons why companies pursue cross-border mergers and
acquisitions (see the box “The Drivers of International M&As”). Achieving com-
petitive size or increasing market share by adding capacity (like CEMEX),
brands, or distribution channels are important reasons behind many cross-border
M&As.4 Larger firms, inspired by Jack Welch’s famous GE mantra of “becoming
global #1 or #2,” aim to gain market power and at the same time deal with 
overcapacity in many mature industries. Or they pursue large-scale merger or
acquisition strategies to leapfrog their competitors—who then try to catch up
through their own mergers.

Smaller firms resort to cross-border deals to leverage their niche capabilities
in new markets more quickly than they could through organic expansion. For
these firms, the primary opportunities for value creation are likely to arise from
cross-selling existing products or services and from accessing new markets.
M&As are sometimes used instead of in-house R&D. For instance, Cisco from
the United States acquired a large number of small and medium-sized high-tech
firms mainly to get quick access to new technologies and products; and Nokia
bought the US digital map maker Navteq for similar reasons.
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The Drivers of International M&AS

International mergers and acquisitions hap-
pen for multiple reasons. Some are strategic,
some are tactical, and some involve corporate
egos.

Market dominance

Banks and insurance companies in Scandi-
navia are merging across the region to create
Nordic financial institutions (Nordea, Danske
Bank) in order to gain advantages of market
dominance, economies of scale, reduced com-
petition, and channel control.

Geographical expansion

Major global players in the brewing industry
(InBev,5 SAP/Miller, Carlsberg) are using ac-
quisitions to extend geographical reach and
global market share.

Leveraging capabilities

Foreign companies (General Electric, Axa)
have embarked on large-scale acquisitions in
the Japanese financial industry, leveraging
their capabilities in new product develop-
ment, credit risk, and debt management.



Most companies launch acquisitions for sound strategic reasons. However,
sometimes companies only mimic or match the acquisitions strategies of their
principal competitors. And all too often decisions are driven by the general frenzy
that can be observed during the waves of mergers that take place at regular
intervals (see Figure 13–1).

People issues dominate the management agenda in many of these M&As.
In the high-technology sector, in particular, an increasing number of acquisi-
tions are motivated by the need to access talented people and their know-how.
The employees may be more valuable than the company’s product—price per
engineer drives the cost of such deals. In contrast, the strategic drivers in other
deals are consolidation and cost cutting. There the focus is on workforce reduc-
tion, which in some countries may be as tricky as the retention of Silicon Valley
entrepreneurs.

Alliance or Acquisition?

International alliances and M&As are usually alternative strategies,6 but
sometimes an alliance can be a first step toward an acquisition. In countries
such as South Korea, where emotional resistance to foreign acquisition
may still be strong, gradual entry through a joint venture alliance with a local
partner can be an effective strategy. The alliance may also reduce the risk of
entry into an unfamiliar territory. If the partnership is successful, the next step
may be acquiring the partner’s interest or the partner itself. The timing and
conditions for this evolution are frequently anticipated in the partnership
agreement.7

On the other hand, settling for an alliance, rather than making an acquisition,
may reduce control over decisions within the venture, including human resources
decisions. The consensual governance process in international alliances increases
the costs, limiting the possibilities for rationalization.8 From an HR perspective,
the most significant difference between an alliance and an acquisition is that the
former limits the degree of leverage over people-related decisions. The freedom
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Resource acquisition

In the petroleum industry, acquiring existing
companies with proven oil reserves could be a
more economical way to grow than investing in
exploration of new energy sources (BP, Exxon).

Capability acquisition

With market shifts from voice to data transmis-
sion, European wireless manufacturers (Nokia,

Ericsson) rushed to the United States to acquire
small start-ups with competence in emerging
data communication technologies.

Executive hubris

There are also cases where—the press release
notwithstanding—outside observers see no
logic in the move beyond the CEO’s desire to
run a bigger company.  



to select, promote, and compensate people is such an important management tool
that it leads many executives to favor acquisitions. On the other hand, retaining
talent may be easier in a partnership, and alliances are often better at preserving
entrepreneurship in individual units. In a cross-border context, alliances are 
easier to align with the local environment.

When making a strategic decision on whether to build an alliance or pursue
an acquisition, it is important for human resource considerations to be on the
list. These may sometimes be difficult to resolve, as a US start-up discovered
when it entered an alliance with a smaller German partner to develop break-
through technology jointly. In order to pursue an initial public offering (IPO),
the company’s investment bankers pushed the two companies to merge to clar-
ify ownership and intellectual property rights. However, a merger would mean
loss of independence for the German company, possibly sapping the motivation
of its top engineers. In addition, the compensation philosophies of the two firms
were radically different, highly leveraged toward stock options in the United
States but with more traditional salary structures in Germany—so the employee
gains from an IPO would be asymmetrical. In the end, although the deal was
eminently sensible from a strategic point of view, it collapsed because the parties
were unable to resolve these problems.

Observing the M&A Experience

Given the rapid increase in M&A transactions in all regions of the world, the 
obvious question is, to what extent have these corporate marriages worked?
What factors contribute to the successes? And to what extent do HRM factors 
account for the failures?

How Successful Are Mergers and Acquisitions?

Extensive research has been conducted on the performance of M&As. Much of
the early research was conducted by consulting firms and investment banks, but
there is now also a large and still rapidly growing body of academic research
on the topic. Several early non-academic studies suggested that only a minority
of the deals achieved the promised financial results.9,10 Recent academic re-
search and consulting reports are more positive, but even there the contribution
of M&As to the value of the acquiring firm is on average close to zero.11 In other
words, some M&As are successful, some have little effect on the performance of
the acquiring firm, and some are disasters for the buyer, and specifically its own-
ers. The sellers virtually always emerge as winners as the buyer typically pays
a significant premium for the target.12 And when the buyer overpays, no
amount of post-merger integration skills can bring back the value lost when the
deal was signed.

There is some evidence that the success rate of cross-border deals may be
higher than for purely domestic transactions.13 Several reasons have been sug-
gested for this surprising finding. One explanation is that there tend to be
greater complementarities between the parties in international acquisitions.14
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Cross-border acquirers often buy companies in related industries—familiar
businesses to which they can add value and, conversely, from which they can
gain value. For instance, the acquisition of a foreign competitor can give the
buyer access to local markets as well as new products, technologies, and local
market knowledge. The target may benefit from the resources and capabilities
of the buyer; the increased scale and international experience of the combined
organization are additional benefits of such mergers.

Furthermore, it appears that there may be less conflict between the parties
in international M&As. Domestic acquisitions of competitors are often accom-
panied by a history of fierce rivalry that is difficult to overcome. The level of 
integration tends to be smaller in cross-border than in domestic acquisitions,
leading to less tension between employees in the two firms. There is also some
evidence that a moderate level of integration in international acquisitions is 
associated with better performance.15 Finally, it may be that the more overt
cross-cultural dimensions of such deals lead buyers to pay more attention to the
softer, less tangible, but critical HRM aspects of M&A management.16

Why Do Acquisitions Fail?

M&As, particularly those that reach across borders, are complex and difficult
to get right. The business press is full of stories of international mergers and ac-
quisitions that failed to meet the original objectives. Even when the merged
firm should apparently enjoy great synergy benefits, one of the major reasons
for failure is difference in vision. The two sides cannot agree where they want the
combined entity to go. For the sake of getting the deal done, these differences
are often glossed over. But if firms do not start with a common and specific
understanding of where they want to take the new organization, and how they
want to get there, the process of integration is likely to be fraught with destruc-
tive internal politics.

The acquisition can fail because of attrition of talent and capabilities, or be-
cause of the loss of intangible assets. Customers are not asked for their opinions
about the merger and may feel disgruntled about being passed on to another en-
tity. That can lead to an overnight loss of potential value. Relationships with
vendors, community, and government can also suffer when the new owner is
perceived, rightly or wrongly, to be insensitive to local interests.

An Egon Zehnder study reported that lack of clarity around systems and
processes in the purchasing company was a major problem in at least a quarter
of all acquisitions.17 This means that firms with a locally responsive orientation
will find it more difficult to handle acquisitions than those with tightly inte-
grated approaches.

International M&As can also suffer from underestimating the high transition
and coordination costs in linking the new entities, due to physical distance, which
negate some of the advantages of the potential synergies. Related to these costs
is the danger of synergy gridlock, when management searches so desperately for
ways to deliver the savings originally promised to the stock market that it loses
track of the business as costs begin to spiral.
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Finally, the failure of international mergers and acquisitions may be
linked to the lack of cultural fit between the two organizations. It is often
said that companies should not entertain deals where a significant cultural
mismatch might be a problem. Differences in history, environment, and
national culture amplify the difficulties of achieving merger aims.18 However,
the ability to manage the process of cultural integration may be more
important than the cultural differences between the parties, as we describe
in this chapter.

Underlying all the contributory factors is a phenomenon called escalating
momentum.19 Given the stakes involved, one might think that merger assessment
is a rational process. In reality, the acquisition process is often described as hav-
ing a life of its own, where participants feel unable to stop the process or slow
the tempo, sometimes leading to closure of the deal under conditions that
are unfavorable for the buyer. This is fueled by the secrecy involved, the
isolation of decision makers, the need to make decisions under inevitable
ambiguity, and the hubris of key executives20 who simplify the factors behind
the decision.

In spite of such difficulties, companies will continue to acquire and merge
as they seek to accelerate their international growth. Companies that learn how
to manage mergers and acquisitions well enough to overcome these obstacles to
success can benefit from significant advantages—and not only because of syn-
ergies and scale. They can access needed local resources more quickly. They can
be more flexible. And as the know-how of acquiring and integrating new capa-
bilities boosts their confidence, the range of strategic options that can add value
may expand significantly.

What Do We Know about Key Success Factors?

The ways in which the two companies complement each other are significant to
the outcome of an acquisition. There needs to be a clear idea of how the two
units can strengthen each other. The board should not approve an acquisition
without convincing arguments that the integration of the two organizations will
produce surplus value that will offset the premium paid for the target. For ex-
ample, French automotive component manufacturer Valeo successfully ex-
panded its international reach by buying smaller companies or those with
narrow product lines.

What happens before a deal is signed is important. A well-thought-out
strategy and thorough due diligence are essential to success, as well as a nego-
tiation team that does not succumb to escalation of commitment during the
negotiation process that might lead to paying too much. However, even well-
structured and well-negotiated deals have to cope with the complexities of
merging organizations across boundaries, and the ability to add value in the
merged company depends mostly on what happens after the deal is done. Not
surprisingly, high returns go to organizations that execute well the post-merger
integration process.21
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Managing integration involves combating the winner–loser syndrome,
preparing employees for change, setting up a transition organization, and put-
ting in place the new structure, policies, and practices. Integration is a change
process. Companies that have a good track record in managing change also tend to
be good at managing acquisitions.

Multinationals that have solid foundations in HR and other functional domains
have an advantage in implementing M&As. Each side may need to teach the
other how it goes about business, and this is difficult without firm foundations
in functional expertise. A firm like CEMEX or GE can move fast and confidently
with its integration strategy when it acquires a company, largely because its own
systems and practices are well developed and explicit.

However, probably the best predictor of M&A success is the ability of the ac-
quiring organization to learn from its experience.22 The ability to learn from past
acquisitions, including the mistakes that are inevitably made, is a characteristic
that many successful buyers have in common. But experience is not the same as
learning. Previous experience may even hurt future M&A performance, if a
company believes that its past experiences can be automatically applied to the
next case.23 We will return to discussing how multinationals can build M&A
learning capabilities toward the end of this chapter.

A Framework for Thinking about M&As

In successful mergers and acquisitions, partners share the purpose and accept the
terms of their relationship. However, in reality, corporate marriages are often
based on unattainable assumptions. Therefore, careful and explicit definition of
the purpose of the acquisition and the desired end state is the first step in mak-
ing the new relationship work. People may well resent and resist postmerger
change—but they are more likely to adapt if they know the new rules of the game
and how these will help them to be successful in the future.

The best approach to integrating the two organizations will depend on the
strategic driver behind the acquisition. Each acquisition must be managed in a
different way. A simple framework developed by Killing24 provides a useful
overview of different types of acquisition integration (see Figure 13–2).

Stand-Alone

When a cross-border deal is signed, the PR announcement often contains a sec-
tion noting that the acquired company will keep its independence and cultural
autonomy. The aim may be to placate local regulators and/or public opinion; or
a major rationale behind the merger may be to get hold of talented management
or other soft skills (such as speed of product development) and retain them; or
perhaps conformance to the acquiring company rules and systems could be
detrimental to the acquired company’s competitive advantage.

If stand-alone acquisition is the objective, the key to success is to protect
the new subsidiary from unwarranted and disruptive intrusions from the

534 CHAPTER 13: Forging Cross-Border Mergers and Acquisitions



buyer, though this can be hard to ensure. Even with the best of intentions,
there is a danger of creeping assimilation, as the buyer encourages the new
unit to adopt its way of working, and to develop systems and processes that
match those of the parent organization. Most stand-alone acquisitions do
not last.25

There is a fundamental question associated with the stand-alone strategy—
how can the buyer create value through the acquisition in order to offset the pre-
mium that it has paid for the target? A single booster shot of functional
knowledge and capabilities soon after the closing is one possible approach to
create operational synergies and efficiencies. Or while the business may appear
independent to the outside world, at least some functions are merged with the
rest of the organization. Normally, however, stand-alone is a temporary phe-
nomenon, lasting until conditions change and the acquired unit can be more
fully assimilated into the new parent.

Absorption

This kind of acquisition is fairly straightforward, and it is most common when
there are differences in size and sophistication between the two partners in the
deal. The acquired company conforms to the acquirer’s way of working. Such
deals are particularly common when the target company is performing poorly
or when market conditions force consolidation.
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Most of the synergies may be related to cost cutting, usually on the side
of the seller, sometimes from improvements in systems and processes
brought in by the acquiring firm. The key to success is to choose the target
well, and to move fast to eliminate uncertainty and capture the available
benefits. 

Yet, in cross-border M&As, companies are sensitive to public perceptions of
being a foreign bully. They are often hesitant to declare their objective of ab-
sorbing the target, fearing that it may settle the deal. But this can create
confusion and mistrust that make the process more difficult. In contrast, GE
Capital, the financial services arm of General Electric, offers blunt advice to the
management of acquired firms: “If you do not want to change, don’t put your-
self up for sale.” GE makes it very clear that the acquired company must now
play by GE’s rules, and it provides a framework for doing so. As in the case of
CEMEX’s acquisition of RMC, absorption does not necessarily mean large-scale
firings and layoffs. In fact, 80 percent of identified synergies were realized by
changes in processes, repositioning of business operations, and implementation
of common management platforms.26

A complicating factor in all acquisitions is that there will be parts of the
organization where a particular approach to the merger makes sense and
others where it does not. Cisco, for example, buys companies for their tech-
nology and R&D talent; retention of engineers and scientists in the target is an
important objective. Therefore, Cisco has typically fully absorbed the support
functions of small innovative start-ups that it acquired for their promising
product ideas, while the engineers in charge of developing new products
retain much more autonomy. Cisco’s approach illustrates that many acquisi-
tions have elements of more than one of the (ideal) acquisition types presented
in Figure 13–2.

Best of Both

The intriguing option of best of both is pursued in what is often described as a
merger of equals. This holds out the promise of no pain, since in theory it takes
the best practices from both sides and integrates them. There are, however,
few genuine mergers of equals. The merger of the German car manufacturer
Daimler and its US competitor Chrysler in 1998 was presented as a merger of
equals. In reality, Daimler was larger, more successful, and clearly the more
powerful of the two. Daimler executives soon took over control of the whole
merged organization.

The scarcity of examples of best of both attests to its difficulty. Putting to-
gether the “best” parts of both sides risks leading to an inconsistent configura-
tion of organizational practices in the two merging units. Another danger is that
the integration approach may become too political and time-consuming. Who
decides what is “best” and based on what criteria? During the integration
process, many decisions are interpreted politically; in the absence of explicit cri-
teria and objective evaluation, the choice of what constitutes best is often
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viewed as biased. When the Swedish bank Nordbanken and the Finnish bank
Merita were combined in a “merger of equals” in the late 1990s, some Finnish
employees coined and used the phrase “Best practices are West practices”
(“West” meaning “Swedish,” as Sweden is located west of Finland).27

CEMEX’s bid for Rinker could be considered a best-of-both approach, as
Rinker’s production processes were very advanced in a number of technologi-
cal areas and geographies. It would be to CEMEX’s advantage to leverage this
capability within the whole firm. However, without strong mutual respect for
the knowledge and skills of each company, this kind of strategy will not work.
Saying best of both, without acting accordingly, is likely to backfire as the target
employees will view the buyer as untrustworthy.28

A key to success is fair process. On the HR side, this may mean hiring a third
party to assess the organizational capabilities and practices of personnel in both
organizations. The ability to retain people may be a precondition for a best-of-both
acquisition, having a balance of management from both firms.

Transformation

In contrast to best-of-both acquisitions, which take existing organizational
practices as they come, both companies in a transformation merger hope to
use the merger to make a clean break with the past. Merger or acquisition can
be the catalyst for doing things differently or reinventing the organization—
the way the company is run, the business it is in, or both. When Novartis was
created through the merger of two Swiss-based pharmaceutical firms, the
proposed management style for the new company reflected the desired
transformation: “We will listen more than Sandoz, but decide more quickly
than Ciba.”

For a long time, the creation of ABB through the merger of Asea and Brown
Boveri was considered an archetype of transformational merger, with its suc-
cesses and failures. More recently, the merger of pharmas Astra and Zeneca into
AstraZeneca could be described as a case of transformation through M&A, as is
Lenovo’s acquisition of IBM’s PC business.

This kind of merger is complex and difficult to implement. It requires full
commitment, with focus and strong leadership at the top to avoid getting
trapped in endless debates while the ongoing business suffers. Speed is essen-
tial, with top management in the merging companies using the time period im-
mediately after the merger announcement to carry out major changes. Like the
best-of-both strategy, the transformation strategy has a better chance of success
if key people from both parties are excited by the vision of the merger leading
to a new company with superior capabilities.29

Key Human Resource Management Issues

There is no shortage of empirical evidence that attention to “soft” factors or peo-
ple issues is one of the most critical elements in making an acquisition strategy
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work. In a pioneering McKinsey study of international M&As in 2000, the four
top-ranked factors identified by responding firms as contributing to acquisition
success are all people related:

• Retention of key talent (identified by 76 percent of responding firms).

• Effective communication (71 percent).

• Executive retention (67 percent).

• Cultural integration (51 percent).30

According to another consulting report, published eight years later, the
problems remained the same. Differences in organizational culture (50 percent)
and people integration (35 percent) topped the list of M&A challenges—in fact,
four of the six top issues were people related.31 A similar conclusion can be
drawn from a Conference Board study of 88 major corporations in the United
States and Europe study.32 At the top of the list of HR concerns in mergers and
acquisitions was retention of critical talent, identified as a very important or
important factor by 86 percent of respondents. Second on the list was blending
cultures, listed by 83 percent, closely followed by retention of key executives
(82 percent). Differences in approaches to compensation/benefits were ranked
fourth (73 percent). Perhaps surprisingly, impact on workforce size (37 percent),
downsizing (35 percent), and redeployment of employees (25 percent) were at
the bottom of the list.

It is hard to find an acquisition where people issues do not matter, though
the nature of the people challenges vary with the acquisition intent. When the
objective is to establish a new geographic presence, managing cross-cultural,
language, and communication issues tops the list of priorities. When the aim is
to acquire new technology, or to buy market share or capabilities, retaining key
technical staff or account managers is the principal challenge. When the objec-
tive of the deal is consolidation, dealing effectively with redundancies at all 
levels is the dominant concern.

Based on these observations, it may seem natural that the HR function
should play a significant role in all phases of an acquisition. Yet while this tends
to be true during the post-merger integration process, the overall influence of
HR during the acquisition process as a whole is patchy. In addition, many com-
panies have neither the functional resources nor the know-how to give the HRM
issues the priority they merit.33

When Should HR Get Involved?

As discussed, the scope and importance of people issues depend on the type
of acquisition—transformational acquisitions demand far more attention
to HRM than stand-alone acquisitions—but the HR function can make a
substantial contribution at all stages of the acquisition process, as was the case
in CEMEX.

However, the reality is often different. HR does not get involved until 
relatively late in the process. According to a Towers Perrin/SHRM study, HR
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is fully involved in the M&A planning in less than a third of responding
firms.34 HR involvement is marginally higher during the negotiation stage, 
but it is only after the deal is signed that 80 percent of firms see HR as fully 
engaged. It is obviously not easy for HR to ensure the smooth implementation
of the deal when it has little or no part in shaping it. US-based companies
seem to put more emphasis on early HR involvement than their European
counterparts.

One reason for keeping HR out of the room is the secrecy surrounding
most acquisitions before the bid or agreement is announced. In many compa-
nies, communication about pending acquisitions is treated as strictly confi-
dential, for commercial as well as regulatory reasons, and disseminated on a
need-to-know basis. HR is not seen as needy. A determining factor is whether
the top HR executive is a member of the senior management team and a full
participant in the strategy planning process. HR is unlikely to be involved if
is not already perceived as a valuable contributor to business and strategy
development.

FROM PLANNING TO CLOSING

The starting point for any merger or acquisition should be the overall strategy
of the firm and the organizational capabilities that enable the company to im-
plement the strategy successfully. Even though M&As are often the preferred
option for businesses seeking international growth, they should be evaluated
as just one of several strategic levers at the disposal of the multinational, with
alternatives such as strategic alliances and greenfield investments sometimes
making more strategic sense. For example, in some situations it may be better
to hire a small team with the desired capabilities rather than to acquire an
entire firm.35

A typical cross-border acquisition starts with the development of the
acquisition strategy and the selection of a target. An integral part of the
selection process is the evaluation of the feasibility of the acquisition—
due diligence. This examination moves to center stage when formal nego-
tiations begin with the target (or when a hostile takeover bid is launched).
If the negotiations or takeover are successful, the transaction proceeds to
closing, as long as the conclusion of the due diligence investigation is
positive.

Some multinationals have a special acquisition unit that is involved in the
planning and execution of every transaction.36 Much of what is done during the
planning and negotiation stage requires specialized and often highly technical,
financial, and legal expertise. However, such units should not work in isolation
from the managers who will have the responsibility for implementing the strat-
egy and/or managing the acquisition. In some firms, such as GE, the future
business leader and the designated HR manager are part of the acquisition team
from the very beginning.
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Planning Acquisitions: The HRM Perspective

The due diligence process should cover all the important HRM considerations,
including cultural assessment and a human capital audit. Cultural compatibil-
ity or incompatibility is relevant in many domestic acquisitions, and this is prob-
ably the most talked-about factor when acquisitions take place across borders.
We will come back to this issue in the next section.

Another important component of acquisition planning is making sure
that the company has the appropriate leadership team in place. When Renault
considered acquiring a 37 percent stake in Nissan, a big factor in the decision-
making process was the confidence that it had a team of seasoned managers
who could be dispatched to Japan to guide the restructuring efforts. In the
words of Renault’s Chairman Louis Schweitzer, “If I didn’t have Mr Ghosn
[sent by Renault to Tokyo to become president of Nissan], I would not have
done the deal with Nissan. That means I sent him in because I had absolute
confidence in his ability.”37

In international acquisitions, the approach toward human resources cannot
be separated from the cultural and social context. Often the company may not
have any expertise in the particular country or geographical area, so early plan-
ning on how to mobilize the necessary resources to guide the firm through un-
familiar territory is important. At this early stage it is also important to provide
the necessary orientation to the members of the due diligence team, who are
likely to be selected for their analytical and technical skills, rather than for their
familiarity with the culture and environment of the target firm. In CEMEX, more
than 300 people received training on what to look for in the RMC environment
and cultures in which they would be operating.

Some HRM issues have a direct bearing on the selection of targets. How
can a buyer get a quick reading on the quality of human assets and character-
istics of the organizational culture before committing resources to full-scale
due diligence? HR can serve as a valuable resource and a sounding board here,
provided it has the capacity to obtain and analyze the information. No one 
can expect HR to have all the information readily available, but in the 
words of a GE HR manager who participated in planning a number of acqui-
sitions, “Even if you know the industry, each acquisition is different: different
culture, legal framework, management team in place. We are at the table not
because we have all the answers, but we certainly know the questions that we
have to ask.”

Even at the planning stage it is important to figure out broadly how success
will be measured and how to learn from the pending acquisition experience. As
the saying goes, “Success has many fathers, but failure is an orphan.” It is not
easy to discover what went wrong after the fact, and valuable insights are often
lost if they are not recorded in real time. In large multinationals, the responsi-
bility for capturing the learning usually rests with a specialized M&A unit, but
in smaller firms this responsibility is often assigned to HR.
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The Due Diligence Process

Getting the strategy right depends very much on doing the homework. Good
planning is not possible without good data. There are two aspects to due dili-
gence in an acquisition. The first is to clarify the legal, financial, and business
picture. The infrastructure for obtaining this kind of information is well devel-
oped, as are the analytic methodologies. The second aspect, equally important
but sometimes neglected, is learning about the “soft” factors influencing the fit
between the two organizations, such as the culture and the people practices in
the target organization.

