e Leader—-Member Exchange
‘heory of Leadership

PUT PEOPLE FIRST. It’s people who make you, and your company, organization or com-
munity, successful or not, in good times and bad. Everyone wants to be successful. I often
ask people, “Have you actually ever met anybody who wanted to go to work on a given day
and fail?” The answer is inevitably no, and yet the way we conduct ourselves and develop
relationships with those who work for us often suggests the opposite: we expect failure and
therefore shape our efforts to defend, rather than shaping them to win.

—Rick Hillier, General (Retired)*

s the quotation above suggests, leaders need to interact with their followers. The leader-mem-

ber exchange (LMX) theory of leadership is concerned with the interactions between leaders

and followers (Daft, 2015). The traits, skills, and style approaches to leadership emphasized
leadership from the leader’s perspective. Situational theories of leadership are centered on the follower
and the context in which the leader and follower interact with each other. In essence, these theories
are about what leaders do to each of their followers (Northouse, 2016). The focal point in LMX theory
is the dyadic relationship between a leader and each of his or her followers. In other words, LMX
theory is concerned with the differential nature of the relationships between leaders and each of their
followers (Daft, 2015; DuBrin, 2013; Yukl, 2013). We will describe two waves of studies that have

examined the LMX theory of leadership.

'General Rick Hillier served in Canada’s Armed Forces for 35 years. He served as the Chief of the Defence Staff (CDS) from
Febﬂlary 2005 to July 2008 (Hillier, 2010). The CDS position is equivalent to the Chair of the Joint Chiefs of Staff in the United

States Military.
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X The Early Studies @~ — "~
PN y Graen, 1976; Graen & Cashman, 1975)

Graen, & Haga, 1975; hasized the vertical dy, .
. They emp Yadjc
ated 10 LM}%}h er(:erlztionship that a leader developed
HE tically dyadic relationships. This Jed to
e vertl d those considered oy;.

Graen and his colleagues (Dansereau,
were the forerunners in the early studies rel
linkages that leaders developed with eac.h subord e
his or her workgroup was the combination (.)f all of the r etionships an

two broad types of relationships: those considered in-group
respect, liking, and reciprocy

roup relationships. :

° f{elationshipf within the in-group are marked by rr:iUftU;i'l vtg-ztnegotiate that followers do more
influence. In-group relationships develop when leaders an ollo ¥ that require 4 byt formad
than reqt;iredgby their job description, and leaders pfo_\lr}de m;rr: ta :ﬁcipation i deition piaking
hierarchy. In-group members are given more respon51bsx lgdmmorepsupporf I N,
’ unication based on job

are more involved, and

tangible reward
i ed by formal comm
). Out-group members do what

are more dep
is required and no more (Yukl, 20

sary to retain their jobs. Mentally, t :
to work, do enough to keep their jobs, and then go home. They wi

required to achieve higher levels of effectiveness.

more interesting job assignments,h ot
In contrast, relationships within the out-group are :
descriptions (Yukl, 2013). In addition, in-group members com:;lulrg;gte more,
dable than out-group members (Dansereau etal, ; .
i y 121,)). They may be physically present but will only do what Is neces-
hey may have defected from their jobs, even though they Stl‘ﬂ come
11 not go the extra mile that is often

XX The Later Studies
Whereas early studies focused on the differential nature of in-groups and out-groups, the later studies
focused on enhancing organizational effectiveness. Essentially, empirically based studies have found
that where there are higher-quality leader-member exchanges, there are lower employee turnover,
better employe'e evaluations, more frequent promotions, better work assignments, more participation
by employees in d.ecision making, enhanced commitment to the organization, more favorable atti-
tl.ldes toward the job, and greater support and interest from the leader (Graen & Uhl-Bien, 1995;
Liden, Wayne, & Stilwell, 1993; Northouse, 2016). o 9 .

In essence, these studies demonstrated that leader /
_me - A

related to results for leaders, their followers, the groups in whi:;:l;::d:fsc hal:{gfe quality was positively
c:ach other, and the organization as a whole (Graen & Uhl-Bien 1995) a';‘1hi s Roaccgth
tions where leaders develop good working relationships with each indivi.du IS sugges?ts that organiza-
form those organizations where the leader-member exchange reflects n?ostlllbordmate G4 R
Sty out-group member

relationships (Yukl, 2013).

N Leadership Making

The later studies led to a ipti
' prescriptive approach to leadershij
- . . ip that has ¢ :
Withtg‘ga:i;aﬁr;?ii makn;g Zuggests that leaders need to form high-quaﬁrt;eot:ibe called leadership
eir subordinates, not just a small minorj .7 = 10-group

develo . J all mmority. Leadershj . 2 ""P» exchangeg

Develogﬁggl gsf Partnership networks beyond the workgroup throughout ti:;:i[ni 18 also abgyt tghe

Fithne leaderse n}c;tworks sh(?uld I.ead to better organizational performance and g of the OI8anization
Who engage in this practice (Graen & Uhl-Bien, 1995 NOrthoi Seatgr Career ;

s H [ 0]_6)_
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ﬁ First Impressions
- [l el

gome research (Liden et al., 1993) suggests
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leader-member exchange may be formed in the first days and that the old ada é:— ou have onl
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QHL How Does the LMX Theory of Leadership Work?

tive. In both cases, the heart of the

descriptive and prescrip
leader and each of her or his

The LMX theory of leadership is both
onship developed between 2

LMX theory is the vertical dyadic relati

subordinates. From a descriptive sense,
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plishment with in-groups is substantively different than with out-groups. In-group members

willingly work harder than required and are more innovative in accomplils.h'%ng goals. Conse-
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and more time.
Out-group members
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Out-group members receive the benefits tha
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Ontract but nothing more.
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n their development. Goal accom-
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nes governing organization
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N Om;l::lf; nZTE;;;‘PtIVC sense, Graen and Uhl-Bien's (1991) leadership-making model allows ys ¢,
dinat : th.eory most/clearly. Their prescription is to develop relationships with all sub,..

ates who are similar to those described earlier for in-group members. In other words, give 4
subordinates the chance to accept new responsibilities, nurture better-quality relationships with eacp,

subordinate, develop relationships based on trust and respect with all subordinates, and make the
1d form high-quality partner.

Wl‘lole workgroup an in-group (Northouse, 2016). Finally, leaders shou
ships with people throughout the organization (Daft, 2015; Northouse, 2016).
Whether we view the LMX theory of leadership as descriptive or prescriptive, it works by empha-
sizing the dyadic relationship that both leaders and followers see as special and unique. Northouse
the leader, the followers,

(2016) suggests that “when these relationships are of high quality, the goals of
and the organization are all advanced.” Implied in this statement is that these goals are clearly defined

and understood, as well as shared among all leaders and followers—this may be one of the prime
the development of high-quality relationships between leaders

responsibilities of leaders: to ensure
and each follower, We encourage each of you to be willing to lead others but also to understand the
responsibility you accept for developing special, unique relationships with each of your

subordinates.
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i The Cases

Carnegie Industrial: T he Leadership Development Centre
program of a large multinational organization must

A director within the leadership development pI . _
decide how to manage a very difficult conversation she must have with her assistant director. The
assistant director, who is older and more experienced (although less educated), interviewed for the
nt director has never been happy reporting to her much

director’s position and didn’t get it. The assista
/ ] “ ! — : J
by B
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_hanges Once under the new leadership tearrc:
ihe future growth of the company, The manag,i