The Art of Being Truly Diligent

In cross-border acquisitions, the due diligence team must be sensitive to the fact
that attitudes toward acquisition due diligence vary from country to country.38

Under Anglo-Saxon practice, lawyers and their clients expect comprehensive
due diligence before the acquisition is completed. In other countries, due dili-
gence may be interpreted as intrusive at best, or as a sign of mistrust or bad in-
tentions on the buyer’s part. Getting information about the people side of the
business, such as the quality of the management team, requires particular care.

A due diligence team from a US company and their consultant visited a sen-
ior Japanese banker in his office to solicit opinions about an external candidate
to be installed as the CEO of their new acquisition. Since the banker did not 
express any reservations, the team felt confident about their selection. At the
conclusion of the cordial meeting, the banker invited the team members to 
dinner that evening. This was politely declined, as it conflicted with the time 
reserved for a videoconference with headquarters, but the consultant (always
eager for good sushi) decided to accept the invitation. During the dinner, the
banker presented a list of reasons why the choice was wrong. Why didn’t he tell
the visitors directly? “But I did.” replied the banker. “Why would I otherwise
invite them to dinner?”

A list of topics covered by HR due diligence can easily run to several pages,
especially if the buyer comes from North America (see Figure 13–3 for the
broad categories of issues to investigate). As time is short, it is important to
start with key priorities rather than becoming lost in technical details. Some
items are checked to protect the company against potential financial exposure,
such as pension plan liabilities. Others reflect the strategic intent of the acqui-
sition, such as talent identification, employee rights to technology, trade
secrets, and confidentiality.

Where does this information come from? At an early stage, HR due dili-
gence is part of building the overall acquisition roadmap. Former employees, in-
dustry experts, consultants, executive search firms, and customers who know
the company are usually the best sources of information. Cultivating some of
these sources on a longer-term basis helps to mediate the constraints of confi-
dentiality. Some of these data may be in the public domain, and Web-based
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search engines can speed up finding information. Once the agreement to close
the deal is reached, HR records and interviews with managers in the target com-
pany can be used to supplement and verify the assessment.

The transparency and accessibility of this information vary from country to
country. Companies often bemoan lack of information when in fact the real is-
sue is lack of familiarity with local sources. Information about HR policies is rel-
atively easy to obtain; the problem is the amount available. For example,
acquiring a firm in the United States may involve reviewing over 20 categories
of benefit plans and policies, going back six years to understand all the poten-
tial tax liabilities.39 However, HR due diligence is not just about collecting reams
of data to avoid potential financial landmines or to prepare for harmonizing the
policies and practices quickly after the deal, important though these tasks are. It
is more important to understand how the HR system impacts the values, norms,
and behaviors of the company to be acquired.

It is not easy to do this well, even in domestic acquisitions. Less than a third
of US HR professionals consider that HR was effective in the due diligence
phase of acquisitions.40 The process of collecting “soft” due diligence data as-
sumes friendly relations between the parties. Often companies believe that this
kind of information is not available abroad, especially during the initial plan-
ning stage, when secrecy and confidentiality are important. Of course, access to
information is especially constrained in the case of a hostile acquisition. How-
ever, it is not usually information that is lacking, but discipline and rigor in col-
lecting and analyzing data. Two methodologies can be especially useful here:
the human capital audit and culture assessment.
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DUE DILIGENCE TEAM

Litigation and claims

Employee records

Workforce demographics

HRIS

HR policies:

Hiring procedure

Employment documents

Job descriptions

Work rules

Performance management

Early retirement

Termination/severance

• Vacation policy

• Discipline

Organization and

management:

Organization charts

Management committee

Succession plans

Employment contracts

Retention agreements

• Job title hierarchy
Compensation/benefits:

Executive compensation

General compensation

Incentive compensation

Pension plan

Nonmonetary rewards

• Bonus eligibility

• Stock plans

• Coverage

• Assets and liabilities

Labor relations:

Union status

Contracts

FIGURE 13–3. Human Resources Due Diligence Checklist  



The Human Capital Audit

There are two dimensions to the human capital audit. One dimension is pre-
ventive, focused on liabilities like pension plan obligations, outstanding griev-
ances, employee litigation, or other employment-related constraints that may
impact the acquisition—for example, the cost of anticipated restructuring. It
also includes comparing the compensation policies, benefits, and labor con-
tracts of both firms.

The other dimension focuses on talent identification, and is probably more
critical to the success of the acquisition in the long run. Talent identification has
a number of important facets: ensuring that the target company has the talent
necessary to execute the post-acquisition strategy of the combined units; identi-
fying which individuals are key to sustaining the value of the deal; and assess-
ing any potential weaknesses in the management cadre. It is also important to
understand the motivation and incentive structure, and to highlight any differ-
ences that may impact retention.

Here are some examples of questions to consider:

• What unique competencies do the employees have?

• How does the quality of the target’s talent compare to the buyer’s?

• What are the social relationships between people in the organization and
how important is social capital to performance?

• What is the background of the management team?

• What will happen if some members of the management team leave?

• What is the compensation philosophy?

• How much pay is at risk at various levels of the firm?

Getting access to talent data may take some effort, and many companies
ignore the talent question in the early stages of the M&A process. They do not
take the time to define the types of competencies embedded in people who will
be critical to the success of the deal, relying instead on financial performance
data as a proxy. However, without early assessment, companies may acquire
targets with weaker competencies or talent than anticipated and a high likeli-
hood of executive departure. Early assessment helps to pinpoint the potential
risk factors so the acquiring company can develop strategies to address them
as early as possible. Moreover, this will speed up decisions about who should
stay and who should go.41

An important component of the human capital audit is the development of
action plans to retain key talent (we will revisit this issue again in the next sec-
tion). These measures must typically be implemented immediately after the
deal is concluded. For example, employee stock option plans may provide for
option grants to be fully vested when there is a “change of control,” such as after
an acquisition.42 Many valuable contributors would therefore have no incentive
to stay. In such cases, the retention of key employees must be considered a deal
breaker to be incorporated in the acquisition agreement.43 The additional costs
associated with retaining people, for example retention bonuses as well as
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investment in training and development, must be included in the up-front
financial estimates.44

At the same time, the audit may uncover significant weaknesses that call for
replacement candidates, external local hires, or expatriates ready to step in im-
mediately after the deal is closed. Without advance planning, this may not be
possible. And with each replacement there is a potential termination, which
again has to be carefully prepared, based on local rules and practice.

Cultural Due Diligence

The issue of cultural assessment is critical in mergers and acquisitions. In 2008,
670 executives from multinationals from around the world participated in a sur-
vey of cross-border M&As and identified organizational cultural differences as
the most significant issue in recent M&As.45 Despite this, culture assessment is
generally not given much priority before the deal is done. In one survey of
European executives actively involved in mergers and acquisitions, assessment
of cultural fit came close to the bottom of the list.46 It is therefore not surprising
that culture clashes often are a source of difficulties after the deal is done.

How to Assess the Culture of the Target Firm

The purpose of cultural assessment is to evaluate factors that may influence or-
ganizational fit, to understand the future cultural dynamics as the two organi-
zations merge, and to plan how the cultural issues should be addressed if the
deal goes forward. Cultural assessment can be formal or informal, based on a
variety of potential sources, such as market intelligence, external data, surveys,
and interviews. It is important to have at least a rudimentary framework that
helps to organize the issues and draw the proper conclusions.47

Some assessment questions should look at the leadership of the company to
be acquired and its view of the business environment, as well as its attitude
toward competition, customers, and change:

• What are its core beliefs about what it takes to win?

• What drives business strategy? Tradition, or innovation and change?

• Is the company long- or short-term oriented?

• How much risk is the company prepared to accept?

• What is its approach to external partners—competition or collaboration?

• Who are the important stakeholders in the organization?

Other questions examine broader leadership attitudes and how the com-
pany manages internal systems:

• Is the company result-oriented or process-oriented?

• Where is the power? Concentrated at the top, in certain functions, or
diffused?

• How are decisions made? By consensus, consultation, or authority?

• How does the company manage information? Is the flow of information
wide or narrow?
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• What makes an employee valuable? Values, skills, or getting results?

• Is the culture oriented to teamwork, individual performance, or both?

Some companies use cultural assessment as an input into a stop/go deci-
sion about an acquisition. For example, Cisco avoids buying companies with
cultures that are substantially different from its own, recognizing that it would
be difficult to retain key staff. On the other hand, GE Capital is less concerned
with retention and is more aggressive in its approach—cultural assessment is
also a “must” but mainly as a tool to plan integration. It is impossible to say that
one approach is better than the other, but both companies are clear about what
is important and how they want to get there.

Cultural assessment is not just a question of assessing the other company’s
culture; it is also a matter of both having a clear culture oneself and under-
standing it. The “know thyself” adage applies equally well to companies as it
does to people. The criteria used in cultural assessment of the target will to a
great extent reflect the cultural attributes of the buyer.

The challenge of cultural assessment is to approach it with an appropriate
perspective. Where some see cultural obstacles, others may simply observe poor
management. “It was like two drunks trying to hold each other up,” commented
the Wall Street Journal on one case of a spectacular cross-border merger fiasco at-
tributed to cultural misunderstandings.

When Do Cultural Differences Matter?

Conventional wisdom suggests that companies should avoid any deal where
cultural differences might be a problem. This is rooted in the assumption that
cultural differences are largely unmanageable and will undermine the success
of a deal. However, the empirical evidence suggests that the fear of cultural 
differences may be exaggerated. For example, results from a recent study of
800 cross-border acquisitions suggest that cross-border acquisitions may per-
form better in the long run if the acquirer and the target come from countries
that are culturally more disparate.48

The research on this topic offers two important conclusions. First, it is im-
portant to distinguish between impacts of differences in organizational versus
national culture. Second, the nature of the deal matters.49 For example, in a re-
lated acquisition that needs higher levels of business integration, cultural dif-
ferences can create tensions that make integration more difficult. However,
these differences are more likely to be due to differences in organizational than
national culture. In addition, organizational culture differences were actually
found to be positively associated with post-acquisition performance in M&As
that required lower integration, probably due to increased opportunities for
mutual learning.50

In today’s global business environment, where strategic imperatives drive
many potential M&A deals forward, companies no longer have the luxury of
avoiding potential deals on the grounds of cultural issues. The proper response
to cultural differences between buyer and target is not to avoid deals where
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there is a risk of culture clash but to manage and mitigate the risks. This requires
disaggregating imprecisely defined cultural issues into discrete, manageable el-
ements. Most of these are connected to the management of people.

Closing the Deal

Until the agreement to acquire is signed (or a hostile tender offer is announced),
much of the vital HR involvement in the acquisition process will go on behind
the scenes. Immediately after the deal is signed the scope of the HR agenda
expands rapidly. Companies often wait until closing before considering HRM
issues because the period between the signature of the agreement and imple-
mentation can be anywhere from several months to a year, depending on the
need to obtain shareholder and regulatory approval. This time should not be
wasted.51

Pre-closing Action Plans

The first priority is to complete the due diligence, now with full access to data.
The extent and conditions of access to managers and employees are often a
part of the M&A agreement. This is a sensitive period, and the first impres-
sions of the new foreign owners may last for a long time. For example, when
interviewing, opinions should be solicited from everyone, not just those who
can speak the new owners’ language. In many countries, union consent is
desirable, if not essential, if the transaction is to go ahead. As in all labor
relations, honest and open communication with union representatives is most
effective.

All of this highlights one of the challenges for HR, namely rapidly acquir-
ing and internalizing new cross-cultural competence, and familiarity with the
legal and social context. HR, line, and staff managers involved in cross-border
acquisitions have to be able to learn fast. Of course, if the company is already
present in the country, the task is much easier. However, most companies re-
quire at least some reliance on outside resources, such as local consultants. As-
sessing and contracting outside resources will require time, so forward planning
is essential.

Indeed, the people you hire to work on your behalf may tell local em-
ployees a great deal about your intentions and capabilities. In situations
where the two organizations have been fierce competitors, the target may see
the use of outside consultants to carry out employee assessment as more 
neutral than sending in the buyer’s managers to do it. However, even when
using consultants, the buyer would be well advised to invest in enhancing its
local knowledge up-front, as the following example illustrates.

A European pharmaceutical firm made a friendly offer to buy one of its
large but struggling Japanese distributors. To facilitate the transaction,
the company retained a local HR consulting group that, unknown to the
Europeans, had a reputation for a confrontational approach to post-merger
restructuring. The result: Those Japanese employees who could headed for
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the door, while the rest set up a union with the aim of blocking the acquisi-
tion. Faced with unexpected resistance, the buyer withdrew the offer.

As discussed before, the acquiring company needs to have the key compo-
nents of the HR implementation blueprint in place by the time the acquisition is
ready to close. This includes the organizational structure and reporting rela-
tionships, the composition of the new team, the timeline for action on specific
HR issues, and so on. The local context influences which acquisition strategy
will be most feasible, as well as the desired state of the new organization.

The final element of pre-closing activity is the selection of the integration
manager and the transition team who will be charged with the responsibility for
combining the two organizations. If the team includes expatriates, which is of-
ten the case, they may need to have at least rudimentary cross-cultural orienta-
tion and coaching, as they had in CEMEX, since most of them are selected for
technical and functional expertise.

THE POST-MERGER INTEGRATION PROCESS

The course of action leading up to closing the deal lays the foundation for next
steps, but most of the actual creation (or destruction) of shareholder value
happens during the post-merger integration phase. Successful acquirers
understand well the challenges awaiting the firm as it embarks on the
integration journey.

The M&A Integration Agenda

The change in ownership triggers changes in the target and its leadership. Now
is the time to put a new organization in place, appoint new leadership, make
sure that key talent is retained—and manage the merger syndrome. It is critical to
be able to turn the uncertainty associated with most M&As into recognized op-
portunities for employees to become involved in creating value in the new or-
ganization.

Recognizing and Managing the Merger Syndrome

Announcing a merger may be fun—for the top management that clinched the
deal. It attracts lots of publicity, and senior management can enjoy their mo-
ment in the spotlight. But lower down the ranks in the acquired organization,
reactions will be different; a merger often comes as a bolt from the blue, re-
gardless of whether the bid is friendly or hostile. However well the merger has
been planned and prepared, the so-called merger syndrome always has to be
tackled. At a basic level, this simply reflects the fact that any process of change
is stressful.

Those whose company is taken over invariably feel like losers. Reactions to
this feeling follow much the same pattern as the shock experienced during be-
reavement.52 The initial responses of disbelief and denial are followed by shock,
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colored by overreaction (“We’re going to lose our jobs”) or underreaction (“It
won’t change anything”). This may lead to anger, then attempts to bargain or
dig in heels, followed ultimately by acceptance. Acceptance may take a form
that will characterize the mood of the firm for long after—fatalism, bitterness,
wistful regret, or (ideally) proactive behavior. To some degree, the merger syn-
drome is unavoidable, because it reflects the process of human adaptation. This
means that it must be managed carefully.

There may be a parallel cycle in the acquiring company, in which the initial
reaction is often one of victory (“We did it!” “We’ll show them how it’s done!”).
Attitudes toward the “losers” are often condescending, which will only worsen
PMI problems. Managers in functional departments and in the subsidiaries of
the acquiring firm may have fantasies of expanding their power and scope of re-
sponsibility. A sense of rush and urgency takes over, leading to confusion and
growing doubt about whether this really is a victory. Increasing command and
control and a growing war-room mentality also create an unhealthy climate for
integration.

As in CEMEX, people often talk about “the first 100 days” of a merger and
how this period sets the tone for the longer task of integration. In a merger, as in
any change process, there will typically be some costs. These are measured in
lost productivity through distraction (less focus on the here-and-now due to
worries or speculation about the future), upheaval created by departures (some
talented people always jump ship and other people may be asked to leave), and
drop in employee morale. It has been estimated that nearly two-thirds of com-
panies lose market share during the quarter following a merger.53 Whether these
negative consequences of change are moderate and transitory, or whether they
are debilitating for the integration process, depends on how these first 100 days
are managed. The stress that accompanies change can be made constructive, or
it can be allowed to become dysfunctional.

During the early stages of the acquisition, it is the responsibility of HR to en-
sure a sharp focus on people and leadership issues, making sure that the transi-
tional organization and teams are in place on day one, fully prepared to deal with
the complexities of a cross-cultural deal. The next step is staffing—who will stay
and who will go? The evaluation of talent that was initiated before closing the deal
continues, but it is not easy to assess people quickly in a foreign setting; most HR
professionals find it difficult to trust their experience outside their own cultural mi-
lieu.54 And finally, what kind of policies and practices should be introduced in the
acquired firm? Human resource management provides a subtle control mecha-
nism by which a parent company can influence its acquisition, so the choice of HR
approach is intrinsically linked with the overall strategy for integration.

Creating Inspiration and Involvement

Marks and Mirvis suggest that acquirers need to pay attention to the four Is—
insight, information, inspiration, and involvement—to manage the stress and
uncertainty of the first 100 days (see the box “The Four Is”).
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Separated by language and distance, the merger syndrome is more diffi-
cult to combat in a cross-border acquisition, yet just as important. Cisco
trained its local HR managers (and other members of local acquisition teams)
in countries like China and Korea in its approach to managing the four Is,
involving them in the integration process of acquisitions in the United
States. As a result, they felt quite comfortable in managing the 100-day inte-
gration when acquiring companies back home, including making necessary
adaptations.
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The Four Is

Insight means helping employees to acknowl-
edge that change will be stressful. Pretending
that nothing will be different or that there will
be no stress only increases tension, undermin-
ing the credibility of the acquirer. With hind-
sight, most executives say that they should
have paid more attention to employee con-
cerns in the period immediately after the
merger announcement. Workshops for em-
ployees where they can voice their anxieties
and concerns, and learn about how the inte-
gration process will unfold, can help them to
tackle integration challenges in a constructive
way, reassured that their own feelings have
been taken into account.

One cannot do enough to satisfy employ-
ees’ thirst for information in the weeks after the
merger—and, in the case of major acquisitions,
this includes staff in the acquiring company.
The rumor mill about alien owners takes over,
amplifying and distorting events, aggravating
stress, and distracting people from their day-
to-day work. To manage the merger syndrome,
a communications campaign needs to be set up,
including road shows with visiting executives,
e-mail bulletins, telephone hotlines, and careful
press announcements.

Inspiration means starting to build posi-
tive expectations for the future at the earliest

stage. The business plan for the future of the
two companies may take time to elaborate,
but inspiring (yet realistic) statements can
pave the way and lift morale as long as they
are genuinely realistic. One of Cisco’s princi-
ples is to make sure that there are quick, visi-
ble wins to counteract despair and anger.
These range from the immediate installation
of symbolic free beverage machines and ac-
cess to a sophisticated intranet system, to in-
creased sales as the acquired firm’s products
get the advantage of broader distribution.

Finally, involvement implies the face-to-
face contact that is most effective in breaking
down feelings of them and us, winners and
losers. As in any change process, the more
people are involved in direct and personal
ways, the more they will understand the 
rationale for the merger and feel committed 
to its successful implementation. The use 
of integration teams, discussed later, is ob-
viously a major tool. However, joint orien-
tation sessions and the opportunity to exchange
ideas with functional counterparts will also
help.

Source: M.L. Marks and P.H. Mirvis, Joining Forces: Making
One Plus One Equal Three in Mergers, Acquisitions, and
Alliances (San Francisco: Jossey-Bass, 1998).  



Managing Post-Merger Integration

The pressure of additional work created by the need to manage integration, on
top of everyone’s day job, can be formidable. If you add to this the risk of inter-
cultural misunderstanding, the natural tendency to resist change, and the short-
age of qualified management talent, you have a recipe for an overstressed,
underperforming workplace. Unsurprisingly, the difficulties surrounding the
integration process are frequently blamed when acquisition performance falls
short of expectations.

As all acquisitions require some degree of integration (even stand-alone
deals generally require the integration of financial reporting systems), it is im-
portant to tailor integration to the purpose of the acquisition and the character-
istics of the companies involved. The integration process requires engaged
leadership and often a dedicated integration manager working with a transition
team. In most cases, moving with speed is an advantage. A critical part of the
process is focusing on the areas where the acquisition can create new value,
while maintaining the ongoing business.

Leading the Integration Process

The signing of the deal is often followed by the appointment of new leadership.
For most companies, assembling a new leadership team for an international ac-
quisition is not an easy step. Who should head the acquired organization? Ide-
ally, it should be someone familiar with both sides in the deal—for example, a
local executive already in a leadership position with the buyer or another for-
eign company—but these executives are usually in short supply.

As we pointed out earlier, strong and committed leadership is the founda-
tion for the successful execution of integration initiatives—and for successful
change management in general. In our research, lack of clear vision and the
leadership style of top management consistently topped the list of factors con-
tributing to acquisitions that failed to deliver the expected value. Three com-
petencies are seen as fundamental to the effectiveness of the top leadership: a
credible new vision, a sense of urgency, and effective communication.55 In in-
terviews for a study of M&As in Japan, respondents indicated again and again
that creating a sense of urgency around implementing the vision and main-
taining momentum in driving change are the keys to success.56 The ability to
articulate vision must be accompanied by soliciting feedback and engaging in
two-way communication.

Close collaboration and a sense of trust among the top leaders of the merged
organizations can also influence employees’ attitudes toward the merger posi-
tively, though trust between the respective CEOs is not enough. Shared vision is
important, but it is only the first step in the process of implementation. We have
seen cases where close personal relationships and trust at the top created dan-
gerous complacency, underestimating the operational obstacles facing the
merger. Signals indicating that not all is well are ignored and hard decisions are
postponed because pointing out difficulties is seen as rocking the boat.
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Finally, another critical factor is getting leadership selection right at the out-
set. Instability in the top management team seems to be correlated with the like-
lihood of failed integration. The Daimler merger with Chrysler, which saw three
teams of top executives during the first two years after acquisition, is one ex-
ample of how disruptive leadership discontinuity can be. When Vodafone
bought J-Phone—a Tokyo-based mobile telecom company—the top position at
J-Phone was occupied by four executives in three years. Although the business
strategy remained nominally the same, expectations changed as the company
moved from expatriate to local leadership and back again, leading to confusion
and instability within the organization. Differences in leadership and commu-
nication style between each generation of executives only aggravated tensions
already existing in the organization. At the end of three years, the company—by
now deeply in the red—was sold to a local competitor Softbank, which brought
it back to profitability within six months.

The Role of the Integration Manager

The integration of the acquired company with the new parent is a delicate and
complicated process. Who should be responsible for making it happen? After
closing the deal, and while the new management team is not fully in place, the
due diligence team disbands or goes on to another deal, taking its deep knowl-
edge of the acquired company with it. To avoid a vacuum, companies are in-
creasingly turning to dedicated integration managers, supported by transition
teams, to guide the process immediately after the deal is concluded.

Integration managers are transition specialists. Their role is to make sure
that timelines are followed and that key decisions are made according to the
agreed schedule, while removing bottlenecks and making sure that speed of
integration is maintained. They help to engineer the short-term successes that
are essential to create positive energy around the merger. They should also
champion norms and behaviors consistent with new standards, communicate
key messages across the new organization, and identify new value-adding
opportunities.57

An important aspect of the job is helping the acquired company to under-
stand how the new owner operates and what it can offer in terms of capabilities.
The integration manager can help the firm take advantage of the owner’s re-
sources, forge social connections, and help with essential but intangible issues,
such as interpreting a new language and way of doing things. This is important
because, outside the acquisition team, few people will be familiar with the target’s
capabilities.

The integration manager is the information gatekeeper between the two
sides, protecting the acquired business from the eager embrace of an owner who
could unintentionally undermine what makes the business work. A major
source of frustration in many deals is not so much what the parent wants the
newly acquired unit to do, but what it wants to know. New information re-
quirements must be submitted in a very specific format, and reports can be em-
bedded in incomprehensible jargon—indeed, corporate HR is often the guilty
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party here. When Nokia acquires small high-tech venture companies, one of the
rules is that all requests for information from the parent go to the integration
manager, who decides whether and how the unit should comply with the
request.

What combination of skills does the integration manager need? First of all,
deep knowledge of the parent company—where to get information, whom to
talk to, how the informal system works. Flexible leadership style is another re-
quirement; the integration manager must be tough about deadlines, yet a good
listener, and able to relate to people at different levels in the organization. Other
traits that go with this role are comfort with ambiguity, emotional and cultural
intelligence, and the willingness to take risks.58 These jobs are often stepping-
stones into business leadership roles.

The Responsibilities of the Transition Team

In most acquisitions, integration teams and task forces support the integration
manager. Since many of these teams are expected to start work on the first day
after the acquisition deal is closed, the identification of potential members
should be part of the due diligence process. HR professionals are often key
members of the team because many of the team’s activities will have implica-
tions for human resource policies and practices.

The specific charter of the transition teams depends on the integration
approaches we discussed earlier (stand-alone, absorption, best of both, and trans-
formation). As in the CEMEX case, the key priorities (such as business synergies-
where results can be achieved quickly) should be identified early in the integration
planning process. Prioritization is critical. Too many task forces slow things down,
creating coordination problems, conflict, and confusion. In the ill-fated Daimler-
Chrysler merger, the complexity of a transition structure involving over a hundred
different projects was one of the reasons why its integration process rapidly came
to a standstill.59 Integration projects should focus on those with high potential
savings at low risk, leaving those with greater risk or lower benefits until later.
As one experienced M&A manager stated, “We only attack things that will bring
benefits to the business. We do not integrate just for the sake of integrating.”

Another task of the transition team is to spell out the logic of the new busi-
ness model and translate it into operational targets. This is important in inter-
national acquisitions, where big-picture statements from the corporate center
may mean little in a different and far-off national and business context. The tran-
sition team can also serve as a role model for how the new organization should
act. By facilitating personnel exchanges, the transition team can help both sides
to develop a better understanding of each other’s capabilities.

Who should be appointed to the transition team? Mixing of line responsi-
bility with transition task force roles may mean that neither is done well. On the
other hand, integration teams should not be staffed by second-tier managers. So
the best staffing approach may be to appoint up-and-coming managers, leaving
the daily business under the original leadership until the new organization can
be put in place.
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It is important that the transition team has authority. Customers do not like to
wait until the team reaches consensus. One of the factors undermining Daimler’s
(partial) acquisition of Mitsubishi Motors was that local Japanese employees
perceived the mostly German integration managers as transients and ignored
many of their decisions. Where did this attitude come from? The locals were
keenly aware that the team was not empowered to make independent
decisions—most had to be approved in Stuttgart—so there was no need to take
them seriously.60

As CEMEX and other successful acquirers have learned, integration teams
are most effective when members come from both the target and acquiring com-
panies. Another example is Air France/KLM, where mixed integration teams
were credited for making the integration more successful than other airline
mergers.61 People who are suited for a transition team usually have a mix of
functional and interpersonal competencies (including cross-cultural skills),
backed up by strong analytic skills. Having an ability to accept responsibility
without full authority and being effective in mobilizing resources across orga-
nizational boundaries are especially important. Consequently, as we pointed
out in Chapter 8, these roles provide good development opportunities for those
with high potential.

Moving with Speed

When companies are asked what they learned from their past M&A experiences,
they often say, “We should have moved faster; we should have done in nine
months what it took us a year to do.” GE Capital, for example, has cut the 
100-day process back to 60–75 days because it learned how to move faster and
developed the tools to do so. Speed is essential. If a company is taking two to
three years to integrate, insufficient attention is being paid to what really
counts—the customers. According to GE,

Decisions about management structure, key roles, reporting relationships, layoffs, re-
structuring, and other career-affecting aspects of the integration should be made, an-
nounced, and implemented as soon as possible after the deal is signed, within days if
possible. Creeping changes, uncertainty, and anxiety that last for months are debilitating
and immediately start to drain value from an acquisition.62

A survey of European acquisitions of US high-technology firms in Silicon
Valley reported that speed was one of the key drivers of successful integration—
but also one of the most problematic.63 The understanding of European acquir-
ers (usually large, established companies with entrenched routines and
procedures) of “fast” was very different from Silicon Valley norms. This created
confusion, frustration, and ultimately the loss of market opportunities.

Restructuring is often an essential step toward establishing the necessary
synergies. Restructuring should not be confused with integrating, but the rule
is similar—it should be done early, fast, and only once. One problem jeopardizing
the success of many acquisitions, motivated by good intentions, has been a ten-
dency to restructure slowly to avoid excessively painful human change. But
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while time is spent helping people to adjust and not upsetting the old culture,
competitors come along and take away the business.

In a study of M&As in Japan, a Japanese HR executive with extensive M&A
experience with foreign firms in Japan was unambiguous in her assessment.
“When you’re changing something, you must do it all in one go, as quickly as
possible. It becomes much harder to make small changes later on, when you
would have to renegotiate every small detail. If you don’t compromise at first,
it will be better in the long run.”64

Sometime, foreign acquirers’ fear of cultural backlash slows down the
process. At another foreign-owned financial company in Japan, the implementa-
tion of several elements of performance-based global HR policies was suspended
for two years to give employees a chance to adapt. In retrospect, the company’s
Japanese CEO thinks this may have been overcautious. “I think perhaps the
grace period could have been a bit shorter. Some people got too comfortable for
their own good. I think I may have been a bit too lenient because foreign
companies are always criticized for being too harsh, for being vultures.”65

The other dimension of speed is the focus on delivering quick, visible
wins, such as new sales generated through a joint effort, or improvements
based on shared practices. It is important to take time to celebrate each success
and to communicate the accomplishments to the whole organization. A quick
win can motivate target employees because it offers tangible proof that the
merger or acquisition was a step in the right direction, and shows that their
efforts are appreciated.

Yet speed can also have unintended consequences. Bad decisions made un-
der pressure might be avoided if time is spent on a judicious review of the is-
sues. Conversely, good decisions meet resistance when no time is made to
explain the new business logic. Again, the optimal speed depends on the strate-
gic intent behind the acquisition and the desired end state for the culture of the
new organization.66 An absorption strategy generally requires more urgency
than a best-of-both approach. When the objective of the acquisition is to acquire
knowledge and capabilities, the pace of change must be particularly carefully
calibrated to minimize the risk of alienating talent, as we will discuss later. Also,
it has been argued that successful cross-border acquirers from emerging eco-
nomies, whose aim is to obtain competencies and technology essential to their
global strategies, do not see quick integration as a top priority.67

Research also shows differences in the speed of the integration process ac-
cording to the national origins of the acquiring firm. Japanese and Northern
European acquirers tend to move cautiously, conscious of the potential cultural
conflicts.68 This works well if the approach is one of best of both, but it may ex-
acerbate the stress of the 100 days when expected decisions are not forthcoming.

Beyond the 100 days

Maintaining momentum in the integration process is another challenge. The 100
days are only the first stage in the integration process. But even if the early
stages are successful, energy typically starts to flag after eight months to a year.
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Integration fatigue begins to settle in. As we discussed in Chapter 11, one of the
biggest challenges in managing change is maintaining continuity in change.

The pressure remains high since most key individuals have their regular jobs
to do while they handle the integration effort. One study points to several dangers
at this stage.69 Divisions in the executive team may begin showing up, slowing
down the process. Executives who went along with the fast-paced 100 days, but
who were not deeply committed to the vision and ambitions of the process, may
now start backtracking just as drive and unity at the top are needed to maintain
the pace of change. So changes in the executive team may be required, as well as
reconfirming and reinforcing the ambition with the new team. This is also a stage
when replacements may be needed for other managers who are failing to measure
up to the integration challenge, often by competent people from the outside who
do not have affiliations with either of the companies.

To maintain momentum at this stage, HR efforts need to focus on coaching
and training people in new behaviors, as well as redesigning measurement, ap-
praisal, and reward systems that will anchor the new culture. If efforts earlier in
the integration process focused on “what,” at this second stage attention to
“how,” and to overcoming practical obstacles to change, is needed.

People Challenges of Post-Merger Integration

Post-merger integration is a change process. Companies without the experience
in managing the people side of organizational change should be particularly
wary about tackling complex acquisitions. Time and time again, top manage-
ment falls into the classic change trap of focusing on its content (the financials,
the restructuring plans for the functions) and not on its process. All the lessons
of change management apply to post-merger integration—the need for com-
munication, the need to establish a vision for the future, the need to restructure
to remove resistance and empower champions, and management of the learn-
ing process by measuring progress against milestones.70

Several people challenges impacting the integration process merit par-
ticular attention—communication, retaining talent, and managing cultural
change.

Communication

Communication is always a vital part of any process of change, but it is critical
in cross-border acquisitions, where cultural differences may intensify tensions
due to misunderstandings and distance. Furthermore, there are two additional
objectives, particularly relevant to mergers, which have to be taken into account
in the design of the communication process. One aim of communication is to al-
leviate the anxiety and stress that accompany every acquisition; another is to
provide feedback to top management about the progress of integration and any
potential roadblocks.

The need for flawless communication starts on the day the deal is announced.
Top management has to express clearly the rationale for the acquisition, the
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synergies sought, and the degree of integration required.71 It should also clarify
the intended organization. Although the transition teams can work out the de-
tails, the message to shareholders and the public has to be consistent with the
message to employees in both the target and acquiring company.

This happens far less often than it should. In the survey of European
acquisitions in Silicon Valley cited earlier, every single acquired unit reported
lack of clarity about its role in the combined organization.72 The issues that
most employees are anxious about are not addressed. What is the intended end
state or vision behind the new organization? Will one side dominate? Will it
be the best of both, or will a transformation be attempted? Consistent and
coherent communication helps to build morale and reassure those unsettled
by the changes.

Lack of clarity and consistency from top management can have disastrous
consequences. In the failed Deutsche–Dresdner banking merger, mixed signals
from the leadership about the future of the combined organization’s investment
banking operations created opposition in both camps, ultimately forcing the
cancellation of a deal that looked promising on paper.73 The collapse of the deal
hit share prices, and the Dresdner CEO was forced to resign. Because of the high
rate of defections during the confused weeks after the initial merger announce-
ment, Dresdner Bank was left substantially weakened, forcing it to accept a less
favorable offer from another financial institution several years later.

It is imperative, as we discussed earlier in this chapter, to communicate a
clear vision of how the acquisition or merger will create value. A company can
talk as much as it wants about synergy, but unless employees understand the
logic behind it, there is a danger they will see the deal only as a manifestation of
the CEO’s ego. A well-articulated communication campaign conveys to the
workforce that the leadership has a clear vision of where to take the
acquisition.74

Being open and honest about difficult issues is a must. The hard truth may
not go down well, but the consequences are easier to handle than the alienation
and mistrust that stem from lack of candor. BP–Amoco is an example of playing
it straight. BP took over Amoco with the clear aim of accessing its oil reserves.
Since BP felt that the fields could be more productively exploited under its
management, the model for the new company’s organization and culture was
unambiguous. In words of a BP executive, “It is non-negotiable for us. We have
developed a structure and systems that have worked for us, and we are anxious
to apply them to a larger company.” If you were a manager in Amoco with
25 years’ experience, you might not have been happy about this. But at least you
knew how things stood. You could either go along with being absorbed into the
BP way of working, or you could leave.

Effective communication during the integration is a two-way process, from
the company to the employees, and also from the employees back to top man-
agement. Irrespective of the chosen road to integration, it is important to moni-
tor progress in order to surface hidden issues and concerns that may create
conflict in the new organization. This is particularly important in cross-border
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deals where misinterpretations can quickly poison the atmosphere and create
confusion. The ability to react when false rumors spread is essential. Today it is
possible to use the intranet to receive feedback on how people in the acquired
company feel about the integration process so that something can be done be-
fore unhappy staff members walk away.

Retaining Talent

Many acquired businesses lose key employees soon after a merger—a major
contributing factor to the failure of acquisitions. Research evidence from US ac-
quisitions indicates that the probability of executives leaving increases signifi-
cantly when their firm is acquired by a foreign multinational. About 75 percent
of the firms’ top management leaves by the fifth year, with a majority departing
during the first two years.75

Given these statistics, it is not surprising that when the Chinese company
Lenovo acquired IBM’s PC division, the board of Lenovo’s controlling share-
holder allowed the company to proceed with the deal if, and only if, it could re-
tain IBM’s senior executives to manage the merged enterprise.76 But the talent
that Lenovo wanted was not limited to senior executives. When the deal closed,
the company offered a job to every IBM employee worldwide, with no obliga-
tion to relocate or accept a pay cut.

When insufficient attention is paid to retaining talent, and especially if staff
cuts are expected, employees often leave—and the best will exit first. After a
deal is announced, and well before the actual closing, headhunters inevitably
move in to pick off any promising managers who are unsure about their career
opportunities with the new and distant owner. For employees confronted with
the uncertainties of a new organization, a firm job offer from another company
looks attractive. Retention of key employees is therefore crucial to achieving
acquisition goals in both short-term integration tasks and long-term business
performance—the key principles are outlined in the box “Five Principles of
Talent Retention in M&As.”

The first step is to know exactly who the talented people are and why they
are essential to the new organization, including those at lower levels in the ac-
quired firm. Obtaining this information is not easy. The typical top-down cas-
cading talent identification process often yields flawed results, since local
managers may be protective of their people and unable to be objective about
what they offer to the new organization. One of the biggest obstacles in inter-
national acquisitions is the difference in performance measures and standards.
Even if standards are comparable, many companies are not aware of where their
talent is; in one study only 16 percent of surveyed executives believed that their
employers could identify their high performers.77

The initial talent map needs to be refined quickly, through feedback from di-
rect superiors, peers and subordinates, past performance reviews, personal in-
terviews, formal skill assessments, and direct evaluation of performance during
the integration period. While multiple sources of assessment are desirable, the
quest for precision may slow down the process too much, increasing uncertainty
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and the risk of defection. Since the pace of integration may not allow a compre-
hensive assessment of all individuals, the focus should be on those most critical
to the success of the acquisition.78

Fast and open communication is another element of success in retaining tal-
ent. Cisco’s integration team holds small group sessions with all acquired em-
ployees on day one to discuss expectations and answer questions. Often,
members of the integration team were themselves brought into Cisco through
previous acquisitions. They understand what the newly merged employees are
going through, so their messages are invested with additional credibility. GE
Capital uses GE’s change acceleration process (CAP) methodology to clarify ex-
pectations and reveal possible concerns and anxieties so they can be addressed
swiftly.79

A complementary building block for talent retention is providing induce-
ments for employees to stay. Companies often offer stock options, retention
bonuses, or other incentives to employees who stay through the integration or
until a specific merger-related project is completed.80 An important considera-
tion is to highlight the differences between short-term business needs (retention
incentives for employees who are not expected to be employed after the com-
pletion of the integration process) and long-term talent requirements.
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Five Principles of Talent Retention in M&As

Find out where your talent is

It is critical to know exactly who the talented
people are, and why they are essential to the
new organization. The starting point for talent
identification is the talent map developed
during the due diligence stage.

Attitude matters

In M&As, talent is not only about technical
and managerial skills; it is also about attitude
and willingness to change. Such talent may be
found in unexpected places—perhaps even
among employees who may not have been
properly recognized in the old organization.

Fast and open two-way communication

Frank conversations about expectations and op-
portunities help quickly unearth employees’
concerns and anxieties so they can be addressed.

Articulate career opportunities

Financial compensation is important, but
so are career opportunities. High-potential
employees are used to senior-level attention
to their careers. They will be more likely to
stay if they see opportunities for themselves
in the combined firm.

Measure and reward retention

Without retention data, companies have no way
of measuring the success of their talent manage-
ment efforts, and no way of holding managers
accountable—and rewarding them—for success
in post-merger retention of talent.



For the second group, even most elaborate financial incentives cannot
substitute for a one-on-one relationship with executives in the acquiring firm.
Senior management involvement is critical to successful retention. High-potential
employees in most companies are used to senior-level attention. Without the
same treatment from the acquiring company, they question their future and are
more likely to depart. Distance may be an obstacle, but it cannot be used as an
excuse. Meetings and informal sessions in the early days of the acquisition, if not
before the closing, can go a long way toward building the foundations for long-
term relationships. When BP–Amoco acquired Arco, another international oil
major, it quickly organized Key Talent Workshops—two-day events in which
senior BP executives networked with Arco’s high-potential employees.81

Talent retention efforts should not stop after the first 100 days of integration.
Junior employees may find the initial impact of the acquisition positive, offer-
ing them opportunities for responsibility and higher pay (especially if their
seniors leave en masse). But many of them leave later because they are not inte-
grated into the leadership development of the new parent company.82 This may
have negative consequences for the company’s ability to execute future deals,
since its track record in retaining talent will affect its credibility and reputation
for managing mergers.

While the link between the retention of talent and acquisition success is
widely recognized, it does not necessarily translate into support for specific HR
initiatives. For example, in a survey of top executives in the United States, Asia,
and South America, 76 percent of respondents indicated that talent retention
was the most critical element of integration success. But only 8 percent put
human resource management as their top priority during integration.83 Part of
the problem is the lack of clear measures for talent retention. Without retention
data, companies have no way of gauging the success of their talent manage-
ment efforts, and no way of holding managers accountable for success in
retention.

Many firms have recognized this issue. They not only measure employee
turnover, but they also define the retention of key talent as one of the key per-
formance indicators for integration managers and other executives involved in
the integration process.

Building the New Culture

The new organization will have a culture, whether by default or design, that
may be marked by enduring conflict or may imply acceptance of shared destiny.
The process of building a new culture can take a long time; sometimes hanker-
ing after the old ways can drag on for a decade, as it did after the merger be-
tween Ciba and Geigy (until it merged with Sandoz into Novartis). In most
cases, this does not help the company move forward.

This is the main reason why companies with strong and successful cultures,
like GE and BP, impose their culture onto the company they acquire, as BP
did when it bought Amoco. Indeed, they see their success as originating from
their culture and the practices built on it. However, as acknowledged by
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CEMEX, while the directions and expectations are clear, there is an understand-
ing that full cultural integration will take longer than changing the operating
system.

The focus on creating—or reinforcing—a performance culture seems to be a
unifying theme in most successful acquisitions. Rather than spending a lot of
time on assessing pre-merger identities and cultures, the emphasis should be on
the new strategy for the merged firm, the organizational capabilities required to
implement that strategy successfully, and the values, behavior, and organiza-
tional practices that are crucial for the future performance of the merged entity.
Recent research suggests that an explicit performance contract should be at the
core of the performance culture of the merging units, confirming “a set of mu-
tual understandings of how to run the business, such as: how to manage
processes, how to deal with customers and business partners, how to make and
follow up decisions.”84

Post-merger cultural change is difficult to manage without continuous re-
inforcement of the organizational values and norms that guide practice and be-
havior. To build the new culture of ABB after the merger of Asea and Brown
Boveri in the late 1980s, Percy Barnevik spent three months with the new senior
management team defining a policy bible to guide the new organization. This
was a manual of “soft” principles, such as speed in decision making (“Better to
be quick and roughly right than slow and completely right”) and methods of
conflict management (“You can only kick a conflict upstairs once for arbitra-
tion”), as well as “hard” practices, such as the performance measurement sys-
tem that would apply across all units of the newly merged enterprise.

Values and behavioral norms have to be translated into action, guiding the
process of culture building or cultural assimilation after an acquisition. Take the
French company AXA as an example of the latter. In the space of a decade, AXA
grew via acquisitions from being a local player in the French insurance industry
to becoming a top global financial services institution. It makes no pretensions
that its acquisitions are mergers of equals, acting quickly to AXA-ize the cultures
of the firms it acquires.

Managers from companies brought into AXA have commented that one of
AXA’s most helpful assimilation tools is the company’s 360° feedback process.
The AXA values are encoded in this instrument, and to accelerate the process of
cultural integration all managers and professionals in the acquired company go
through 360° workshops. For most of the managers, this is the first time that they
will have been exposed to such a multifaceted assessment, and they find the rigor
of the approach reinforces the credibility of AXA as a highly professional organi-
zation. It makes the desired culture and values concrete, identifies personal
needs for improvement, and leads to follow-up coaching in the AXA way.

New culture can take hold fast when it is seen as beneficial to the employ-
ees. A study of three cross-border acquisitions in Korea—one with rapid major
change toward more performance-oriented HRM, one with slow major change
in the same direction, and one with little change from the traditional Korean
system—showed that employees in the first two cases were significantly more
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satisfied with the change, because it was clear to them that change was neces-
sary to remain competitive and keep their jobs.85

M&A AS ORGANIZATIONAL CAPABILITY

For many companies, implementing mergers and acquisitions is still a formidable
challenge. The complexity of cross-border deals, due to cultural and physical dis-
tance, makes implementation even more difficult. Yet there is little doubt that com-
panies that master the art of international acquisitions will gain significant market
advantage, although organic growth may have greater long-term advantage. Some
firms, such as CEMEX, GE, and SABMiller, view organizational capabilities in
making international acquisitions as one of the supporting pillars of their business
strategies.86 They understand that the ability to execute acquisitions is crucial for
the future, and that the intangible human aspects of an acquisition are just as
important as its financial dimensions.

Learning from Acquisitions

As we have already pointed out, M&A experience does not automatically trans-
late into successful organizational learning. Much of the problem of learning
stems from the complexity of M&As. Mergers and acquisitions are never iden-
tical, and firms need to disentangle what works in specific situations and make
sure that this knowledge is made available for later M&As. The more different
the acquisitions the multinational undertakes, the more difficult it is for the
company to gain from previous M&A experience. At the same time, as the CE-
MEX case illustrates well, when learning is built into the acquisition process, dif-
ferent experiences may enhance the quality of learning—and future execution.

We will focus here on two issues: how to measure M&A success and how
multinationals can enhance their learning about M&As.

Measuring M&A Success

An important part of M&A learning is feedback on the organization’s progress
in reaching the integration goals. Rigorous measurement is essential as most
international acquisitions are too complex to be able to rely on anecdotes and
impressions.

Measures stimulate management to take early corrective action and to es-
tablish benchmarks for future acquisitions—without measurement, especially
on the intangible people dimension, learning may not take place.

There is no shortage of measures that can be used to assess the progress of
the integration process on the HRM side. Some of these measures focus on key
organizational priorities, while others reflect the functional agenda of the HR
department:

• Integration goals: Reorganization and restructuring targets in terms of
schedule and cost, including breakdowns for specific business units or
geographical areas.
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• Integration of key HR systems: Tracking integration objectives in combin-
ing systems for human resource information (HRIS), compensation, talent
development, and performance management according to established time
frames and budgets.

• Retention of talent: Retention of acquired talent, retention rates for specific
business units and functions, and cost-effectiveness indicators such as
retention/replacement expenses.

• Best practices: Shared and adopted practices compared across organiza-
tional units, including estimation of the impact on revenues, cost, or other
performance indicators such as customer satisfaction.

• Employee feedback data: These include attitude surveys and data from exit
interviews.

In the long term, the only valid measure of acquisition success is the satisfied
customer. Does the acquisition establish customer value? Does it make sense from
the customer’s point of view? If it does not, there is not much chance for long-
term growth. When short-term synergies are exhausted, deals that fail to create
customer value have little chance of being sustained. Strong focus on the cus-
tomer can also help generate the energy to push through the necessary changes.
This cuts down on internal politics that divert management attention away from
the business. And bear in mind that creating customer value occurs only after the
deal is done, which makes post-merger integration a critical success factor.

Building Learning Capability

One issue to consider is whether it is better to have many individuals involved
in acquisitions in order to gain and share wide experience, or to rely on a team
of experts. Some companies establish a special acquisition unit that is involved
in every transaction. Obviously, this creates a desirable pool of expertise. On the
other hand, acquisition competence is increasingly seen as an indispensable
generalist skill—having experience with an acquisition is a ticket that should be
punched by all high-potential employees. This approach is adopted by GE, and
because HR is one of the functions with a guaranteed seat at any GE acquisi-
tions, smart young employees seek out HR jobs to have a shot at joining the ac-
quisition team.

In either case, managers who have developed extensive experience in inter-
national acquisition should be viewed as valuable resources for the organization.
Part of HR’s responsibility is to ensure that it knows who and where they are, so
they can be mobilized quickly when required. From the employees’ point of
view, participation in a cross-border acquisition team is a good way to put to use
skills accumulated during past international assignments. There is a significant
overlap in the behavioral competencies required by expatriates and integration
team members; both roles demand emotional maturity, cultural empathy, toler-
ance for ambiguity, and skills in interpersonal communication.

In order to learn from experience, it is important to build the appropriate 
organizational memory. This requires learning to be documented to capture 

562 CHAPTER 13: Forging Cross-Border Mergers and Acquisitions



lessons learned; and for this, someone must have the responsibility for facilitating
the collection of information and making it available—a role that is performed by
the HR manager assigned to the transition team in many successful acquisitions.
But gaining a place on the transition team means doing your homework—being
proactive is a prerequisite if HR professionals are to be involved.87

Research evidence shows that the more companies invest in reflecting on
their experiences and in codifying their learning in M&A due diligence and in-
tegration manuals, the better they perform.88 The development of tools helps fa-
cilitate and speed up the cross-border acquisition process, from due diligence to
integration. There is a qualitative difference in the approach to learning here.
Acquisition “best practice” books present scenarios and suggest roadmaps for
managers to follow. In contrast, acquisition toolkits provide managers with lists
of issues and questions to be addressed at each stage in the acquisition, broad
guidelines on what to consider, simple and concise instruments, and sources of
advice inside and outside the firm. In repetitive acquisitions, the best practice
approach may be sufficient, although most international acquisitions are one of
a kind. In all cases, a feedback loop recording what worked, what did not, and
what can be added, is essential.

It is useful to keep in mind that effective learning and a solid track record in
implementing acquisitions can sometimes have unintended consequences. Be-
ing confident that missing skills can always be brought in may stifle in-house in-
novation and experimentation. For example, it has been reported that
acquisitions have negative effects on both R&D intensity (a measure of R&D in-
puts) and patent intensity (a measure of R&D outputs). Other evidence shows
that firms making acquisitions introduce fewer new products into the market-
place.89 A similar logic may apply to entering new markets via cross-border ac-
quisitions. Firms with successful M&A experience may choose to enter quickly
through an acquisition, although the slower greenfield investment path may
give the company more leverage over people-related issues such as organiza-
tional culture and workforce composition.

From Learning to Action

We conclude this chapter by outlining GE Capital’s approach to acquisitions
(see Figure 13–4), which illustrates well the importance of human resource man-
agement in implementing acquisitions. The figure captures the key elements of
its proprietary acquisition process, which, although developed originally within
the United States, has been applied successfully in scores of international trans-
actions. This detailed process provides guidance on what needs to be done,
highlights the key organizational issues and decision points, and provides the
methodology and resources. It is documented on paper and online, but as the
company accumulates more experience, it is continuously updated and fine-
tuned. However, perhaps the most critical feature is that it allows the people
involved in the process to find the right answers for themselves. All deals are
different, so flexibility in arriving at solutions is important.
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The merger implementation process starts well before the deal is out in the
open, setting the framework for integration. It begins with an assessment of 
the target’s culture to identify any potential cultural barriers to the success of
the acquisition. As a part of due diligence, the strengths and weaknesses of the
business leaders are assessed so that it is clear who will stay and who may need
to be replaced before the closing of the deal. The integration manager is se-
lected and proceeds to assemble the transition team. When the deal is signed,
the communication strategy is ready to go into action on the first day.
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The integration manager and the transition teams, now expanded to include
employees from the target firm, work together to formulate a specific integra-
tion plan. Key processes, including human resources, are aligned. Through
workshops and other communication tools, the new employees are oriented to
the acquiring firm’s way of doing business. The involvement and visibility of
senior management are critical, as is accountability for specific integration tasks.
This is also the stage when, if necessary, painful decisions on terminations are
made, quickly but fairly, so that the new organization can move forward.

As integration proceeds, various process tools and techniques are used to ac-
celerate integration and to deal with any resistance to change. The transition team
helps to identify opportunities to demonstrate success, and these projects are given
high priority. Short-term international exchanges are particularly motivating at
this stage. While the integration is managed tightly, there are regular learning re-
views to allow for adjustment, taking into account feedback from employees.

The process of integration is not over in 100 days. To assimilate the new em-
ployees into the parent firm, the development of common tools, practices, and
processes continues. Corporate education and long-term management exchanges
are two sets of tools that help diffuse the shared culture. In acquisitions, learning
never stops. Auditing the whole integration process and incorporating any learn-
ing into the core blueprint completes the cycle—so that the next acquisition can be
done even faster and better.

TAKEAWAYS

1. Most merger or acquisition failures are linked to problems in post-merger
integration. Cultural and people issues consistently rank as two of the
main difficulties. Do not underestimate the importance of cross-cultural
differences; but on the other hand, do not confuse culture and poor
management.

2. Companies that have solid foundations in HRM and a good track record in
managing change also tend to be good at managing acquisitions.

3. There are different strategic logics between mergers—stand-alone,
absorption, best of both, and transformational. Each strategic logic has
different implications for the nature of the post-merger integration process.
Think about the end state before you start.

4. HR should be involved early in acquisition planning, since the “soft”
aspects of the due diligence process, such as culture and people practices
in the organization to be acquired, are just as important as financial
analysis. This allows the firm to address the cultural and human issues 
in the early stages of the acquisition.

5. Even the best deals have to acknowledge the complexities of merging
organizations across boundaries. The ability to add value in the merged
company depends mostly on what happens after the deal is done.



NOTES

1. The CEMEX material in this chapter draws mainly on the IMD case of Marchand and
Leger (2008).

2. Marchand and Leger, 2008.
3. In order to reduce debt, CEMEX sold Rinker in 2009.
4. According to a 1997 Conference Board study (“HR Challenges In Mergers And

Acquisitions,” HR Executive Review 5, no. 2), the major reasons for M&A were “to
achieve competitive size” (61 percent of responding firms) and to gain market share
(57 percent).

5. After the acquisition of Anheuser-Busch in 2008, InBev renamed itself Anheuser-
Busch InBev in November of the same year.

6. See Dyer, Kale, and Singh (2004) for a discussion of whether to choose an alliance or
an acquisition.

7. For example, Whirlpool’s alliance agreement with Tatramat stipulated terms under
which Whirlpool could acquire full control of the venture (Ferencikova and Pucik, 1999).

8. Garette and Dussauge, 2000.
9. Most of these and similar studies looked at the financial outcomes of M&A transac-

tions. There are other stakeholders in the acquisition process, including employees,
local communities, and customers.

10. “The Case Against Mergers,” The Economist, January 1997, pp. 4–7; A.T. Kearney,
1999, “Corporate marriage: Blight or bliss—a monograph on post-merger integra-
tion”; KPMG, 1999, “Mergers and acquisitions: A global research report—unlocking
shareholder value.”
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6. The integration process starts with the creation of a vision and strategy for
the combined organization. Clarity in communication about the strategy is
an essential foundation for success.

7. Many M&As fail because of the loss of key talent, so retention is a key
priority. This effort should begin during the due diligence process, so
retention plans can be put in place from the start. Longer-term retention
requires senior management commitment to building personal
relationships with the acquired talent.

8. It is important to move with speed. Key decisions about management
structure, senior appointments, and anything related to people’s careers
should be made as soon as possible. Uncertainty and anxiety after the
acquisition drain energy from the business.

9. Several steps in post-merger integration are known to foster success:
appointing an integration manager to speed up the process; measuring
M&A outcomes and assigning accountability; securing and celebrating
quick wins.

10. Some firms view competence in making international acquisitions 
as one of their core capabilities. For them, the ability to learn from 
past acquisitions, including the mistakes that are inevitably made, 
is a major source of competitive advantage.



11. King et al., 2004. According to a 2006 KPMG study (“The Morning After”), 31 percent
of deals created value, 26 percent reduced value. Dobbs, Goedhart, and Suonio
(2006) reported a similar positive trend.

12. The premium is the acquisition price minus the stock exchange value of the target
before the deal is announced. The premium tends to vary from a few percent to more
than 50 percent.
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42. In a typical share option plan, options grants are vested over a period of time, often
a three-year period. When options are vested, employees have the full right to ac-
quire and sell the underlying shares.

43. In knowledge-intensive acquisitions, it is particularly important to protect the value
of the deal from the competitive implications of employee defection. We will discuss
specific post-merger retention strategies later, but during due diligence it essential to
clarify who has the rights to technology and know-how and who are the key con-
tributors that should be contractually obliged to remain. When trade secrets and con-
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CHAPTER 14

Transforming the Global
Human Resource Role

HR Responses to Globalization

Let us introduce this chapter with a number of vignettes that capture the way in
which the global role of the HR function is changing:

• At one of our seminars, John Hofmeister was engaged in a question-and-answer
discussion with HR executives. John is an ex-GE HR professional who was at
the time the head of the human resource function for Royal Dutch/Shell. One
of the participants asked him, “What will be the task of the HR leader in the
future?” Without hesitation, he responded, “Managing tension and contradic-
tion.” There was a thoughtful silence in the seminar room.

• The chief executive of a well-known corporation that has recently under-
taken a major international acquisition presented six core platforms on
which the group could compete in this era of intense global competition.
The last of these competitive platforms specifically focused on people
processes: “We need to be a global benchmark for HR.” In many ways, the
HR executives in the audience could not have hoped for more—a chief
executive publicly endorsing the role of HR and willing to invest in it. But
this raises a difficult question—how to respond?

• Many of the GE divisions provide HR services to their external customers.
For example, GE Power Systems “sells” organizational change technology
together with its turbines to state-owned utilities, directly involving the
client CEO. Is this the way of the future for leading corporations? What does
this mean for HR roles and responsibilities?

• International HR remains a sensitive area in which there is potential for clashes
between the HR function and line management. One leading European
transnational has introduced global processes in every area—except for HR.
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The corporate HR vice president ceded to the pressures from all over the
world—“It’s just too political. Despite the strong rationale, it takes away much
of the discretionary power of regional, country, and business area bosses.”

• The HR director of a multinational entertainment company commented on
his role as follows: “The CEO knows I will tell him if there’s an issue. If he
doesn’t like what I say, I remind him that it’s what he pays me for. He knows
I have no baggage and my loyalty to the company is unquestioned—I have
to be the thought leader on organizational development, talent manage-
ment, and executing change. I’m also the closest confidante of the CEO.”1

OVERVIEW

This chapter focuses on the way globalization is changing human resource man-
agement roles, notably those of the HR function and HR professionals. We begin
by examining the unique features of the HR function in transnational firms as de-
scribed in the previous chapters, summarizing the HRM implications of interna-
tionalization; the contribution of HR processes to cross-border coordination; and
HR’s role in managing complex change, strategic alliances, and mergers and ac-
quisitions. From there we go on to discuss how to organize the global HR function,
examining separately the different roles of the HR function outlined in Chapter 2:
HRM process and content development, highlighting the role of network leader-
ship; the impact of IT on HR service delivery; and the business support role.

In the subsequent section, we examine the boundaries of the HR function,
discussing the responsibilities of local, regional, and global HR units; the extent
to which the HR function should work with external business partners; and the
reciprocal responsibilities of line management and the function for HRM. Sub-
sequently, we address the development of the competencies of the global HR
function in general and HR professionals in particular.

We then return to an important task for the HR function, and people man-
agement more generally: tension management. Given the contradictions that
the transnational enterprise faces, this theme has run throughout the book. One
example we examine is the tension between the need to establish a competitive
culture while, at the same time, safeguarding the sustainability of the organiza-
tion. We argue that HR has to be a proactive function, fighting for the long-term
perspective. We provide various examples of what this long-term perspective
implies, emphasizing the capacity to anticipate future developments.

In the final section of this chapter, we briefly address broader social issues.
Although increased market competition and globalization have brought im-
mense advantages to many parts of the world, enabling millions to escape
poverty, there are worrying signs that there may be a backlash against free trade
and movement of capital if more attention is not paid to those who have been
left behind. We discuss the implications of such wider social issues for HR. We
conclude the book by asking where HRM is heading in this era of tension and
contradiction.
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WHAT IS UNIQUE ABOUT THE GLOBAL HR FUNCTION?

What are the distinctive characteristics of the transnational corporation, and
what are their HRM implications? Much of the book has focused on these issues,
and we will summarize here what this means for the HR function.

Chapters 3 and 4 examined the global strategies of multinationals. The local
responsiveness strategy (Chapter 3) reflects the need to adapt to the local mar-
kets as well as to the cultural, institutional, and social environments in which
the multinational corporation operates. Managing people successfully in a mul-
tidomestic firm requires sensitivity to the local context, actively embracing and
drawing on multiple sources of diversity, and resisting the temptation to roll out
global policies and practices that may not be appropriate to local conditions.
Country HR managers need, on the one hand, to demonstrate to headquarters
that locally appropriate ways of managing people lead to superior business re-
sults, while on the other hand serving as “translators” of desired global policies
so that they fit with local realities.

A global integration strategy (Chapter 4) means that decisions are made
from a global rather than a local perspective. Expatriates play important roles
in achieving global integration by acting as corporate agents who enable 
control and knowledge transfer. Indeed, until recently the domain of interna-
tional HRM was often synonymous with the management of expatriates. 
Even today, expatriation remains an important task for the function, often 
requiring the expertise of specialists, although its purpose has broadened to
include enhancing individual competencies and organizational capabilities.
Key issues today for the global HR function are to develop and maintain
global HR processes and tools to support integration, while ensuring consis-
tent delivery of HR services worldwide with the highest degree of quality and
efficiency.

Coordination becomes a new imperative in transnational organizations that
attempt to meet both global and local needs. The structural coordination mecha-
nisms examined in Chapter 5 include multidimensional structures, cross-boundary
teams, cross-boundary roles and steering groups, and virtual teams. Senior lead-
ers, together with many managers in various coordination roles, have vertical
responsibility and shared accountability for strategy implementation across intra-
organizational boundaries. The need to enhance lateral coordination capabilities
brings many new challenges for the HR function: how to select and develop man-
agers for lateral coordination roles requiring leadership without authority; how to
make sure that global teams are staffed with the right people from different parts of
the organization; how to evaluate the performance of individuals who work in
split egg roles.

The coordination mechanisms of social capital, shared values, and global
mindset discussed in Chapter 6 help ensure that employees working in dis-
persed units act in accordance with corporate objectives. The HR professional
who takes on the social architect role will facilitate the development of cross-
boundary social capital and global mindset through cross-border assignments,



international training programs, and the support of corporatewide virtual com-
munities of practice. Technology and new software are extending the realm of so-
cial architecture in the multinational; the interface between the IT and the HR
functions is becoming more important.

Three chapters (7 to 9) dealt with key processes in international human re-
source management: recruitment and selection, development, and performance
management (including compensation). These processes are traditionally “owned” by
the HR function, though the commitment of senior line management to support
implementation is an imperative. Many multinational firms have followed a trend
toward building integrated global HR tools and processes while maintaining some
flexibility for local responsiveness in implementation. In particular, the need for a
comprehensive perspective on global talent management—including making sure
that talented employees from any part of the corporation get suitable career de-
velopment opportunities—is an important reason for establishing an HR organi-
zation with a global mandate.

A superior ability to globally access, share, and recombine knowledge 
is a hallmark of leading multinationals, and HRM is an integral part of the
management of knowledge and innovation in the international firm (see
Chapter 10). For the HR function, this means, among other tasks, taking a lead
in designing cross-border structural mechanisms to capture and share knowl-
edge, such as global committees, task forces, or communities of practice;
building an appropriate social architecture to facilitate knowledge-building
networks; and developing supportive performance management and incentive
systems.

Chapter 11 addressed one of the most salient and yet neglected areas of
international human resource management—how to plan and implement large,
complex change. Regardless of whether they have global or local positions, HR
managers who act as change partners require an extensive knowledge of the peo-
ple-related dimensions of organizational change, supporting line management
in navigating the dualities facing the transnational enterprise. Similar organiza-
tional challenges confront multinational firms as they expand globally through
international alliances (Chapter 12) and cross-border mergers and acquisitions
(Chapter 13)—with HR professionals playing major roles in planning the strat-
egy as well as during implementation.

How companies handle these and other HRM challenges will have a signif-
icant impact on their ability to compete in global markets. While the HR func-
tion cannot, and in most cases should not be solely responsible for tackling these
issues, it is expected to make important contributions since people management
is an essential part of enterprise globalization.

However, despite the opportunities to add value in the globalization
process, HR in many companies is still not perceived as a full partner in build-
ing the necessary capabilities. Sometimes it is even viewed as an obstacle,
slowing down the process through bureaucratic, central procedures.2 Ethno-
centric and parochial HR systems and policies, inherited from the past, fo-
cused on the parent company and projected onto the rest of the world, are all
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too often a barrier to the implementation of effective global organizational
processes. Still, this is changing fast, and the HR function is increasingly ex-
pected to take a worldwide perspective on how to configure its activities. Fur-
thermore, the expectations go beyond the basics of handling traditional
functional processes of recruitment, selection, training, compensation, and the
like. Of equal importance is how HR succeeds in influencing the way in which
top executives and line managers leverage people management tools when
tackling the strategic challenges of international business.

ORGANIZING GLOBAL HUMAN RESOURCES

In this section, we discuss the organization of the HR function; the subsequent
section examines how to develop its capabilities to meet the needs of the
transnational organization.

In Chapter 2, we proposed that the HR function has to fulfill three roles:
HRM process and content development, HR service delivery, and business
support. Similar roles have been recommended by other HR scholars,3 and
they correspond to the way in which many multinationals organize their HR
function.4 The way in which HR is organized is significant because it specifies
what gets attention—which HRM issues will be focused on, measured, and
followed up.5 The division of what was earlier an integrated function into
three distinct organizational areas also leads to the necessity of coordination
between them.

HRM Process and Content Development

HRM process and content development (the “functional expert” role as some
call it)6 has for many decades been a core task of professional HR depart-
ments, though globalization has meant new challenges for this role. The suc-
cessful organization of HRM process and content development is a more
complex task for the transnational corporation than for multidomestic firms
or home country centered meganationals. The local responsiveness–global
integration tensions discussed in previous chapters are at the center of this
challenge:

• How to achieve a balance between globally coordinated systems and
processes involving some measure of standardization and sensitivity to
local needs.

• How to identify and diffuse innovative local HR practices that can be of use
in other parts of the global organization.

• How to make sure that the HR practices implemented in different parts of
the corporation support the achievement of business objectives.

Professional knowledge of state-of-the-art HRM is a necessary point of
departure. However, as we have pointed out, the implementation of the latest



“best HR practices” can have a negative impact on the competitiveness of the
firm unless they are tightly aligned with the reality of the business, and are con-
sistent with practices in other HR domains. The involvement of line managers
is also essential.

Several structures—usually found in various combinations—are used to
organize this role within the global HR function. The traditional solution is to
have functional experts at headquarters with global responsibility for developing
policies, processes, and tools. The advantages of colocating the expert team at
corporate headquarters are deep specialization and face-to-face collaboration
among the global functions, enabling internal alignment and consistency. How-
ever, there is considerable risk that solutions created by centrally placed experts
remain home country oriented unless augmented with input from other parts of
the organization.

Centers of expertise, often known as centers of excellence, distributed across
the global organization are another solution. Proctor & Gamble has organized
its HR function into 10 areas of dispersed expertise, among them recruitment,
compensation, learning and development, diversity management, and em-
ployee relations. This structure allows the firm to achieve economies of knowl-
edge and skills in its HR function. One of the challenges with this structure is to
ensure consistency across HR practices.

A variation of the centers of expertise concept involves using split egg or
matrix roles rather than full-time jobs. For example, a firm may have an out-
standing expert in recruitment processes located in the German subsidiary. Ger-
many is no longer growing as rapidly as in the past. Rather than losing that
expertise, why not leverage it across Europe by appointing the person to head
up a European expertise center for recruitment? The individual has a budget for
this top-of-the-egg activity, builds a virtual team of inside and outside resources,
while still continuing with the bottom-of-the-egg responsibilities for recruit-
ment in Germany.

There are many areas of HR that can be organized in a split egg fashion, any-
thing from diversity management to employee attitude surveys, from organiza-
tional change advice to communications design, from work safety to communities
of practice associated with global knowledge management. These are all areas
where local commitment and adaptation are needed, where coordination has ben-
efits, but where it is questionable whether the firm needs to have experts at the
corporate center.

Many multinationals use global functional committees, regardless of
whether they have a centralized HR function or a structure of more dis-
persed centers of expertise. There may also be more informal HR communi-
ties of practice where participation is voluntary—people participate because
they feel that the sharing of knowledge and expertise adds value. These com-
munities also build social capital that the participants can draw upon in their
daily work.

Irrespective of the structural solution selected, the basic mechanism for going
about developing corporate HR processes and tools is usually the cross-boundary
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project group.7 Such teams often include members from the businesses and lead
countries, line as well as HR managers and experts. The inclusion of line man-
agers helps to ensure the business relevance of the processes and tools that are
being put in place, facilitiating their implementation among line managers and in
subsidiaries. To the extent that members of the project group have a true global
mindset, the team can be kept small and manageable.

The use of cross-boundary project groups to develop global HR policies,
processes, and tools reflects a deeper reality in transnational organizations—
regardless of how roles are organized, HR managers at worldwide or regional
headquarters cannot do the complex work by themselves. They might have
been able to in the early stages of internationalization when the necessary ex-
pertise was located at the center. However, nowadays that expertise is most
likely located around the world in different centers and subsidiaries. Also, build-
ing commitment and local buy-in is as important as the quality of the solution.

This does not mean that there is no need for central expertise.8 However,
the coordination needs of the transnational change the nature of the parent’s
role. The center can no longer be a repository for expertise or a centralized hub
where experts tell those in the field what to do. Those at the center must draw
upon the expertise out in the subsidiaries, from both the HR function and the
line, carefully bringing together the key stakeholders. A different set of skills is
needed at the center, which we call network leadership.

Network leadership involves the following abilities:

1. An awareness of leading-edge trends and developments: The network
leader, is typically either a functional staff manager or a headquarters coor-
dinator. Such a leader, free from routine operational work, is expected to be
at the cutting edge of developments in the respective functional areas.
In practice, what this means is that the staff manager must be well net-
worked, both internally and externally, to be aware of relevant trends.

2. The ability to mobilize the appropriate resources: When the network
leader senses that a development area is timely, he or she needs to be able
to bring together the appropriate people in the form of a project group—
those with skills and experience together with key managers from lead
application units. This means that the parent leader needs to have a high
degree of clout and credibility with units around the world, as well as fine
skills in stakeholder analysis. When needed, this also means bringing in
outside resources such as consultants and experts, funded by corporate
budgets.

3. A sense of timing and context: Lastly, the network leader needs an acute
sense of timing, and this is perhaps the quality that is most often lacking. If
subsidiaries are besieged by short-term operational imperatives, nothing
undermines credibility more than having the focus of key people in the sub-
sidiary distracted by a long-term corporate or regional initiative, however
important it may be. Over the years, we have witnessed many well-reasoned



initiatives by senior steering groups or corporate staff that have backfired
because of a poor sense of timing.

As with other senior line managers in the transnational who share account-
ability for coordination, the skills of network leadership require the ability to
exercise strong leadership without authority.

HR Service Delivery

The key output of the HR service delivery role is regular transactional opera-
tions connected with HRM, carried out at low cost and with a satisfactory ser-
vice level. The HR department has been under considerable pressure over the
last 15 years to cut costs as well as improve effectiveness. The typical diagnosis
was that the weight of important but nonstrategic transactional tasks was driv-
ing out time and attention for value-added activities focusing on HR content or
business support. The application of IT to human resource issues, known as e-
HR, has opened up new possibilities for standardized service delivery, leading
to a response with three connected prongs:

1. The automation of transactional processes allows self-help, shifting the work
to the users of e-HR tools.

2. Services can be offered by HR service centers, often with regional or even
global scope.

3. Appropriate HR transactional tasks can be outsourced.

It is IT that has opened up the potential for transformation of the traditional
administrative HR practices, leading to deployment of e-enabled HR processes
that are standardized across a region, or indeed the world. Before IT made these
new ways of managing transactional tasks possible, this work was performed
by large administrative staffs, and duplicated in country after country.

Examples of transactions that are especially suitable for e-HR are payroll
processing; responding to standard employee questions about pensions, bene-
fits, employment rules, and holidays; basic generic training; and occupational
health.9 However, e-HR can support a much wider portfolio of HR practices,
many of which are more transformational than transactional, including recruit-
ment and selection, training (e-learning), performance management (objective
setting, feedback, and appraisal), talent management and succession planning,
and real-time employee surveys. Providers of enterprise resource planning
(ERP) systems have developed e-HR modules and systems that span a variety
of HR practices, and a large majority of the leading multinationals use such
systems, provided for example by SAP and PeopleSoft (owned by Oracle).

E-HR has reinforced the trend to standardize HR practices across world-
wide operations (though standardization has many other advantages—facilitating
control, reducing duplication, increasing flexibility, aiding mobility and knowledge
sharing).10 As HR processes become regional or global, this has also accelerated
the pressure to adopt a common corporate language (typically English, even in
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firms with headquarters in continental Europe). Further, the use of an integrated
HR software package leads to more transparency, as well as the possibility of
increased central control over a range of HRM decisions and activities. For exam-
ple, when data about all new employees must be entered into the global system,
the freedom for individual units to hire people in the face of corporate hiring
restrictions is curtailed.

The existence of standardized data on operations across the world has in
turn fueled the rebirth of manpower planning, today known as workforce
planning, allowing corporate management to forecast gaps in supply and
demand for talent across the world. With the emergence of new statistical
methods for data analysis, data mining by corporate headquarters is leading
to greater rigor in the quality of analysis of HRM factors, providing senior
HR executives with better information to guide their planning dialogues
with senior line management. However, until now, these changes in tech-
nology have been perceived as enabling cost saving and standardization
rather than driving a transformational change that may in time appear as the
significant legacy.

Regardless of the solutions that are chosen for service delivery—typically
some combination of self-help, shared service centers, and outsourcing—it is
crucial to pay close attention to the process of change, building understanding
and acceptance for the new behaviors required by employees. Older employees
and managers who were not brought up in the Internet world may still prefer to
ask their HR officer. So it is important to involve the service users in the design
of HR service solutions, following up with objective measures and subjective
evaluations of user satisfaction.

Self-Help

Employees can get the answers online to many of the important but routine
questions that they may have about policies, pay, and benefits, and they can
also take care of routine transactions themselves. For example, the process of
learning and training can be standardized using information technology. If a
person needs basic training such as negotiation skills or quality management,
then he or she can access a corporate Web site that provides information on
certified external courses as well as the names and evaluations of recent at-
tendees. IBM has invested heavily in e-learning technology on generic issues
such as the development of basic managerial skills so that staff throughout
the world can learn on an anywhere–anytime basis instead of requesting au-
thorization to attend a training seminar. This is guided by a five-step learn-
ing model, beginning with basic reading and information, proceeding
upward to e-courses, then followed by computer-assisted dialogue sessions
and ultimately a face-to-face workshop with certification that is organized lo-
cally. As individuals take more responsibility for managing their own careers,
e-HR can facilitate mentoring, coaching, career track management, and cross-
border mobility.11



Typically, self-help service delivery is hierarchically organized. Routine
transactional matters are automated in such a way as to allow employees to
access information on the intranet. Simple issues needing human response are of-
ten be managed by a call center, probably located in a low-cost country (such as
India, Costa Rica, or one of the countries in Central or Eastern Europe) or by pro-
fessionals in a service center.12 Issues that are not routine—those that require
judgment or a decision—are referred to HR professionals or supervisors. Ques-
tions of policy or practice are addressed by those responsible for HRM process
and content delivery.

The introduction of self-help based on e-HR can translate into significant
cost savings in the short term as long as it does not lead employees and/or their
superiors to spend unproductive time dealing with issues that would have been
resolved faster and more cheaply by local HR professionals. Still, there is a ten-
sion between short-term and potential long-term impact. Although e-HR
investments may lead to efficiency gains, primarily through reduced HR head
count, the gains may be illusory since many activities are simply loaded on man-
agers and employees, and more resources are spent on IT.13

Some executives in high-growth emerging markets like Asia and Latin
America have raised concerns that the “global solution” increases their costs
without visible benefits. In this respect, most major firms accept that the
underlying investment to deploy e-HR and self-help is high and cannot be
justified solely by the short-term returns. Yet the potential long-term opportu-
nities (such as facilitating knowledge transfer and the rapid deployment of
people across boundaries) are so significant that these investments are likely
to grow.

All in all, effective implementation of self-help and its underlying e-HR
tools requires acceptance across users located in different contexts, who will
have to adopt a self-help attitude for a comprehensive transition to e-HR to take
hold.14 As we note later, the pace of change has been uneven across the globe—
most rapid in North America and slowest in Asia where electronic systems, until
recently, were less common. While it is likely that the speed of change will
continue to be influenced by cultural and institutional factors we foresee that
e-enabled HR will spread across the globe.15

Shared Service Centers

Some firms, such as Cisco, have long organized all their HR activities in global
service centers, which began to gain popularity in the 1990s together with the
emergence of e-HR. Such centers promised economies of scale and a higher level
of specialization since a range of activities could be moved to a joint location—
see Table 14–1.

Many multinationals began by establishing HR service centers at the country
level; others created them for geographical areas. For instance, IBM established
an HR service center for its European operations in Portsmouth in the United
Kingdom, processing 252,000 phone calls and 71,000 e-mails annually. Most of the
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questions were routine in nature.16 A 2007 survey of UK organizations revealed
that two-thirds of companies with more than 5,000 employees had created an HR
service center.17

Such service centers can cover a range of HR processes, often including the
responsibility for the e-HR processes that underlie the self-help functions. The
service center will respond to the nonroutine inquiries that people cannot an-
swer using the intranet.

Shared service centers appear to have led to lowered costs, reducing the
duplication that existed in HR functions organized on a multidomestic basis.18

However, there are also widespread reports of user dissatisfaction.19 Employees
complain about the loss of face-to-face contact that helps in the discussion of
personal and confidential issues, and managers feel that they now have to carry
out HR work for which they are not trained.20 Therefore, the focus today is on
improving end-user satisfaction rather than further reducing service costs.21

Some multinationals have taken an additional step by consolidating sev-
eral support functions. Ten years ago P&G decided to establish a single global
business services unit consisting of HR, finance and accounting, facilities man-
agement, and (later) IT. The aim was to achieve synergies by integrating the
different functions into one organization, thereby facilitating better workflow
management across what previously were different functional silos. The com-
pany built three service centers, one in Costa Rica, one in the Philippines, and
one in the United Kingdom. Later, P&G decided to outsource some of the ac-
tivities viewed as nonstrategic—IBM was awarded a long-term contract
to provide services such as HR data management, payroll processing,
compensation and benefits planning and administration, and expatriate and
relocation services. Although P&G report some positive effects from its
consolidation of the global support functions,22 time will show whether this
will become a new trend.

Outsourcing HR

Outsourcing of selected HR practices has been taking place for many decades—
firms have relied on executive search and recruitment firms for parts of the

TABLE 14–1. Potential Benefits of HR Shared Service Centers

• Cost savings through scale advantages.
• Allows “one-stop” solutions for the users.
• Improves international learning and sharing of best practices.
• More consistent HR service across units.
• Deeper functional specialization among HR professionals.
• Greater transparency and follow-up of costs and service levels.
• Allows other parts of the global HR function to focus more on business support

and process and content development.

Source: Partly based on F.L. Cooke, “Modeling an HR Shared Services Center: Experience of an MNC in the United

Kingdom,” Human Resource Management 45:2 (2006).



hiring and selection process, and on business schools for help in developing and
delivering management training. The outsourcing of larger parts of the HR
function gained momentum around the turn of the century. Today, a number of
large multinationals like BP, Kraft Foods, and P&G have all signed long-term
HR outsourcing contracts.

Outsourcing is most often driven by the HR function itself, under pressure
to cut head count and aspiring to become more “strategic” by getting rid of trans-
actional HR activities. Scale advantages and the specialized knowledge in e-HR
and shared service centers on the part of the service providers are important rea-
sons for the increase of HR outsourcing, and it may be attractive to start-ups and
relatively small firms as it allows them to access some of the scale advantages that
only large organizations can afford. Further, the service providers may have
deeper specialized professional knowledge and be able to draw on their experi-
ence from working with a range of corporate clients.

Surveys suggest that the main objective when outsourcing HR activities is a
reduction in HR service delivery costs. Freeing up time for more strategic HRM is
another important objective, as is obtaining technologically advanced solutions.
Most commonly, firms have outsourced certain HR practices while retaining 
in-house those viewed as strategically important for competitiveness.23

One study based primarily on US and European experience suggests that it
is reasonable to expect at least a 20 percent reduction in HR administrative costs
as a result of outsourcing,24 though several studies indicate that HR outsourcing
deals have failed to live up to the high initial expectations.25 Many companies
report that they spend more time than expected on managing the outsourcing
process. A study on user experiences concluded, “Improvements in areas such
as cost, productivity (especially of line managers), service quality, timeliness,
and accuracy were all marginal.”26 There are, however, clear differences in how
satisfied users are with different services. A 2008 study revealed that managers
were most satisfied with the HR self-service tools offered by their outsourcing
partners, and least satisfied with staffing and recruitment as well as learning
and training administration.27

More importantly, in a number of firms, HR managers have discovered that
when core processes are fully outsourced, they may end up short on the capa-
bilities necessary to play a significant business support role (more about this
later). As a result, some firms have brought several of the previously outsourced
HR services back inside, particularly in the area of recruitment.28

Implementing an HR Service Delivery Model

One issue that multinationals have to deal with is that the factors impacting HR
service delivery (and indeed what is often called the wider process of HR trans-
formation) vary significantly from one region of the world to another. Whereas
the pressure to reduce corporate costs is strong in North America, the focus on
growth in emerging markets like Asia has meant that cost has been only a dis-
tant preoccupation for senior local management. Another motivation for the
change in the United States and increasingly in parts of Western Europe is to free
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up HR time for business support roles; but in most of Asia, the concept of the
HR function playing a “business partner” role is at best a novel and somewhat
alien notion that is far from the reality of an HR function focused on highly op-
erational tasks such as recruitment in the face of an acute talent war.

The implementation of an HR service delivery model in the US is facilitated
by the fact that the country has one language, a single legal system, a long his-
tory of devolving people management responsibility to the line, and tightly
organized professional HR networks for the exchange of experience. Europe is
much more varied, with big differences between one country and another—the
notion of self-help in the people management area is even more deeply rooted
in Nordic countries, such as Denmark and Finland, than in the United States, but
is meeting resistance in Latin Europe, where the HR function is still expected to
provide full support. Asia is even more varied, with radically different languages
and legal systems, no history of devolution to line managers, and an absence of net-
works for exchanging ideas and experiences. Consequently, multinational firms
have tended to proceed step-by-step with the process of HR transformation—
moving boldly in North America, with increasing speed in Europe, but
cautiously in Asia.

Doing a great job in terms of HR service delivery is not likely to translate
into any sustainable competitive advantage for the firm, although companies
that do it poorly will certainly suffer. The importance of efficient, high-quality
HR services must not be underestimated in the search for what may seem like
more prestigious and high-profile roles for the HR department.

Self-help, shared service centers, and HR outsourcing are complementary
and are often used in parallel. Companies should carefully analyze the role that
each delivery mechanism should play before the final choice. Changing strategy
in midstream is painful—and costly. The box “HR Service Delivery at Shell”
describes the experience of one multinational organization.

Business Support

By business support, we mean the activities of HR professionals and managers
who work directly with line and top managers on HRM issues. These roles are
generalist in nature, requiring competence across different functional areas of
HR as well as a close understanding of the specific business. The HR profes-
sionals occupying this role support business unit management teams, and they
are often members of these teams. One of the questions of matrix balance
concerns reporting lines. Typically they report to the line boss (the CEO, divi-
sion or regional vice president, business unit head, or subsidiary general man-
ager, depending on the level in the organization), with a dotted-line relationship
to the corporate, divisional, or regional HR department.

One part of this “HR in the business” role is to contribute to discussions
about the people aspects of strategy and organizational capabilities. Strategies
are implemented through people, and a key responsibility of this HR generalist
is to remind the management team of the opportunities as well as the limitations



that the existing pool of human resources constitutes for alternative business
strategies. As the HR director at one high-tech multinational put it, “Of course
we’re there to ensure that people issues are thought through. But we should also
offer a more long-term and conceptual viewpoint that’s our particular contri-
bution.” In addition, one of the many support tasks of these HR generalists is to
work with functional HR specialists to make sure that HR practices are in place
to build the intended organizational capabilities. Another particularly impor-
tant role is paying attention to the change management implications. As dis-
cussed in Chapter 11, management teams often focus disproportionately on the
strategy, plan, or solution (the quality of analysis) at the expense of the neces-
sary change process (building acceptance).

Besides strategy and change, HR professionals working within the line or-
ganization are likely to get involved with a variety of other people issues. Among
their most common tasks is to participate in the evaluation of candidates for key
positions, and to undertake the groundwork for periodic talent reviews. HR
managers may work closely with management on specific change projects such
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HR Service Delivery at Shell

In the late 1990s, Shell initiated a significant
organizational restructuring, which saw the
launch of its “Global Organization” vision—a
desire to increase global integration with fewer
lines of business, standardized core processes,
and greater coordination. There were three key
objectives for HR: greater functional expertise
in how HR serves its businesses, greater stan-
dardization of HR processes, and the creation
of a single global HR system.

This led to the creation of Shell People Ser-
vices (SPS), launched in 2001. The vision be-
hind SPS was that it should provide direct
support to employees and enable them to man-
age all their basic HR needs on a self-service 
basis. Six SPS service centers were set up in
Houston (the largest to serve the Unites States),
London, The Hague in the Netherlands, Kuala
Lumpur, Melbourne, and Wellington. This in-
volved the standardization of HR processes,
built on a corporatewide, integrated HR soft-
ware suite (in this case SAP HR). Throughout
the world, the language became English.

The move to SPS was aimed at realizing
significant cost savings through standardi-
zation, lower system maintenance and up-
grading, and fewer HR staff. It involved a
major change in the role of local HR country
managers—they were fewer in number but
they would have to play more value-added
roles. There was little outsourcing to avoid
the risk of higher costs and loss of organiza-
tional learning. Nevertheless, the implemen-
tation costs were higher than expected in
this mammoth project, piloted initially in
Malaysia.

SPS plans its work around service agree-
ments that are negotiated with the businesses
at market rates. It is governed by Shell’s HR
Council, with quarterly performance reviews.
The major services covered by SPS include the
recruitment of all professional-level employ-
ees, learning and training, expatriation, inter-
nal consulting services, and compensation and
benefits. Shell has other shared service centers
to cover finance and customer services.
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as organizational redesign. But there is also a need to be involved in more mun-
dane “how to” HRM issues, and business support managers are often called
upon to help resolve employee concerns of various kinds. They should become
linking pins between business units and the centrally located functional exper-
tise centers as well as with the service delivery centers.

Since the 1990s, HR managers and professionals have been strongly
encouraged to adopt a role as strategic partners,29 business partners,30 or strate-
gic players.31 A survey of 1,188 practitioners revealed that 56 percent aspired
to become strategic business partners, although only 33 percent stated that
they performed the role at the time of the research.32 Another study of more
than 700 UK organizations reported that 81 percent had restructured the HR
function; by far the most important reason for the reorganization was to enable
the function to become more “strategic.”33

Indeed, the business support role is easier if HR managers and profession-
als have “a seat at the table” when strategy discussions take place—something
that is not always the case. The extent to which the HR function lives up to the
calls for it to play an active business support or even strategic partner role varies
considerably, and Table 14–2 contrasts the responses of line and HR managers
in 46 organizations across the world. Line managers are clearly more critical
about the HR function than are HR managers themselves!

For the multinational, there is a risk that HR business support managers and
professionals working in business units and foreign subsidiaries gradually “go
native.” This is problematic if it means that they become so focused on their own
units that they fail to understand the importance of balancing local considerations

TABLE 14–2. Line and HR Manager Views about the HR Function

Statement HR ManagersA Line ManagersA

HR is an administrative department, 
not a strategic department. 51 60

HR doesn’t provide enough support 
to line managers. 43 58

HR relies too much on best practices—
some of which are inappropriate—when
designing systems. 30 38

HR is not held accountable for success or 
failure of talent management initiatives. 36 64

Talent management is viewed as the 
responsibility of HR. 58 36

HR lacks authority/respect to influence 
the way people are managed. 38 47

HR lacks capabilities to develop talent 
strategies aligned with business objectives. 25 58

APercentage of interviewees who agree with the statement.

Source: M. Guthridge, A.B. Komm, and E. Lawson, “Making Talent a Strategic Priority,” McKinsey Quarterly, no. 1,

2008, pp. 49–59.



with the overall need of the global organization. Additionally, they may become
so detached from the corporate functional specialists and the professional HR
community in general that they gradually fall behind in terms of functional
knowledge.

WHERE ARE THE BOUNDARIES OF HR?

So far, we have discussed the changing roles and tasks of the HR function. How-
ever, how should these tasks and roles be organized in the multinational firm?
And with increasing reliance on external partners to deliver value to the final
customer, what are the boundaries of HR’s responsibility? Moreover, what is the
boundary between the responsibility of line management for people processes
and that of the HR function?

Three specific issues concerning the boundaries of the HR function are of
particular importance:

• How should responsibilities be distributed between local, regional, and
global HR units?

• To what extent should the HR function work with external business partners?

• How should the responsibility for HRM be divided between the HR func-
tion and line managers?

The Responsibilities of Local, Regional, and Global Units

In the past, the organization of HR activities in the multinational was ap-
proached on a simple binary scale—what should be centralized (global) and
what should be decentralized (local)? This started to get more complex when a
middle ground came into the picture—what should be coordinated and what
should be carried out at a regional rather than a local or global level? Today we
recognize that there are a variety of delivery mechanisms for HR activities—
outsourced activities, tasks that are best undertaken by local businesses or coun-
tries, activities that should be managed by global or regional service centers and
those that could best be run by centers of expertise, tasks that should be carried
out by the corporate center, and complex activities that merit the attention of in-
ternational committees or cross-border project groups. This is shown in Figure
14–1, where the two dimensions that guide the organization of HR activities are
respectively the requirements of global integration, and differentiation by busi-
ness or geography.

We have argued that the most strategic function of HRM in most firms, and
notably in the multinational corporation, is management development for key
positions and of those with the potential to occupy such roles.34 Indeed, one
study showed that firms that do not exercise tight central control over strategic
talent face acute shortages of international managers, which handicaps the
implementation of their global strategies.35 This means that management, lead-
ership, or talent development (whatever name is used by the firm) will be
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tightly integrated at the center, even in multidomestic companies. Local HR
business support managers should have a strong dotted-line reporting relation-
ship with global HR within their business, and sometimes a regional structure
with a focus on talent management may be required. This is often the case in
Asia, where the roles of local HR managers can be so operational that they do
not have the professional know-how or network influence to get involved in
leadership development.

Aside from this, what should be globally integrated through corporate HR
staff depends on the strategy and the structure of the firm. For example, if the
strategy for growth is based on international acquisitions, then managing acqui-
sitions will be part of integrated corporate HR responsibility, as it is at Cisco. Some
years ago, AT&T moved its top HR officer into a position heading up corporate
acquisitions and ventures for this very reason. Whatever is deemed to be a cor-
porate capability should be reflected in the structure of corporate responsibilities.
Building a boundaryless organization has been a desired capability at GE, and so
this is steered by the chief learning officer (CLO), who also heads up its Cro-
tonville management development center. The CLO is responsible for managing
the process of collecting, certifying, and transferring best practice know-how
across the complex matrix of GE businesses.36

Some HR matters require a high degree of differentiation according to the
country or business. Here the locus of decision making and action should lie with
the local unit. In most companies, the recruitment and technical training of the
operational workforce fall into this category. Owing to the country specificity of
union relations, this tends to be true of collective bargaining—although that matter
can come into question when there are regional trends such as EU social regulation
or union pressure for cross-border negotiation of collective agreements.

Integration Global staff

Service center

(global)

Service center

(local)

Broker of services

(outsourced)

Communities of

practice

Committees/

project groups

Differentiation

Local/business

unit staff

Center of expertise

Regional staff

FIGURE 14–1. Organization of HR in the Transnational Firm



The structure of the multinational will obviously influence the distribution
of HR responsibilities. In locally responsive companies, most HR matters aside
from senior leadership development will be decentralized to the local units, per-
haps with some loose coordination—unless there are clear grounds for arguing
otherwise. But many multinationals are shifting toward more global HR inte-
gration, where the situation is the reverse—local subsidiaries must adapt to cen-
tral policies and guidelines, facilitated by parent company expatriates in key
positions. However, with the pursuit of HR cost reduction, there is a risk that
companies may reduce local HR staffing beyond a reasonable limit so that local
units overwhelmed by operational tasks will lose their ability—and desire—to
engage with headquarters on its global standardization and centralization of HR
delivery, leading to suboptimal people management solutions.

It may be fairly clear how to handle activities that are at the extremes—
high on either integration or on differentiation but not on the other dimension.
But what about the many activities in the middle zone, when some measure of
both global integration and differentiated solution by country or business unit
is needed? Here, regional HR staff, regionally organized service centers, and
centers of expertise may be useful ways to cope with activities requiring mod-
erate integration and regional differentiation.37 For example, some corpora-
tions that are structured around product lines have a regional structure in
emerging markets such as Southeast Asia. In developed Western markets, the
businesses have all the necessary HR experience and expertise, but this may
not be the case for business units in Thailand or Argentina for example. There,
an overlay of regional HR managers provides guidance and expertise to local
management teams on recruitment, resourcing, development, expatriation,
and the like.

Where Is the External Boundary of HR’s Responsibilities?

Most competent HR professionals see themselves as customer-focused—but
their customers are all internal to the firm. A provocative question for HR pro-
fessionals is to ask how they add value to the external customer—“Justify your
existence in terms of your added value, not to your internal customers, but to
your external customers!” A focus solely on satisfying internal customers leads
easily to a bits-and-pieces approach to HRM, rather than one that really con-
tributes to the competitiveness of the firm.

GE managers have a response to that question. They use GE’s mastery of
HR foundations as a way of building relationships with its external customers:
“If the customers are so impressed by our internal processes that they can
learn from them, they’ll stick with us as loyal purchasers of our products.” So
the HR function at GE acts as an adviser or external consultant to client firms
on HR and management practices. United Technologies (UT) is another cor-
poration with impressive HR practices. Some time ago we helped Pratt &
Whitney, a company within the UT Group, to organize a conference on HRM
for its potential clients in China, the regional airlines and the Chinese civil
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aviation authority. It achieved what technical partnerships and marketing
strategy had not been able to pull off—attracting the participation of most of the
airline presidents and party secretaries, who spent the evenings networking
with Pratt & Whitney’s top executives. And both Ericsson and Nokia have
organized high-profile management training programs for customers as well
as government organizations in China.

We find some outstanding HR executives who have had a prior career in
marketing, and some who have joint responsibilities in a subsidiary for a client-
facing marketing role as well as their HR position. Another external interface is
working with suppliers on HRM issues that help them improve their effective-
ness and, in some countries, their compliance with ethical standards and regu-
lations. It is generally accepted today that multinationals have to take some
responsibility for how their suppliers conduct their business. Failure to ensure
that suppliers follow local labor laws and abide by international labor standards
may cost the firm dearly in terms of international reputation. Many multina-
tionals have therefore specified health, safety, environmental, and other labor
standards that their suppliers have to follow, and compliance teams are respon-
sible for making certain that the firms abide by these standards. An increasing
number of multinational corporations are also hiring auditing firms to do sup-
plier audits to ensure that the suppliers follow, among other matters, employee
relations agreements.

The box “H&M Participates in the Fair Labor Association” describes how
the Swedish clothing retailer H&M has worked with the Fair Labor Association
(FLA) in China, joining the ranks of other participating companies such as
Adidas, Nike, and Nordstrom.

H&M Participates in the Fair Labor Association

In 2006, H&M became a member of the Fair
Labor Association (FLA), a coalition of compa-
nies, universities, and NGOs dedicated to pro-
tecting workers’ rights and improving working
conditions. Participation in the FLA involves a
commitment to implementing the FLA’s Work-
place Code of Conduct, along with monitor-
ing and remediation. The FLA’s accreditation
process requires a company’s compliance pro-
gram to undergo performance reviews over a
two- to three-year period, including an audit of
the company’s internal monitoring protocols,
training programs, and auditing systems.
Companies must also submit to independent

monitoring of their supplier facilities (FLA
makes unannounced visits to some of H&M’s
suppliers’ factories in China), develop correc-
tive action plans for any problems found, and
subject those plans to verification inspections.

Participating companies that have been ac-
credited commit to continued implementation
and independent monitoring, with reviews
every three years for reaccreditation. The FLA
publishes the results of the independent audits
in a yearly report.

Source: http://www.hm.com/us/corporateresponsibility/
independentmonitoring__independentmonitoring.nhtml.



The Responsibility for HRM—Line Managers or HR?

Who is responsible for human resource management issues in the corporation—
line management or the HR function? While the HR function obviously has a
role in providing expertise and focused attention, the simple answer is that for
HRM to be successful, general managers at different levels must be involved, and
they must at least feel a shared responsibility.38 First, general and top managers
are responsible for preparing and implementing the strategy of the firm: human
resources constrain strategy and its execution to such a degree, they would be
foolish to delegate such matters to the HR function.39 People factors are so con-
straining that general managers are obliged to get involved—indeed, they
should typically be the drivers of talent management processes, as well as
modeling performance management practices with their own behavior. Second,
it is difficult to implement any policies and practices in a firm without at least
some measure of involvement and visible support by line management. Third,
the line managers who carry responsibility for the results can best make many of
the operational decisions around people management—including recruitment
and the selection of new employees, training and development decisions for
their subordinates, and the management of the performance of employees in
their units.

The broader question of devolvement of responsibility for HRM beyond
general and top management to line managers throughout the organization is
one that is more open.

The idea that people management is the prime responsibility of line man-
agers, with the personnel function playing a support role, was already the
theme of a 1970 best-selling book—Every Employee a Manager—based on the
experience of Texas Instruments and other firms.40 However, in other compa-
nies, questions of recruitment, promotion, talent development, performance
evaluation, and the like are regarded as so strategically important that the HR
function reports tightly to the CEO or general manager, with a low degree of
devolvement to other line managers. The HR function often plays a policing
role, or “guarded strategist” as it has been called, and we see this in some
Chinese, French, and Scandinavian firms.41

The devolvement of responsibility to line managers for HRM issues has
been studied for many years by HR scholars. Several rounds of surveys have
shown that the degree of devolvement has steadily increased.42 However,
there remain clear differences across countries in how far the trend toward de-
volvement has proceeded. According to the latest European survey, Finland
and Denmark have the highest level of devolvement, followed by the Nether-
lands and Norway. There is the least degree of devolvement in France, Italy,
Ireland, and Spain.43

Research suggests that the devolution of HR activities to line managers
has a positive impact on the image of the function.44 Not surprisingly, firms
where HR strategies and policies are decided upon and implemented by
HR professionals sitting in ivory towers, detached from the business realities
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of line managers, are less likely to have an HR function that is seen to contribute
significantly to the business results. However, the trend toward devolvement
is not without problems:

• Line managers may not want the increased responsibility for HRM.

• Managers may not have time to deal with this role properly.

• They may not have the ability and up-to-date functional knowledge to
handle HRM issues effectively.

• The views of some line managers may be limited by their own units’ inter-
ests rather than reflecting a broad organizational and long-term perspective
on people management issues.45

One of the reasons why attention to leadership development is so important
is that managers who have worked outside their initial area of functional exper-
tise, and who have received appropriate training and coaching, are more likely to
view the management of people as a prime element of their leadership responsi-
bility.46 Inspiring and helping line managers to carry out successfully their re-
sponsibility for people management issues across borders is among the
competencies that HR professionals need in today’s corporations.

DEVELOPING THE CAPABILITIES OF THE HR FUNCTION

The expanding global scope of the HR function imposes new staffing and skills
requirements. What are the competencies needed by HR professionals and
managers today and in the future, and how can multinationals develop these
competencies? For the last 15 years, this question has received more and more
attention.

HR Competencies

A number of competence frameworks for people working in the HR function have
been developed. An influential model developed by Ulrich and his coauthors dis-
tinguished between “knowledge of business,” “functional expertise,” and “man-
agement of change,” reflecting the growing conviction of many that HR 
involves more than just professional functional know-how.47 A more recent com-
petence framework proposed by Ulrich and Brockbank suggests that the necessary
competencies cluster around six roles:48

• Credible activist (taking a credible position on issues).

• Culture and change steward (shaping the culture and facilitating change).

• Talent manager/organization designer.

• Strategy architect (engaging customers and sustaining strategic agility).

• Business ally (articulating the value proposition and interpreting social
context).

• Operational executor (daily HR administration and policy).



Other general competence frameworks—generally anchored in a performance-
based view of competencies49—have also been presented, often containing a large
number of individual skills, knowledge areas, and personal characteristics.50

General frameworks can provide a useful starting point for assessing the
competence needs of the global HR function as some issues—such as business
understanding, general functional knowledge, and a global mindset— are likely
to be useful for all professionals and managers working in the HR function of
global organizations. For instance, it is crucial for functional specialists devel-
oping new HR tools and content to understand how to translate the business
needs of the firms into appropriate HR processes. HR people in business
support roles must be able to provide insightful advice on most functional
aspects of people management. And a global mindset helps the head of HR
service centers deal with the local–regional–global tensions involved in HR service
delivery.

However, for those in senior HR leadership positions, focusing only on
performance-based competencies may have limited value. These leadership
roles also require strong strategy-based competencies. Strategies need to be
translated into behaviors through bold talent management and culture change
actions, and the implementation of a new strategy requires many of the HR
change facilitation skills that were outlined in Chapter 11. To make new strate-
gies come alive, HR leaders should ideally be coaching line managers in how to
walk their own talk. Indeed, given the growing importance of values-based
leadership in many multinational corporations such as IBM and Infosys, which
see values as the binding glue for a talented workforce, the role of HR leader-
ship in helping top management to make explicit their values and act in accor-
dance is likely to become more important in the future.

In addition, the competencies of local HR managers will vary significantly
according to the strategic orientation of the multinational firm in question. In
multidomestic firms, the skill requirements will tend to mirror the local norms
and the demands of the general manager. However, this often means that local
HR managers in multidomestic firms are ill equipped to meet the talent man-
agement demands that the corporate headquarters may like them to assume. If
the multidomestic firm is to move toward becoming a transnational, this may
require the creation of a strong regional infrastructure supporting development
of future leaders.51

As a meganational corporation moves in a transnational direction, one of
the most challenging international HR roles is that of local or regional HR man-
agers. This requires a combination of strong networking, negotiation, and con-
flict management skill. When a decision comes from headquarters concerning
a head count reduction or a new reorganization, the local HR person is re-
sponsible for facilitating its implementation locally. However, there are likely
to be local obstacles of which headquarters has no understanding—local legal
constraints, local competitive circumstances, the resistance of some key regional
stakeholders. Without having any particular authority, the local HR manager has
to negotiate an acceptable plan, working through his or her network of contacts
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locally, in other comparable countries, at headquarters, in the line as well as the
HR function—and also drawing upon advice from peers in other local multi-
nationals.

Local and regional HR manager positions are invaluable opportunities for the
development of network leadership competencies, as described earlier in this
chapter. Then, when people skilled in network leadership move into key HR roles
at the corporate center, this will further facilitate consolidation of global mindset
in the whole organization— leading to an appropriate steering of global talent and
performance management processes.

There are also important differences in the competence requirements asso-
ciated with the different roles played by the HR function.52 Deep functional
knowledge is the natural basis for the HRM process and content development role.
This means being well connected to professional networks consisting of aca-
demics, consultants, and colleagues both within and beyond the own company.
Given the lack of formal authority in this role, the ability to engage in network
leadership is a prerequisite for doing a good job in this domain.

Managers in charge of HR service delivery are typically evaluated on cost and
service quality measures, and they require a combination of two different skill
sets. On the one hand, they need “factory management” and process compe-
tencies, and on the other hand, they require a high degree of sophistication in
HR process and content to manage the exceptions to the standard service norms
and identify those that raise questions of policy. Additionally, in the multina-
tional enterprise, the ability to handle tensions is part of any senior service de-
livery job. There are likely to be tensions between standardization and scale
advantages on the one hand, and demands for local responsiveness and indi-
vidual treatment of internal customers (individuals and business units) on the
other.

The business support role has attracted the most attention when it comes to
the competence requirements for HR, at least in Western multinationals. There
is general agreement that the business support role requires a generalist
HR competence profile and a profound business understanding. As the “HR
manager in the line,” the role of credible activist involves advising senior man-
agers about issues closely related to the core capabilities of the firm, placing an
emphasis on the influence of the person occupying this role, and the ability to
function as a sparring partner.53

Table 14–3 provides some advice from experienced business support ex-
ecutives on what is important in order to play this sparring partner role.
Building strong personal relationships with line management is even more
important than in the other HR roles in order to influence HRM decision
making and day-to-day activities in the line organization. Having work ex-
perience outside HR adds the greatest value to this role since it provides an
understanding of internal customers’ perspectives as well as credibility
with line management. According to a UK study, 83 percent of the HR di-
rectors of large corporations had experience outside HR, notably in sales or
operations.54



Personal credibility, global mindset, business acumen, and, as we argue
below, international and cross-functional experience are arguably vital for those
who advance to the HR director level in large multinationals. The résumés of
HR directors in some multinational corporations are a testimony to this. For
example, Hallstein Mörck (a Norwegian by nationality who has worked in a
number of countries) was recruited to the HR director position at Nokia from a
senior line position at HP, where at one point of his career he was also
responsible for the regional HR function.

Developing HR Managers for the Transnational Firm

There are two fundamental ways to develop the capabilities of the HR func-
tion in the multinational firm: first, developing existing HR professionals and
second, transferring persons from other functions.

Competence Development

The obstacles to globalization of the HR function are partly individual in
nature—transnational development requires changes in roles, competencies,
and career structures. One of the paradoxes is that while HR has a vital role
to play in enterprise globalization, which is often openly espoused by those in
central HR positions, the reality is that many HR managers and professionals
at headquarters have little if any international experience. In fact, of all func-
tions, HR tends to have the least foreign experience. Worse still, because they
take a plane from time to time to visit the subsidiaries abroad, managers may
think that they have a truly international perspective. We joke that there is
only one thing more dangerous than the executive who has never been to
India—the executive who spent two weeks in India and who is now an Indian
expert! Sometimes the corporate HR executive who takes an occasional plane
trip around the world suffers from a delusion that he or she has the answer
to all the subsidiary problems.

A similar challenge exists at the local level. While multinational com-
panies make sure that their future line executives have varied international
experience, this does not always apply to their high potential local HR managers,
who may not be exposed to many cross-border opportunities. In addition, local 
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TABLE 14–3. Some Advice from Experienced Business Support Executives
on Playing the Role of “Trusted Adviser” to Senior Line Executives

• Become a Deep generalist.
• Listen deeply—then argue and act.
• On people issues, always make the business case.
• Think and talk straight—but respect confidences and show deference.
• Go out on a limb—but admit mistakes.

Source: Adapted from B. Gandossy and A. Sobel, “Trusted Adviser,” Human Resource Executive, October 20, 2002.
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HR managers often have highly operational roles focused on recruitment
and training, without the skills to play strategic roles in long-term develop-
ment. Therefore, in companies such as Schlumberger, talent development and
other strategic tasks requiring coordination skills are the responsibility of
high-potential HR staff working in regional HR roles who thereby acquire inter-
national experience.

A high degree of mobility is essential. Many of the HR professionals who are
promoted to top corporate positions within the function do so after having gone
through a zigzag pathway. Their careers may contain moves both within and,
increasingly, outside the function, with participation in global, cross-functional
projects as an additional developmental activity. The advantages of mobility are
straightforward and have been summarized by an HR director as follows:
“[My work] as a general business manager . . . improved my understanding and
credibility with line managers. It also broadened my skills giving me better all
round understanding of a business.”55

A subtle but powerful tool, mentoring relationships, is increasingly comple-
menting developmental vehicles such as mobility.56 Many firms pair up HR and
line people, headquarters and field people, and HR and IT people. At Cisco, HR
staff members have a business mentor—they prepare their personal develop-
ment plans with this partner, typically someone in sales (the same applies to
sales and engineering, establishing key linkages). Shadowing is a related devel-
opmental mechanism used by some firms, where junior HR professionals are
assigned as “shadows” to line managers working on important international
projects. This allows them to get involved in international business activities, to
learn the ropes, and to figure out how HR can add value to such projects.

HR professionals often get valuable exposure in formal training programs.57

Many corporations are training their middle and senior HR managers in strate-
gic and business knowledge and skills. Such programs will never develop a
“business leader,” but they can foster the confidence to question line manage-
ment and to play a more active role as a sparring partner or credible activist.
Action learning assignments for cross-national teams of HR professionals with
different functional roles are a natural part of HR competence development pro-
grams in multinationals. Although there are many advantages to organizing
separate programs for the HR function (these can be tailor-made to the needs of
the function and used to develop global HR practices through action learning
assignments), individual HR professionals can also benefit greatly from partic-
ipating in regional or global cross-functional management development.

Of course, not everyone working in HR will be able to develop the compe-
tencies required for new roles. The following quote from an HR director
describes what may happen:

We’ve been raising business partners from the basics up . . . encouraging them to be-
coming strong business influencers. The move is from that of “helper” to cutting edge,
transformational roles. We started four years ago, and took out half of 50 generalists. We
worked on a dozen but only three made it to the end of the assessment and development.
It was a painful process.58



Internal Transfers

How do you get high-potential individuals to request a transfer into the HR
function? HR professionals often receive lower salaries than do their colleagues
in other functions, and the HR function is sometimes seen as a dead end, a less
interesting career move. Furthermore, it appears that many line and HR
managers alike believe that the caliber of people in the HR function is not on par
with that of other corporate functions.

If one accepts that mobility (both cross-functional and international) is the
most important tool for leadership development,59 then HR should be on the
map of functions through which high-potential individuals will move. Many
companies accept this in principle—”It would be great to give our high po-
tentials experience in an HR staff role.” However, companies where this is
common practice, like Singapore Airlines and Mars, are the exception rather
than the rule.

Our experience is that companies are tackling the wrong end of the prob-
lem. Rather than trying to attract talented line managers who have a gift for
people management into the HR function, they should instead tackle the
problem of exit routes out of the HR function. In many firms, HR has a repu-
tation for being a one-way path—once you are in it, you will never get out of
the function. Unfortunately, this perception has sometimes been reinforced
by a practice of using senior HR positions as a parking ground for loyal
executives whose careers in general management did not work out for one
reason or another.

One will never attract good people into HR unless there are clear routes out
of that domain. The issue is of considerable importance to the multinational
firm. HR does not control price, costs, quality, or flexibility—the parameters
that directly impact business results.60 The right for a place at the executive
committee table has to be earned. HR leaders can have a tremendously positive
influence on profitable growth, but only if they are superbly competent. This is
unlikely to be the situation unless the function can attract the very best talent—
by allowing this talent also to move out of HR into top line management roles.

One additional issue is worth mention. Companies occasionally appoint
non-HR professionals directly to senior positions in HR, even as head of the
function. Such appointments usually indicate that top management perceives
there to be a lack of business understanding within the HR function. However,
this brings about the danger that the evils of one extreme—excessive profes-
sionalism where the means become the end—are replaced by equal evils of
another extreme—reinventing the wheel, trying to score quick wins, failing to
understand the powerful principles of coherence and consistency—ultimately
undermining of the credibility of the HR function itself. Ultimately, a non-
professional—lacking solid functional HR expertise—will again be replaced
by an HR expert charged with restoring professional depth.61 This can be-
come another destructive pendulum, so rotation of line managers through
HR needs to be supplemented with deep HR professionalism in the rest of
the function.
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GLOBAL CHALLENGES WORTH STANDING UP FOR

The HR function has often been considered as an implementer, focusing on the op-
erational role in the bottom of our split egg concept. But what are the “top of the
egg” projects or issues that HR should stand up for? In our view, the HR function
will never be considered a vital contributor to organizational success unless it con-
structively fights for perspectives that safeguard both the competitive and the
long-term interests of the enterprise. We would like to illustrate what is required
by looking outside of the traditional HR domain at four issues worth fighting for:

• Building a competitive culture.

• Standing for organizational sustainability.

• Fighting for the long-term perspective.

• Taking into account the social implications of globalization.

Building a Competitive Culture

The primary purpose of HRM is to ensure competitiveness of the organization.
It is the success of the enterprise in the market, not lofty statements on people
as “our most important assets”, that secures financial and career opportunities
for the employees. Therefore, focus on competitive performance and the devel-
opment of competitive culture must be at the foundation of all HRM activities.

No One Remembers Number Two

One Japanese company that has always maintained its competitiveness is
Honda. Honda had to fight for its existence from its early days. The Japanese
government, which felt that there were too many auto producers, did not sup-
port Honda’s entry into the car business. One factor that helped Honda to sur-
vive and prosper was its highly competitive culture.

During the early 1990s, the company was not doing well in its home market.
One of the hot debates inside the firm was over whether it should continue
Formula 1 racing. This was not a technical issue but one about the approach to
management development. Honda had always used Formula 1 racing to mold the
attitudes of future executives, putting fast trackers on the team supporting the
racing specialists.

One thing you learn in Formula 1 racing is that the only thing that counts is
to be number one. Nobody cares who number two is. You do not come to the
race saying that my strategic objective is to be a strong number two. You might
end up number two or number four, but there will be another race. You must
figure out what went wrong and try again. So you learn.

The second thing with Formula 1 is teamwork. You can have a brilliant
driver, a superb mechanic, and a great engineer, but the only way to win is if you
put the whole thing together right. It is a powerful message. What counts is not
just you as an individual but also how you work as a team.

Third, you learn that you had better be on time. If your car is late on the start-
ing line, then you have no chance of winning. There are no excuses. The same is



true for quality. If on the 23rd lap the transmission catches fire, you cannot say
that it is the fault of the supplier. You end up as a footnote, a car that dropped out
of the race.

Honda saw Formula 1 racing as teaching an even more fundamental prin-
ciple. Once the race starts, there is nothing a manager can do to influence the
result. Once the race has started, giving instructions over the walkie-talkie will
only mess things up. The only thing that you can do is go to the grandstand,
observe what happens, and go back after the race to tell people what went well
and what went not so well—and help them to win next time round.

The debate at Honda over whether to keep Formula 1 was heated. Some
Honda executives felt that the messages conveyed were too one-sided, getting
managers to pay less attention to auto manufacturing basics such as energy
efficiency and emission standards. The debate was not so much over costs but
over the signals that one sends to the organization. Honda eventually decided
to get out of Formula 1 (though it has since returned and left again), but it still
pays strong attention to making sure that the idea of competition is well under-
stood within the global enterprise.

Guiding Values and Philosophy

The fact that there was hot debate over whether Honda’s Formula 1 racing was
giving the right signals is not an indication of unhealthy corporate politics—
quite the contrary. When circumstances change, there must be such debate over
what norms and values should guide behavior. Senior executives and high-
potential managers in particular must internalize the new values.

Highly competitive cultures typically have explicit values, indeed often an
explicit philosophy like the Toyota Way or the Lincoln Electric value system. The
reason this is desirable, perhaps vital, is to guide consistency—it is the coherence
and consistency between the practices that creates a competitive culture, not the
practices themselves. Many firms try to increase their competitive culture by in-
troducing more transparency of measurement and performance-based rewards.
However, they find that this has only a token effect on the underlying culture. 
A coherent set of practices, down to the little details such as how the janitor is
treated and whether free beverage machines are installed, needs to be guided by
a well-thought-out and clearly understood management philosophy. The intense
discussion at Honda and the decade-long reconsideration of the tenets of the 
HP Way reflect a process of internalizing a modification in guiding values that
will pay off in a new but consistent configuration of practices.62 A firm that 
decrees new practices or new values at a single weekend conference for key staff
is unlikely to enjoy any competitive benefits.

Moreover, the translation of value systems into competitive cultures typi-
cally will involve working through conflicts and dualistic tensions, just as
Honda’s Formula 1 training captures tensions over when managers should be
hands-on and when they should be hands-off. Another tension to be anchored in
the culture through the careful design of HR practices is that between competi-
tion (in the shape of individual accountability and comparison) and teamwork.63

Global Challenges Worth Standing Up For 597



598 CHAPTER 14: Transforming the Global Human Resource Role

Organizational Sustainability

In May 1996, five climbers, members of two international climbing expeditions,
including two of the best-known Himalayan expedition leaders at the time, per-
ished on the descent from the summit of Mount Everest. The unfolding tragedy
was captured in several best-selling books and films, including cases taught in
business schools around the world.64

A number of incidents—many seemingly irrelevant when they occurred—
contributed to the fatal outcome. However, one factor seemed to play a decisive
role. Until the very last day of the climb, all team members were reminded by
their leader about the cardinal rule of the Mount Everest ascent: “If you are not
at the top at 2 pm, you turn back and come down.” Without such a definite rule
in place, there was a danger that in pursuit of their lifelong dream, climbers
would endanger themselves and their teammates and miss a window to
descend safely during daylight. Yet on the fateful day, only a handful of climbers
from the two teams turned back below summit at the predetermined hour. The
rest continued to climb towards the top—including the two leaders who did
not turn the teams around. When a fierce storm unexpectedly hit the top of
the mountain, many of the climbers were caught unprepared, completely
exhausted, too high up to come down safely. At this altitude, most people
cannot survive the night.

When we discuss this case in corporate leadership programs, the blame for
breaking the rules and the tragic end of the expedition is quickly put squarely
on the leaders. They did not walk the talk, they broke the rule they themselves
set, so they are responsible for their own deaths and those of several others. But
why did so many others follow the leaders beyond the point of no return?

Clearly, some continued to climb because they trusted the judgment of their
leaders. After all, they wanted to reach the top, and the concern that they would
have to turn back close to the summit was always on their mind. When there
was no order to turn back, they did not object.

Yet there were those who knew better—several experienced guides and
local Sherpas. They knew very well that by continuing the climb they were
putting their own lives at risk and that by not questioning the wrong decision
by the leaders, they were risking the survival of the whole team. But they all
maintained silence.

Following the disasters, some of them were asked why they went along
with what they knew was a bad decision. The answers were chilling:

• “I was number three in the team. It was not my job to make the decision.”

• “I looked at X, and he said nothing, so I decided to stay quiet.”

• “If I questioned my boss, I would not be hired again.”

All these would perhaps be reasonable answers in the context of a large
bureaucratic organization facing an unpopular truth, but this was a life-and-
death situation at the top of the highest mountain in the world—yet people
did not speak up even when their own lives were at risk. The simple fact is that



challenging how things are done in an organization, even if its survival is at
stake, is a very difficult task.

Unfortunately, there is no shortage of companies that were caught up in the
storm and lost their way. Some survived (Ahold, Siemens, Shell), but other
disappeared (Enron, Worldcom)—and thousands lost their jobs. The “2 pm”
rules these companies broke were diverse, but two factors in all these cases were
in common: (1) Scores of people were aware that the rules were being broken,
and (2) virtually no one spoke up until it was too late. If no one speaks up, the
very existence of the organization—its sustainability—can be at risk. Justifiably,
society has less and less tolerance for those who break the rules.65

Preserving organizational sustainability is an emerging HR domain. In
ABB, which has a heavy exposure to markets in some emerging countries where
corruption is still rife, the new rule of accountability for living up to the corpo-
rate governance rule is simple. Full compliance is the general manager’s
responsibility—and that of HR. If things are done the wrong way, for whatever
reason, either the HR head knows and chooses to remain silent, and there will
be consequences, or he or she does not know—but should—which is equally un-
acceptable. The logic is harsh but simple—if the organization had a climate of
openness, someone would have spoken up—and now HR is responsible.

Fighting for the Long-Term Perspective

Building a healthy sustainable organization requires a long-term perspective.
However, while everyone acknowledges the importance of a long-term per-
spective, all the pressures foster a short-term orientation. Quarterly reports
driven by accountability to shareholders are becoming the norm, even in Japan
and Germany with their traditionally longer-term horizons. Ideas of long-term
employment and careers are increasingly incompatible with the immediate
pressure to be flexible and responsive. Not least of all, the future has become
quite unpredictable, leading to the demise of long-term planning.

Yet HR must stand for the long-term perspective. Investments in human
and social capital take time to yield rewards. Those rewards are rich in pro-
viding competitive advantage precisely because it will take others a long time
to catch up. We confess to being worried when we see HR executives ceding
to the pressures of our times, saying that the bottom line is the only thing that
counts. Sure, HR managers must demonstrate a high quality of operational
professionalism and keep an eye on efficiency. However, at a time when the
long-term perspective is often compromised, HR wins its credibility both by
being highly professional in its day-by-day role and by acting as the guardian
of the long term. As we argued earlier, HR leaders need to keep future growth
in mind when everyone else is taking the axe in the pits of recession—and
keep the future downturn in mind when people are scrambling to exploit
immediate growth opportunities.

Acting as the guardian of the long term does not mean cumbersome plan-
ning systems in which abstract future strategies are translated into present
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implications on the drawing boards of planners. It means catalyzing and
persuading senior managers to think through their values and formalize them.
Yes, a business can survive well in the short term without values. But it is ques-
tionable whether the powerful coherence of all the elements of organization that
provide sustainable competitive advantage can be achieved without the strong
thread that is provided by a value system.

If layoffs are necessary for the survival of the firm, then acting as a guardian
of the long term means fighting to ensure that these layoffs will be undertaken
in a humane and socially responsible manner and by making sure that the
capabilities that are necessary for future competitiveness are retained. Certainly,
a firm will survive in the short term if layoff notices are sent by mass e-mail to
people who have dedicated their lives to the organization. Yet it is questionable
if such a firm will thrive in the future when it has undermined all vestiges of
loyalty and trust.

Acting as a guardian means fighting to ensure that the person who gets a
key job in a local subsidiary is not always the best available (or best connected)
local employee but sometimes an individual from another subsidiary who may
benefit from an international experience. A subsidiary may do quite well in the
short term by focusing on developing its own people, but it is doubtful if the
multinational can prosper unless its future leaders have adopted the global
mindset that can only be developed by international experience.

What this means is that the HRM role, whether it is exercised by the line
manager or the HR professional, is to put the long-term consequences on the
table for debate. HR has little decision power, but it has an obligation to get
dilemmas, dualities, and tensions out on the table for discussion. Sometimes the
outcome will favor the short term, sometimes the long term. This is not simply
acting as the social conscience of the firm; it is constructively fighting to ensure
that due attention is given to the opposite position that others in the organiza-
tion may be neglecting.

What does this mean in practice? The future may be unpredictable, and this
rules out conventional long-term planning. But if one accepts that there is a pat-
tern that leads from the present to the future, then anticipation is the quality that is
desperately needed. There appears to be such a pattern or rhythm to life and to
organizations. This rhythm is defined by the tension between dualities—the
underlying theme of our chapter on managing change, and indeed behind this
book. It is seen in the phenomena of paradox, in pendulum swings, and in the
pathologies that occur when people or organizations take something positive to
an extreme.

Often, what determines who gets to the top in a firm is the ability to antici-
pate. When the firm is focused on decentralization, the person who ultimately
gets ahead is frequently the one who anticipates that the pendulum will one day
swing to integration. When the pendulum does begin to swing, the board will
say, “There’s an individual who was foresighted.” The same is likely to apply to
HR in multinational firms. There, leaders must learn to anticipate the need for
greater international coordination when they have structures that are built



around local entrepreneurship, or vice versa, anticipating the need for local
entrepreneurship when their structures focus on global integration. They must
learn to organize one way but manage the other way. They must learn to build
the future into the present.

The Social Implications of Globalization

One of the coauthors was invited by the ILO (the International Labor Office in
Geneva that is part of the UN family) to chair a panel of distinguished business
leaders discussing the theme of “human resource–based competitive strategies.”
The panel discussed the talent war that was raging, the importance of localization,
and the challenges of leadership and innovation that Western and Japanese com-
panies face in the struggle to be globally competitive. When the panel shared
these observations in the plenary session, there was a strong reaction from the
representatives of the third world, who constituted a good part of the audience.
“What incredibly elitist ideas! In your discussions of talent, in your attempts to
localize management in China and Indonesia, you are focusing on 2 percent,
maybe 5 percent of the world’s population. The other 95 percent are not worried
about talent. They are just worried about keeping their jobs and having enough
food for their family to survive.”

There is a great deal of truth to the argument. Acceleration of globalization
and the triumph of markets since 1989 have brought immense economic bene-
fits to the world’s population, including many of the poor. Some countries in
Asia, such as Singapore and Korea, have gone in 50 years from third-world to
first-world status. The purchasing power of the average citizen in China has
more than quadrupled since the early 1990s. Thriving middle classes have
emerged in previously poor countries with a profound impact on economic and
social development.67 And there has been increasing business attention to those
at “the bottom of the pyramid,” with the beginnings of some profound change
in thinking about the poor.68 Yet the majority of the world’s population still falls
into the category of being far below what we would regard as subsistence level
of existence. Entire regions such as many parts of Africa suffer from deeper and
seemingly intractable economic deprivation, fueling social conflict, political
instability, and what appears to be a growing number of countries and regions
that are viewed as ungovernable.

Economic progress is a relative matter. The protest against globalization
could be safely dismissed if one could show that the world’s income distribu-
tion has also become more equal in the past few decades. Combined with the
increase in absolute standards of living, this would be powerful proof for the all-
around virtues of globalization. Unfortunately, the evidence does not clearly
support this view.69

Although there are big statistical problems in measuring global inequality and
trends in income distribution,70 studies show that global inequality has not become
smaller.71 While there has been an undeniable trickle-down effect to growing
middle classes, it appears that net differences between rich and poor within many
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countries, notably between rural and urban China and India but also within
Western countries,72 have been widening. Technological change and uncontrolled
financial liberalization have led to a disproportionately rapid increase in income
at the extreme rich end of the populations, while the income of the extreme poor
has changed little. The verdict is still out on the impact of the economic turbulence
in 2008-2009, but it may only exacerbate this trend.73

So the rich are getting richer—globalization allows a top performer to
capitalize on his or her talents throughout the entire globe rather than just in a
single region or country. The concept of talent has a corrosive face to it, as
Malcolm Gladwell commented: The new talent mind-set orthodoxy becomes a
justification for self-serving behaviors,74 while others struggle in a patchwork
world without careers or any assurance of jobs.75 The gaps are widening, and
new forms of inequality are appearing. Why should we be concerned?

In our view, globalization and free markets have brought with them im-
mense benefits. Most leading sociologists, developmental economists, psychol-
ogists, and social commentators are supporters of globalization and free market
competition. They are aware of the benefits that these have brought to the hu-
man race and to them in particular. However, many are consciously or uncon-
sciously aware of the dynamics of duality. Some emphasize the need to be
conscientious about helping the poor regardless of inequality; others feel that in-
equality is the principal challenge.76 The poor peasants in rural China can watch
the well-off middle class in Shanghai on their new television screens. The poor
in slums of Latin America or South Africa are only a stone’s throw away from
the rich. And those who lost their jobs in the global recession brought on by un-
scrupulous financial wizardry can read in the press about how now-retired wiz-
ards are enjoying their gains. In either case, if the benefits of economic growth
are not shared more equally and if more is not done to eliminate poverty, we risk
undermining what we have won. The global age that we have created is
precarious.

History shows that the dynamics of duality and contradiction lead to back-
lashes that undermine what is virtuous. The historian Arnold Toynbee argued that
this was the basic pattern underlying the rise and fall of civilizations.77 Societies
would take their success formula to the extreme, leading to an unraveling of civi-
lizations such as the Roman Empire or the Spanish Empire of the middle ages. Too
much of a good thing is bad, as another concerned commentator, Charles Handy,
emphasizes.78 Excesses and backlashes have historically undermined the virtues of
what led to civilization or growth or success in the first place, leading to historic
dark ages of confusion and social floundering. Three current issues increase the
risk of such a backlash:

• The first issue is the increasing concern about the impact of economic
growth on the sustainability of the economic system, from depletion of
energy and food sources, to pollution and global warming. One of the prem-
ises of globalization is that economic growth is good—when the wisdom of
pursuing economic growth is questioned, so is globalization.



• The second issue is the credibility of free markets and the global financial
system—both underpinning globalization. Indeed, in the long term, mar-
kets are self-regulating; speculative bubbles will not last forever. However,
are the risks shared equally? When the penalty for excess is pushed on the
weakest, there are inevitable calls for more restrictions and regulations—not
only on the flows of capital, but also on flows of trade. Yet without free
trade, globalization will wither.

• The third issue focuses on the political context of globalization. The United
States is viewed around the world as the strongest proponent of globali-
zation, at least in terms of the direction desired for the world economy.
However, the excesses of American foreign policies after 9/11 created distrust
in many parts of the world community, which will take time to heal. When
globalization is perceived, rightly or wrongly, as delivering benefits in an
unequal manner, the first question to ask is, In whose interest?

Handy’s major critique is that capitalism and globalization lack a human
face. Shareholder value makes no one feel proud, spiraling expectations lead to
disenchantment, the pursuit of another dollar provides no meaning to life once
the basics of maintenance are assured. He points out that even Keynes noted
that capitalism was such a soulless philosophy that it was unlikely to be attrac-
tive unless it was remarkably successful. Handy’s concerns are shared by a con-
stituency of leading business figures, including Bill Gates and George Soros.

Why should such matters be of importance to HRM and the HR function?
After all, the HR function cannot do anything about such complex issues. Yet if
HR takes a passive stance, it condemns itself at best to pedestrian irrelevance, at
worst to be sanctioned by history as a guardian of the status quo. At a minimum,
HR professionals need to be cognizant of the vital social debates that will shape
the course of our lives in the future. Better still, at least those working the field of
international HR need to be proactive partners in this debate. Ideally, HR should
be a vital catalyst in building socially responsible competitive cultures—businesses
that create sustainable economic value for all stakeholders. HRM cannot “solve”
this oxymoron, but it can influence it in powerful ways.

The potential backlash against globalization is most likely to be unleashed
on the multinational enterprises that are both the principal agents and benefici-
aries of this process—the elephants that mate with other elephants, as Handy
calls them.79 These elephants are so necessary to us since they transfer technol-
ogy, take ideas from throughout the world and develop them, and provide jobs
and livelihoods to billions of people. “How can I be confident that these ele-
phants will continue to do good in the world?” asks Handy. His answer is that
this depends entirely on the moral values of the people—the mahouts—who are
riding the elephants.

The media and world opinion will increasingly hold business leaders ac-
countable for the actions of their corporations. They must grapple on the one
hand with the pressures of increasing shareholder value—pressures that come
from us, the well-off citizens, since we have invested our future pensions in their
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success. However, they must also be equally concerned with the still wide-
spread poverty in the world around us, the fragility of the ecosystem, and the
potential consequences of increasing inequality.

Therefore, faced with the delicate questions of balance in maintaining and
exploiting a global economy, the leaders of tomorrow need to combine business
pragmatism with global vision, social and environmental conscience with eco-
nomic realism, and awareness of the imperatives of the present with awareness
of how the future must be shaped—for the benefit of all of us. It is not the task
of HR to resolve the world’s dilemmas. However, HR policies and practices
from leadership development to performance management shape, consciously
or unconsciously, the orientations and value systems of those entrusted with
responsibility to address the challenge.

HRM AS TENSION MANAGEMENT

Contradiction is the defining characteristic of the transnational enterprise. As we
have moved into this global era, an era that may be lasting or short-lived, so
we have moved into a world of visible paradox, contradiction, and duality—and
the tensions that these create. These tensions can lead us to frustration, vicious
circles, and decline, or they can inspire us with vitality and purpose. It is not
profit or human fulfillment or innovation that are the dependent variables that
we seek to understand, but the tensions that are created by the interplay between
these parameters of life.

The global era that we live in is fragile, of very recent origin. It is imbued by
tensions that we must learn to recognize and work through. Remember that it is
for the second time in a hundred years now that we are on the threshold of a
global world. The first time was in the “golden age” of the early 20th century
that ended with the destructive tensions leading to World War I and the 30 years
of turmoil that followed.

Some of the tensions relating to HRM that we have debated in this book
underlie the principles shown in the box “Guidelines for Global Leadership in
the 21st Century.” A duality is embedded in each of these guidelines, with the
tension between its opposite poles. For example, the duality between explo-
ration and exploitation is embedded in the idea that “to innovate you need
slack, diversity, flexible budgets, and lots of experimentation . . . and to make
profits from your innovations you need discipline, targets, and deadlines.” The
global–local duality is embedded in others, and the reader will find short-term/
long-term, change–continuity, accountability–teamwork, and other dualities.
One can clearly see that if anything positive is taken to an extreme, then it
risks creating a pathology. Armed with surveys and statistical tools, researchers
in the future will undoubtedly unravel the dimensions of these dualities and the
tensions they create.80

If we accept that we live in a world of dynamic tensions, then this brings
deeper challenges to our ways of thinking. As managers, people of action, we
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Guidelines for Global Leadership in the 21st Century

Understand cultural stereotypes . . . but don’t use them in practice.
Be sensitive to local culture and context . . . but make sure that a person’s passport is of no

importance.
Make sure that responsibilities and

accountabilities are clear
. . . and then focus on building teamwork where it

will add value.
Organize one way (for example a globally

integrated structure)
. . . but manage the other way (to encourage local

entrepreneurship).
Benchmark against others, copy practices,

network externally to learn
. . . but never forget that superior performance

comes only from being different.
Foster constructive debate about your options

and alternatives
. . . so that you will have no debate when it comes

to action.
To innovate you need slack, diversity, flexible

budgets, and lots of experimentation
. . . and to make profits from your innovations you

need discipline, targets, and deadlines.
The more valuable the know-how that you 

have in one part of the firm
. . . the more you are going to have to invest to trans-

fer and exploit it to other parts of the firm.
Tackle “sour” processes like global 

rationalization and layoffs today
. . . with the awareness that you will need

teamwork, commitment, and loyalty tomorrow.
Be prepared to cannibalize what makes you

a leader today
. . . in order to have a chance of being a leader

tomorrow.
Nurture your capabilities by fine-tuning the

coherence that lies behind them
. . . but don’t forget that these strengths can be your

biggest liabilities.
Develop your people by giving them more

challenge than they think they can handle
. . . and train them, coach them, and guide them so

they won’t make big mistakes.
Organizational values and management

philosophy provide the consistency 
underlying great organizational cultures

. . . and they can lead to cloning, kill the lifeblood of
innovation, and lead to the weakness of strong
cultures.

Build face-to-face relationships well . . . so that you can use e-technology to bridge the
distance.

Make sure that your future leaders have
business line experience

. . . in order to function effectively in key country
or regional leadership roles.

Work hard as a professional in your 
operational job

. . . in order to find a maximum of time for your
project role.

Matrix everything . . . except the structure.
Embrace market competition . . . but with human values in mind.
Invent locally . . . and act globally.

are trained to think in terms of coming up with solutions. However, there are no
“solutions” to tensions. The dualities that underlie them cannot be resolved
once and for all. Early researchers on duality and tension rightly used the
metaphor of the seesaw.81 The manager, and particularly the leader, stands with
two feet on either side of the fulcrum of the seesaw. The seesaw can never be
balanced—the notion of balance or stable equilibrium is a poor image. The
seesaw is in constant motion, moving from one side to the other, and the role of



606 CHAPTER 14: Transforming the Global Human Resource Role

the leader is to anticipate and counteract with movement in the other direction.
The result of good leadership can be a harmonious and enjoyable game of fluid
movement that is enjoyed by all—or it can be a bitter struggle that leads all
participants to opt out of the game. We have used the related image of the sailor,
the navigator, whose task it is to anticipate the winds ahead.

Because there is no solution that the leader can provide, the nature of the
game is different from in the past. It is a game that cannot be played unless all
of the key participants understand the nature of seesaw processes. This is
what we mean by “global mindset”—understanding the nature of this global
seesaw. And one of the questions for human resource management is how to
foster a widespread global mindset. That is the one of the aims behind this
book.

Where is human resource management heading in the era of globalization?
The notion of people as resources was born in the minds of scholars and social
observers earlier last century as a result of these seesaw dynamics. Attention at
the time was focused on natural and financial resources. People were treated by
economists as “labor,” a “factor” of production. There was a seesaw reaction
against this—shouldn't people be treated as a resource on a par with other fac-
tors generating wealth? What about “human” resources? And then this was
adopted by the world of practice to umbrella a host of developments and initia-
tives that were wider than the technical concerns of personnel management. The
HR function was born in the early 1970s.

Today, almost 50 years later, the phrase human resource management is on
everyone’s lips. No one can deny its fundamental importance, and a vast litera-
ture on HRM has been produced. But this brings new challenges. Is HRM a line
responsibility, ultimately of top general management, or a functional role?
Should the HR function focus on the vital but ever-changing foundations or
basics, or should it also be concerned with the bigger issues, such as those
discussed above—coping with the tensions of a global society?

It is not just practicing managers that have different views. Academic
scholars are divided. When we organized a workshop on the shape of interna-
tional human resource management, convening the top scholars from both
sides of the Atlantic, they were split in their views. One-half argued forcefully
that research should focus on the challenging basics of HRM, while the other
half suggested equally forcefully that the field of HRM should be a central
player in the big strategic and social debates that will determine the future of
our world.

Our own stance in this debate is quite predictable for those who have read
through our book until this closing section. It is not a question of either/or—
HR’s role is to face up to both of these. One cannot be met without the other, just
as the top part of our split egg role (the project role) needs the bottom half of the
egg (the operational role). People have to learn to work in split egg ways—and
that includes those in the HR function. Unless they have the big picture of
dualistic tensions in mind through their work on broader organizational and
societal projects, HR managers will always be followers rather than leaders in
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the vital task of realigning the constantly changing basics of HRM. And unless
they are focused on the tangible practices of operational human resource man-
agement, they will be out of a job.

What is our scenario for the future of HRM? Whither HRM? There are
many different scenarios. At the corporate level, the convergence between IT,
planning, learning and knowledge management, and HR—and the tensions
between these functions—may well lead in the near future to the emergence
of new functional labels that relegate the HR function to the history books.
Alternatively, the HR function may play a spearheading role in the manage-
ment of tensions. The future, as an interplay between these different forces, is
unpredictable.

We ourselves are strong advocates of the role that HRM in general and the
HR function in particular can play in this era of tension and paradox. But we
are reminded of the words of Georges Doriot. The late General Doriot was one
of those remarkable sages. He was French-born but a US citizen, quartermas-
ter general for the American armed forces during World War II, a legendary
professor of production management at Harvard Business School, one of the
first venture capitalists in the United States, and a cofounder of one of
Europe’s leading business schools. Like most sages, Doriot was careful with
his words, and his advice was usually to be heeded. We remember vividly a
discussion with him at a time when HRM was in the process of becoming very
fashionable. “Watch out,” he said. “The term ‘human resource management’
is important but ephemeral. Don’t get hung up on the label. People are not
resources, they are people.”

TAKEAWAYS

1. HR functional managers with a responsibility for HRM process and
content development in multinationals have to know how to work through
network leadership. This requires awareness of trends, the ability to
mobilize the appropriate resources, and a good sense of timing.

2. IT in the shape of e-HR has changed the way in which HR delivers its
basic services, allowing standardized, low-cost services through a
combination of self-help, shared service centers, and outsourcing. Most
firms are still struggling to achieve effective and efficient global HR service
delivery, with different paces of development in different regions of
the world.

3. The HR business support role covers a range of different activities, from
having influence on strategic decision making to facilitating change, but it
also may include tasks that are quite operational. Caution: Line managers
are usually more critical about the quality of support provided than the
HR function itself.

4. Increasingly, the responsibilities of the global HR function go beyond the
formal boundaries of the firm. HR needs to be able to answer the question
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“What’s the HR value added to the external customer?” and work closely
with both downstream and upstream business partners.

5. There are three reasons why senior line management must drive HR—with
support of the function: First, HR factors like talent supply greatly
constrain strategy; second, their support is essential for implementation of
HR practices; and third, they make many of the operational decisions.

6. Certain competencies—such as business understanding, general
functional knowledge, and a global mindset—are likely to be useful for
all professionals and managers working in HR. Senior HR leaders need
to demonstrate strategically based competencies, and increasingly 
values-based leadership.

7. Many corporate HR managers lack deep international experience, which
can be dangerous. The HR function needs to attract good people, which
means providing clear exit routes out of the function.

8. Faced with many important operational tasks, HR leaders need to keep
an eye on the “top of the egg” issues. Some of these are worth keeping
constantly in mind—indeed worth fighting for: maintaining a competitive
culture while protecting organizational sustainability, proactively fighting
for the long-term perspective, as well as taking care of the basics.

9. Globalization and market competition have brought immense benefits to
the world’s population, including many of the poor. Yet HR has to be
aware that the continued presence of widespread poverty, combined with
the widening global inequalities between rich and poor, mean that there is
a risk of a backlash that would jeopardize further progress.

10. HR cannot provide solutions to complex global problems, but it has a
social responsibility to ensure that future leaders are sensitive to such
challenges and equipped to respond to them. This is one of the many
instances of the role of HRM in tension management.

NOTES

1. Lambert, 2009, p. 47.
2. Pucik, 2003.
3. Lawler, Boudreau, and Mohrman, 2006; Caldwell, 2008; Ulrich, Younger, and Brock-

bank, 2008; Wright, 2008. See Chapter 2 for the earlier discussion of our three roles.
4. Kates, 2006; Lambert, 2009.
5. Caldwell and Storey, 2007.
6. Ulrich and Brockbank, 2005.
7. For a more extended discussion of cross-boundary project groups, see Chapter 5.
8. Some firms have probably gone too far in eliminating headquarters staff, especially

in HR, which may result in weakening of support for global coordination. See
McGovern (1997) for a discussion of the dangers of excessive devolvement to line
managers of HR responsibilities.

9. Information systems for the internal use of the HR function are commonly referred
to as HRIS (Human Resource Information System).
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10. See the discussion of standardization in Chapter 4.
11. See the discussion of e-HR applied to bottom-up internal labor markets in Chapter 8,

with an example of new approaches to self-management that IBM has developed.
12. One of the HR challenges for firms with regional or global call centers is to recruit

people who can serve employees in their native language. For instance, how can one
find Danish-, Finnish-, and Dutch-speaking individuals for an HR service center
located in Bulgaria?

13. Strohmeier, 2007.
14. Ruta (2005) provides a theory-based description of the implementation of the @HP

Employee Portal.
15. See the discussion in Sparrow, Brewster, and Harris (2004), who also refer to studies

arguing that culture rather than technology is determining the pace of progress.
See also DeFidelto and Salter (2001).

16. Sparrow, Brewster, and Harris, 2004.
17. Reilly, Tamkin, and Broughton, 2007.
18. Caldwell and Storey, 2007; Caldwell, 2008.
19. Sparrow, Brewster, and Harris, 2004; Cooke, 2006.
20. Cooke, 2006.
21. SharedExpertise and Hewitt (2007) HR Shared Service Centers 2007. Available at

http://www.hroaeurope.com/file/3991/hr-shared-service-centres-2007-into-the-next-
generation.html.

22. The P&G case is described in Bloch and Lempres (2008).
23. Towers Perrin, 2005, “HR Outsourcing: New Realities, New Expectations”; Towers

Perrin, 2008, “Staying Ahead of Change: Evolving Realities and Expectations in HR
Outsourcing.” Both available at http://www.towersperrin.com.

24. Lawler et al., 2004.
25. Lambert, 2009.
26. Towers Perrin, 2008, p. 3.
27. Towers Perrin, 2008.
28. Our source for the observation on reintegrating previously outsourced activities is

discussions with senior executives from different outsourcing providers.
29. Ulrich, 1997.
30. Barney and Wright, 1998.
31. Ulrich and Beatty, 2001.
32. Caldwell and Storey, 2007.
33. CIPD, 2007, “The Changing HR Function. Survey Report September 2007.” Available

at http://www.cipd.co.uk.
34. See Chapter 8.
35. Scullion and Starkey, 2000.
36. Hodgetts, 1996.
37. See Schütte (1998) and De Konig, Verdin, and Williamson (1997) for a discussion of

the merits of regional structures.
38. Baron and Kreps, 1999.
39. Baron and Krebs, 1999.
40. Scott Myers, 1970.
41. The “guarded strategist” role of HR was described by Brewster and Larsen (1992),

where HR factors are viewed as highly strategic but with low belief in devolvement.
In an empirical European study, they found this particularly in Norway and France,
which matches our observations.
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42. See Larsen and Brewster (2003) for the results of a European survey and Kulik and
Bainbridge (2006) for findings on Australian firms.

43. Larsen and Brewster, 2003.
44. Kulik and Perry, 2008.
45. Larsen and Brewster, 2003.
46. As discussed in Chapter 8.
47. Ulrich et al., 1995.
48. Ulrich et al., 2008. They view the Credible Activist role as the most important

predictor of performance in an HR role, followed by the Cultural Steward role.
49. See the discussion of three approaches to competence management in Chapter 7—

performance -based, strategy-based, and values-based.
50. See, for example, Lambert (2009).
51. See the discussion of the change process leading to transnational management in

Chapter 11.
52. Caldwell, 2008.
53. Wright, 2008.
54. See “Power to the People Managers,” Financial Times, October 31, 2005, p. 8. We sus-

pect that the percentage of HR directors with experience outside HR is lower than
83 percent in most other countries.

55. Kelly and Gennard, 2000. We stressed in Chapter 8 the important role of mobility in
developing a strong leadership orientation.

56. A lot of research on mentoring was undertaken in the early 1980s. See Kram (1985)
for a review. For a practitioner’s overview of a related matter, namely coaching, see
Goldsmith, Lyons, and Freas (2000).

57. See Ulrich and Brockbank (2005) for a more comprehensive list of principles that can
be used when developing HR functional training programs.

58. Lambert, 2009, p. 122.
59. The role of mobility in leadership development is discussed in Chapter 8.
60. Leaving volatility or flexibility out of the picture, an economist would point out that

profitable growth (the aim of most business organizations aside from enterprises
such as some family businesses and Chinese entrepreneurial firms) boils down to a
simple formula: (Price ⫺ Cost) ⫻ Quality.

61. Lambert, 2009.
62. The original HP Way was well adapted to its instruments business but ill suited to

the computer world that Hewlett-Packard was forced into when instruments
became computerized. The struggle to adapt the HP Way is described in Beer and
Rogers (1995).

63. As mentioned in Chapter 9, the tension between competition and teamwork is at the
heart of coevolutionary theories of international organization (see, for example,
Eisenhardt and Galunic, 2000).

64. Roberto and Carioggia, 2002.
65. The fundamental purpose of the sustainable organization is to meet the need of the

present without compromising the future—thus earning the “license to operate”
from society. A sustainable organization lives by its principles and values and pays
attention to its economic, ecological, and ethical performance.

66. We refer here to Cappelli’s reasoning around talent management (Cappelli, 2008), as
discussed in Chapters 7 and 8.

67. See “Burgeoning Bourgeoisie: A Special Report on the New Middle Classes in
Emerging Markets,” The Economist, February 14, 2009.



68. See Prahalad, (2004).
69. For these data and assessments, see R. Wade, “Global Inequality: Winners And

Losers,” The Economist, April 28, 2001.
70. For example, should income be measured using purchasing power parity (PPP or the

purchasing power over comparable bundles of goods) or actual exchange rates? The
latter typically accentuates that gap.

71. B. Milanovic, “Global Income Inequality: What It Is And Why It Matters,” World Bank
Policy Research Working Paper 3865, 2006. Available at http://www-wds.worldbank.
org/servlet/WDSContentServer/WDSP/IB/2006/03/02/000016406_20060302153355
/Rendered/PDF/wps3865.pdf.

72. OECD, 2008, “Are We Growing Unequal? New Evidence On Changes In Poverty
And Incomes Over The Past 20 Years.” Available at http://www.oecd.org/
dataoecd/48/56/41494435.pdf. See also “Spare a dime? A special report on the rich,”
The Economist, April 4, 2009.

73. “Spare A Dime? A Special Report On The Rich.” The Economist, April 4, 2009
74. Gladwell, M., “The Talent Myth,” New Yorker, July 22, 2002.
75. As discussed in Chapter 8; see Blossfeld, Mills, and Bernardi (2008).
76. See the lead article on “Does Inequality Matter?” The Economist, June 16, 2001, pp. 11–12.
77. Toynbee, 1946.
78. Handy, 1998.
79. Handy, 1998.
80. As Evans and Génadry (1998) point out, the analysis of dualistic tensions poses con-

siderable challenges for data analysis. Conventional statistical methods are based on
bipolar measurement scales where one end represents the low point and the other the
high point and assume a Gaussian normal distribution of data points. However, in
tension analysis both ends of the scale are “low points” whereas the healthy point is
the midpoint of the scale—for example, when a person recognizes that both “local”
and “global” perspectives are equally valid (sometimes one must prevail, sometimes
the other). Tension itself is easy to measure; tension is simply the variance. If the ten-
sion is high, the variance in views will be high; if the tension is low, then the variance
will be low. On the other hand, the interpretation of tension scores measured on du-
alistic scales is more problematic (see Evans and Génadry, 1998).

81. Hedberg, Nystrom, and Starbuck, 1976.
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High-performance work systems 63
Holdouts, dealing with 457
Home country nationals, bias 

towards 327
Horizontal coordination 170–216, 369
Host country effect 116
Human and social capital 9, 62

audit 540, 543
Human Relations 32t

Movement 10
Human Resource Management (HRM)

American model of 107
Anglo-Saxon model 107
architectures 52
boundaries of 585

three specific issues 585
competences 590
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Human Resource 
Management (continued)

core tasks 56
devolution to line managers 589
different views 606
e-enabled 579
evolution of 3
employee experiences with 77n
as field of study 9
firm approach to 54
formal training programs and 594
four roles in change arena 466
foundations, focus on 66
function

alliances, issues in 490
capability development 590
centers of expertise 575
exit routes from 595
external orientation at GE 587
generalists, support tasks of 583
global challenges and 596
Global, specialization 
within 132
handicap 67
least foreign experience in 593
managers, developing for 
transnational firm 593
obstacles to globalization 593
roles, defining 59–61
views about 584

global standardization of 132–4
drivers for 132

link with multinational strategy 24
long-term perspective and 

599, 600
need for current knowledge of 575
new-found legitimacy 13
non-HR professionals in 595
organization, in transnational firm 586f
orientation, global mindset requiring 

shift in 246
outsourcing 580–1
planning 32t
practice

contextual influences on 115–6
core, designing 56–9, 57t
firm performance and 63

global implementation as lever 171
hybrid in subsidiaries 135
potential for differentiation 55
structure to ensure 
consistency of 575

Process and Content Development 574
realigning 67
responsibilities, external 

boundaries of 587
responsibility for 589
responsiveness, cultural 

features and 100
role

dualities, tensions, dilemmas, duty
to explore 600
in the business 582
long-term consequences 600
strategies, to assist in 466

Roles 59–61, 574–93
scorecard 357
service centers 579

potential benefit of 580
language obstacles and 609n

service delivery 577
at Shell 583
implementing model 581–2
international variations in 582
key output 577
outsourcing as cost reduction 
in 581

strategy, fundamental pillar of 184
systems, integration in M&As 562
tension management and 604
three guiding principles 50
three stages of 65t
tools, IT-based 132
variety of delivery mechanisms 

for 585
Wheel, key elements 44, 49–64, 49f

Human resources, use of term 38n

Ideas, open market 401
Impatriates, 117

boundary spanning roles 221
communications and 160
global integration and 160–1
HR policies to support 160
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Implementation, importance of
commitment to 355

Inclusiveness, workforce diversity
and 279

Individual values, distribution of 102t
Individualism 98t, 100
Induction programs, formal,

socialization and 237, 277
Industrial betterment 6, 8, 32t
Industrial productivity, US 11
Industrialization

impact of 5
strategies 12

Industry, structural fit and 162n
Inequality, new forms of 602
Inflection point 467, 475n
Information sharing, norms of

transparency around 468
Information transfer, distance as

obstacle to 420
In-groups 229
Initiative, avoided in Chinese 

culture 360
Initiatives, incremental versus

breakthrough 357
Innovation

as social process 420
champions, need for 426
diffusing within multinationals 426
groups 315
hierarchy the antithesis of 423
Hourglass metaphor in 426
in surprising places 418
initiatives, examples 419
jam 475n
journey, stages in 422
managing across borders 391–432
organizing for 427
Proctor & Gamble’s connect +

develop model 392
Shell’s GameChanger 424, 425

Innovativeness 222
Institutional

environment 84
frameworks, differences in US and 

European 108
perspective 104–11

theory 106
Integration 78n, 123–169

acquisition, in 547–61
clarity of role of acquired unit 556
communication a two-way process 556
cultural assessment as plan for 545
goals 561
initiatives 550
leading the process 550
local responsiveness and 162
loss of 55
maintaining momentum 554–5
manager

role of 551–2
as transition specialists 551
as information gatekeeper 551
skills needed by 552

mechanisms 128
organizational design and 56
process

auditing 565
post-merger 547–560
post-merger 533

speed key success driver 553
strong normative, at Toyota 284
tailored to purpose of acquisition 550
teams, mixed 553
unintended consequences 554

Integrative leadership orientation 196
Intercultural communications 204
Internal labor markets (ILMs) 266, 333

advantages and disadvantages 267t
integral element of good HRM 

system 267
talent management, need for 

effective 267
used at Microsoft, Shell, Hewlett

Packard 334
see also Open job markets

Internal resourcing 266, 269
Internal selection, challenges 

of 285–289
Internal talent management

elite cohort approach 285, 299n
elite political approach 286
functional approach 287
regional differences 285
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Internal transfers 595
International assignments

as competence development 140
assignment failure 141
development opportunities 140
interpersonal networks from 140
short-term learning 

assignments 140–1
International compensation, trends

and challenges to 380–1
International HRM

a sensitive area 570
challenges 1–41
theories 31–4, 32t

International mobility
building on 246–7, 313, 329, 330
enhancing global mindset 247t
limitations development tool for

global mindsets 246
International transfers,

managing 142–52
Internationalization 3, 4, 7t

alliance in support of strategy 479
alliances useful tool for 477
first step towards 126
new models 114
obstacles to 340
strategies, HRM influence on 33
three paths 27
traditional approaches 3

Internet 30t
employment, effect on 263
global trends, effect on 111
recruitment 271

Internships 271
Interpersonal skills 225, 304, 

308f, 344n
Intracultural variation 118
Intranet jam process, IBM’s 468
Intransitivity, leadership 309
Isomorphism 107

Japanese Challenge, the 19
Japanese

Challenge, the 19
corporate values 234, 235t
discrimination 278

management
business practices 218
distinctive features 40n
museums of 496
subsidiaries with local 
managers 164n

social capital 229
strengths 195
see also Daihyo torishimariyaku;

Gaishikei; Genchi genbutsu; 
Jinzai; Kaizen; Wa; Zaibatsu 
Jinzai 38n

Job
classification, Hay system 365
rotation 313, 330–1
specifications 8

Joint Venture (JV)
alliance as 481
board composition 492
control and influence issues 492
formation, negotiation 

challenges 492
managers, demands on 494
managing 476–524
senior management, appointing 494
see also Alliance

Kaizen 100, 217, 235t
Knowledge 28

ability to receive 397
ad hoc management in PSFs 406
acquisition 411–6

market for 414
through partnering 413

economy, shift to 260; importance of
talent in 260

exchange, climate for 511
in HRM, forms of 396
innovation management, and 179
management 391–432

codification basis of 409
important for exploration 
and exploitation 426
in PSFs 405–11
Mittal Steel’s program 401

of business, competency 
framework 590
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practices and, expatriates conduit 
for 135

push and pull 399
retention 415

three strategies 415
sharing

communities of practice and 401
conditions to enable 397
depends on 395
global mindset relevant for 404
hubs of 402
important levers of 404
in professional service firms 
(PSF) 405
inter-unit 394, 397
in the multinational 394–405
repatriating 416
role of performance
management in 404
Social architecture, building
supporting 402
stimulating 399
structural mechanisms 
to aid 400
talent management 
considerations 404

stickiness, expensive nature of 
395, 427

tacit, need for investment 412
transfer

information technology, 
impact on 395
repatriation and impatriates 
enabling 399

two kinds of 394
value to receiving unit 398
varies according to strategic 

importance 395
ways to share 399

Knowledge-based careers, intransitivity
for 310

Labor
industrial relations and 57t
relations 108
unions 87

role of 108

Language, shared, importance of for
culture 236

Lateral coordination 39n, 175, 309, 368
importance of 185
hierarchical control and 172
see also Horizontal coordination

Lateral design, success of 197
Lateral leaders

competences 196t
developing coordination 

skills of 197
four domains requiring 188
roles 188
skills 196

Lateral steering
enabling 368
groups 315
people strategies supporting 196–7
tools 187–97

Law of requisite complexity 41n, 211
Leaders, high-potential, 

characteristics 321
Leadership, authority of 305

cultural differences 306
hierarchic, needed by networks 186

Leadership, behavioral complexity 
theories 216n

Leadership competences, Hay-McBer
study 306

in transnational development 448–9
Leadership development 301–345

focus on 32t
global coordination supported by

338–40
HR agenda, critical item on 322
implications of intransitive 

structure for 310
importance in GE 301
managing 320–32
priority in multinationals 302

Leadership effectiveness, cultural 
views 307

Leadership initiative, lateral project
roles demanding 368

Leadership intransitivity 302, 309
Leadership, managing change and 315,

451–2, 463, 468
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Leadership, national culture and 304
cross-cultural differences 306
cultural differences in 304
different roles 304

Leadership pool, high-potential 264
Leadership potential 285, 313

traits associated with 320
see also Potential

Leadership skills 307–8
firm specific 344n
integrative 313

Leadership training 317
Leadership, transformation of 186
Lean manufacturing 413

system, Toyota’s 516
Learnability 285
Learning

agility 320, 321
alliance 413, 483

Fuji-Xerox as 483
in NUMMI joint venture 413
reaching objectives 523n

assistance, personalized 337
capability, building in M&As 562
codifying in M&As 563
gap, local and multinational 

firms 112
internal barriers to 511
locally, advantages 28
low priorities and 510
mutual 508
objectives, explicit 513
organizational 508
parity 484

in alliances 479
reviews, IBM projects end with 208
speeds, varying 321
strategy, setting the 513
targets 512
teams 226

Learning-driven
assignments 144, 329
development, finding positions 

for 329
Licensing agreement, alliance as 481
Lifecycle differentiation 275
Listening post 411, 412

Local
adaptation 265
differentiation 265
entrepreneurship 1, 3, 75
isomorphism 116
responsiveness 81–122

business advantages of 85–7
drivers of 85, 86, 115–7

talent, attracting 19, 90
retaining 92

Local to global, swing from 441–2
Local versus global 27
Localization 19, 33t

as part of corporate mantra 88
bottlenecks in 93

negative outcomes of 93
expatriates and 93–4

cost of expatriation a driver of 153
elite cohort approach 

incompatibility 286
excessive 96
firms evaluated by degree of 89
implementing 88–96
objectives 95
strategy 94

sustaining 95
traps, avoiding 95

Low performers, dealing with 364

M&A
challenges, culture top of 538
keys to success 538
HR involvement 538–9
see also Mergers; Acquisitions; 

Mergers & acquisitions
Management by objective (MBO)

361, 388n
Management

Anglo-Saxonization of 111
competences, model of 310
credibility 451
localization of 83, 90

barriers to 90–3
case for localization 89

practices, effect of WWII on 9
system, Haier’s 346
thought, pendulum of 8
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Managerial Grid 13
Managing

change, GE formula for 451
knowledge and innovation, three 

phases 393
performance, difficulties in 368

Manpower planning 9, 32t, 269
Market, prime control mechanism for

transactions 162n
Mass-customization 250
Matrix

frame of mind, as 16
in the mind 338,339
management, two dimensions of 16
organizations 14
organizations unable to avoid 211
pressures 75
reporting lines and balance 582
roles 575
roles and responsibilities 212
see also Split Egg working
structure 3, 14–16

difficulties with 15
as difficult structures 179

transitional organizational 
form 180

MBAs, recruitment, benefits to social 
networks 226

Measurement
customer satisfaction 358
focused 354
real-time 355
scorecards 353
standardized 358

Meganational firm, the 25, 125
strategy 3, 126
subsidiary initiative in 444–9

Meister 106
Mentoring 318–20, 610n

forms of 319
relationships 594

Merger
definition of 527
difficult without articulated

approaches 66
implementation process 564
of equals 536

syndrome 547
managing 547–8, 549

people challenges of 555
post-, integration process 547–60
transformation 537
see also Acquisitions

Mergers and acquisitions
clear vision of value 556
cross-border 525–69
drivers 528, 529–30
greenfield investment,

alternative to 528
integration agenda 547
key HR issues 537–9
management competences in 529
measuring success 561
phenomenon of 526–39
speed, importance of 553
success factors 531
trends in global 528f

Metanational, the 422
features of 422–3

Métier, functional sense of 305
Metrics, clear and transparent 354
M-form divisional structure 38n
Mittelstand structure in German

firms 121n
Mobility

advantages of 594
cross-boundary 313
excessive 70, 330
facilitators of 263
functional 314
geographic 314
HR professionals, necessity for 594
increasing individual 262–3
international 238–9, 449
obstacles to 340
simplistic attitude towards 331

Motivation theories 100
Multicultural teams, effectiveness of 209
Multidimensional organizations

archetypes of 181
configuring 181t
implications of 186–7
structures 172, 177, 179

factors shaping 181
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Multidomestic 25
firm, transitive career structure 443
organization, change paths 438f
organization, spiral evolution of 437
strategy 3, 85

Multi-focal organization 24
Multinational

change in, organizations facilitating
433–475

company, most important question
for 350

emotional conflict in 209
leadership development 288–9, 329
mergers & acquisition, one strategic 

lever in 539
modern, the 11–21
people management in, challenges 31
performance management a 

key tool 59
stages of HRM in 64–76
structure, trigger for 14
top-down structure 309

MySpace 334

National business systems 83, 106
Negotiations, alliance like 

business 492
Nemawashi 39n, 16, 455
Network

boundaries, managing 517
leadership competences 592
leadership, abilities involved 576
peers, dominance of 113
perspective 112–15
theory 175
ties 115

Networking, encouraging 448
Networks 219–30

company, role of 115
international, influence of 115
separate 112

Nine-box assessment of potential 323–3,
327, 344n

Non-financial rewards 380; distinctively
Chinese reward 385

Normative control 129
Normative integration 39n

Norms, shared see Values, shared
Not invented here 229, 391, 398, 426

Objective setting, approaches to 351
Objective-based management 383
Objectives

localization 358
shared meaning 351–3
unit- versus corporate-level 357

One-best-way thinking 101, 243
One-firm firm 406
OPEN competency framework 299n
Open job markets 332
Open job resourcing, family oriented

firms and 334
Open-door practices 50
Operations

competitive advantage from 132
IKEA
maintaining global standards in 131
McDonald’s, consistency at 131

Opportunistic behaviour, risks 5
Optimal under-manning in

project teams 201
Organizational

accountability of HR 599
agility, building 467
capabilities 43, 44–9

difficult to transfer 445
expectation for HRM to support 66
in multinationals 48–9
M&A as 561–4

change, levers 418–9
cohesion, career development

and 506
compliance, manager’s 

responsibility 599
culture 9, 32t

challenges in managing 239
Toyota’s Production System 113
see also Culture, Values

Development (OD) 13, 463
movement 213n

Effectiveness (OE) 463
identification 232–3

dual 233
identity 253n
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outcomes, focus on 62
pendulums, steering to avoid 439
socialization, international 

transfers and 238
sustainability 598–9
theory & perspective 175

Orientation programs, 
socialization and 237

Out-groups 229
Output control 129, 164n
Outsourcing 413, 577

driven by HR function 581
central HR processes and 61

Particularism 97, 98t
Patchwork career 345n
Pedagogical ability, in knowledge

management 397
Peer

assist process 354, 355
ratings, objectivity of 371

People risk management 312, 316
facilitated by coaching 318–9
just-in-time 318
training as 316

People strategies, alignment 
with 2, 181

Perceived lower performer (PLP) 365
Performance

-based approach 280, 281–3, 281t
framework 282t

capabilities needed 439
evaluation

criteria 373
A-B-C quota 365
consistency 323
Novartis’ 9-Box Assessment 324

potential associated with 322
Performance appraisal 347

challenges in 374
cultural environment, local and 360
multiple functions 348–9
unintended consequences 359

Performance culture, building 560
Performance management 57t, 

58–9, 100, 178
approaches 383–4

Maersk and GE 352
Goldman Sachs and 383

attention to 350
best practice in 361
boundaryless process 348
context, constrained by 360
downstream side of 358–67
global 348–50
HR practice, standardized 350
international employees and 

372, 373
metrics, global mindsets and 248
nature of 211
organizational alignment, 

establishing 179
ownership 382–3
struggles for influence 504
systems, collaboration in IBM, Nokia,

Infosys, Haier 369
upstream side of 351–8

Performance measures 5, 347
local suboptimization and 358

Performance metrics
common approach 354
new 461

Performance standards,
champion of 364

Personal control 128
Personnel transfers, asymmetry 516
Peter Principle, the 309
Piece-rate systems 47
Pillar jobs 302, 312
Polycentric corporation 21
Portfolio approach 322
Post-merger integration (PMI)

547–60, 555
four stages 526
process 525

Potential
assessing and developing 285–9,

320–1, 322–32
challenges in developing 328
identifying 289, 322, 324
late identification 325
obstacles 325
transparent judgments on 326

Power distance 97, 98, 360
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Pre-industrial era 4–5
Priorities, balancing competing, 

need to 244
Privatization 23
Problem solving, confrontational 223
Procedural

control 129
justice 453

concept of 473n
importance of 462

Process development role in
HR 60, 574–7

Procurement function, transformation 
of 183, 184

Product
customization 170
innovation 417
life cycles 71

speed of 73
Professional service firms

configurations 406, 407
personalization in 409
solution adaptation 409
tensions in 410

Project management
capability, essential 195
cross cultural differences 195
Japanese strengths 195
teams 194
Western strengths 195

Project sequencing 194
Prokurists 304
Psychological

contract 47, 77n
empowerment 78n
profiling 144

Psychometric tests 144
Punctuated equilibrium model 436
Pushback, inevitability of 297n

Quality assurance, world-class 127

R&D Centers
benefits of global approach to 421
HP in Bangalore 421
organization and staffing 420
Shell’s organization of 421

Realigning
change as 68, 251
constant, risks from 71
HRM 65, 65t, 79n
task, two cycles in 69

Reciprocity, norms of 397
Recruitment 257, 269–75

advertising 272
agencies 272
forecasting 269
psychological testing 10
relationships 271
selection and 56, 57t

Regional headquarters 442
Regionalization 442–4
Relationship, with boss, quality 290
Relationships, as asymmetric 175
Repatriates, knowledge from 415
Repatriation 150
Reporting lines, focus on 14
Resource

alliance 483
-based view of firm 29, 33t, 45, 73
flexibility 469
utilization, efficient 188

Responsibility
accountability and 180–1, 181f
decentralizing 60

Responsiveness
challenge to differentiate 84
limits of 117–8
roots of 83–8

Retention
acquisitions, in 543
bonds 290
compensation 290
high velocity environments and 293
key employees as deal breaker 543
management 257, 416
managers’ accountability for at 

IBM 291
managing 92–3, 289–93

internal development and 293
factors in 92–3

research into 290
talent data, access to 543
turnover 290
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Returnees 158
compensation schemes and 381

Rewards 57t
selection and 276
system, design of 366
variable 54

Risk management, see People risk
management

Role clarity 150

Salary differentials, alliances 505
Scientific management 8, 32t
Second Life, Shell’s suite 420
Seesaw, metaphor of 605
Selection

as two-way process 277
bias 278
focus of literature 298n
importance of 233
methods, context and 276

different 276
socialization process, as first 

step in 277
Selection and assessment 257

four issues 275
managing 275–89
recruitment distinct from 269

Self efficacy 143
Self-help 60, 337, 577, 588

at IBM 337
Five-step learning model 578

Self-management 334–8
Sequenced layering 74
Service centers, HR 59, 61, 577, 

579–80, 583 
Service delivery 60, 67
Session C 323

origins 344n
process at GE 323t, 327

Set-up-to-fail syndrome 364, 365
Shadowing 594
Silo

functional 392
reinforced at Apple 336

tendency 325
Single European Market 23
SMART targets 460

Social architecture 14, 62, 177, 219
foundation of 177
knowledge sharing and 403
shared values, key part 178

Social capital 33t, 219, 402
advantages 222
bridging perspective 221
building and managing 224
China and 228
cognitive dimension 403
corruption and 230
darker side of 228–30
defined 220, 251n
driver, long-term employment 228
interlinked dimensions 220–1
Japanese companies and 229
leveraging 219–30
management training and 226
private good 230

Social
climate 93
communications 203
control, organizational culture 

as 231
engineering, culture management

seen as 239
entity, every organization an 219
loafing 372
mechanisms 56
networking 334

at IBM, BT, Nestlé 336
BT’s I-Click335
importance of 219
research 251n
self-management and 335

ties, risk of strong 427–8
understanding, developing 197

Socialization 20
balance needed in 238
employee, managing 236–8
extensive, at NUMMI 136
process 237

emphasis on 218
see Normative control

Societal cultures 83, 106
Sogo shosha 229
Sparring partner, HR role as 69, 592, 594
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Spin-offs 213n
Split egg working 303, 315, 328, 

368, 575
learning how 210
skills to be learnt from 315
working methods 209
see also Matrix roles

Staffing
challenge 194
cross-border teams, in 200
policies, realigning 161

Stakeholder
assessment, skills in 457
identifying key 464

Standardization 132–5, 164n, 266,
577–8, 583

regional 135
State of the Art (SOTA) Surveys 40n
Status quo, creating dissatisfaction 

with 463
Stealing with pride 511
Steering through dualities 439–42, 449, 64

Via HRM 65, 65t
Steering groups

accountability and 192
lateral 192–6
size 195
traps in managing 195

Stereoptyping 104
Strategic

advantage, breakdown of historic 23
agility 62, 63, 467–70

features of 467
importance of 73
organizational culture and 468

capabilities, positions linked to 330
HRM 18, 32t

change and 18
intent, developing 509
management, key concern of 45
partner 78n, 584
perspective 243
players 584
sensitivity, developing 467

Strategy
-based approach 280, 283–4
HRM and fit 18

implementation 45
change, about managing 435, 442
role of people in 45, 435, 450–463

industry characteristics 27
performance, link with 79n

Stretch 419–20
Google’s 70–20–20 rule 420
goals 352, 358, 387n

Structural holes 252n
Structure, decentralized, weakness 

of 170
Subsidiaries

foreign, institutional pressures 
on 111

importance of 182
importance to multinational 173
role of in differentiated network 182
types distinguished by strategic

importance 213n
Succession

management 466
pipeline 96, 270, 286, 309
planning 288, 332

Supplier audits 588
Supply chain

coordination, core 
competence 434, 448

fragmented 171
reasoning in staffing 266, 272,

288, 599
Sustainability, impact of economic 

growth 602
Sustainable business performance, 63

HRM and 42, 598–9
Swift trust 203
Synchronous training 316
Synergy

gridlock 532
disappointing concept 439

Systems thinking 9, 32t

Talent
A, B and C positions 259t
attracting 269
build or buy 266–8
corrosive elements 602
definition 258
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developing, key strength 256
development 32t
forecasting supply and demand 270
global pioneers in 262
hiding as act of corporate

disloyalty 325
identification, in M&As 543, 558
importance of 261
key employees crucial to acquisition

goals 557
local, benefits from developing 501
pools 190, 264, 332

management 332
origins of 297n
pools, small 328

portfolio approach 258
retention, in M&As 543, 557, 

558t, 562
inducements to stay 558
Key Talent Workshops 559
acquisition success and 559

reviews, 233
loss of credibility in 327
periodic, core HR task 583
Session C at GE 301

search processes 334
spotting hidden local 344n
supply and demand 259–63

Talent management 9
activities embraced by 264
competence logics driving 281t
competences and 280
consistency. pressure for 257
defined 257
e-based systems for 333
globalized approach and184
importance of 257–63
in M&As, five principles 558
key challenges 263–8
long and short term in 294
mindset 264–5, 291
retention essential to 263
retention, key element 289
reviews, importance of 316
skills, firm-specific 52–3, 263
transnational 256
value, barriers to 264

Targets
financial 356
Six-Sigma quality 358
stretch 358 see also Stretch

Team
appraisal, perception of fairness 371
-based rewards, aligning individual

with 372
culture, conflict resolution dependent

on 206
members, performance appraisal

criteria for 370
-methods, problem-solving 136
tightly integrated 126

Teamwork
appraising and rewarding 207, 370
competence 285
Formula 1 and 596

Technology transfer, complexity 446
Temporal consistency 51, 71
Tension

change not always causing 462
change, managing 433–75
constructive 464f
dynamic, a world of 605
management, HR’s role 607
management, HRM as 604
resolving 223

T-groups 9
Theory X 40n, 174
Theory Y 40n, 174
Theory Z 40n
Ties 220–1

Strong 252n
Time horizon 472n
Total quality management

(TQM) 100, 114
Total Shareholder Returns (TSR) 80n
Trade barriers 11, 84
Training

aim of 316
investment, as good 79n
just-in-time 316
power of, McDonald’s and 164–5n
promote-and-then-develop 317

Transfer paradox 427
Transferring managers, motives for 20
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Transfers, merits of temporary 500
Transformation 436

drivers of 173
process, BP’s Project 90 472n

Transition team
management, dualities and 74
responsibilities of 552
team, selection of 547

Transnational approach, towards 288
change journey 436–49
concept 33t
development, path for domestic 

firms 442
adapting competences to 285
flexibility in governance of 192
HR organization in 586f
developing HR managers for 593

development, path for 
meganational firms 444–49
intransitive leadership 443

managers 243
organization 4

birth of 24
change path to 449
differentiated 174
route to 436–50
transitive model
dysfunctional for 309

orientation, firms’ 26
pressures 26
matrix inspired 27
top management role 27

Transnationalism, alliances and 519
Transport, advances in 12
Treaty of Rome 12
Trust, importance of 183
T-shaped

concept 216n
manager 211

Uncertainty avoidance 97, 505
Uncertainty, 4Is to reduce in 

acquisitions 548
Underperformance, focus on 450
Unions

consent, in acquisitions 546
differing structure 109

French 105
membership 10, 108, 109t

Unit identification, corporate versus 
local 232

Universalism 97, 98t
Universalism-particularism 

dimension 101
Unmeasurables 353

Value chain
analysis 214n
close control over 125
links in 127

Value creation, stimulus in
multinational corporation 350

Value differences between cultures 103
Value systems 84
Values

as non-negotiable 239
Asahi Way 239
Chinese Way 235
corporations, shaped by CEOs 235

stories and sagas 236
Hewlett-Packard Way 239, 

240, 254n, 597
jamborees 236, 240
Japanese corporate 235t
Lincoln Electric System 239, 597
monitoring adherence 239
multinational firms and 230
philosophy, guiding 597
process of realigning 240
shared 231, 233–9
shared, organization culture and 234
sharing globally 230–40
stemming from founders 241
Toyota Way 230, 239, 597
traditional Japanese 234
see also Culture

Values-based
approach 280, 284–5
leadership 231, 241

Venture champions, role of 495
Virtual team 199

communication challenges 204
cultural differences 203
difficulties of developing 199
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supporting high performance in 208
trust, importance of 203

Virtual teamwork 171, 204–8
Virtual world, Shell’s 3D suite 420
Vision building 465
Vitality curve 302
Vocabularies, shared 236

Wa, core Japanese value 369
Wage incentive programs 8
Weak ties 251–2n
Welfare

programs 32t
secretaries 8, 10

Work system, transplanting 135–7
Toyota Way, the 136

Workforce scorecard 357
Working practices, Japanese 136, 137
Work-life

balance 273
retention and 290
programs 291

Work-related values 97
national culture and 97

Zaibatsu 11
Zentralebereiche 16
Zigzag management pattern 330
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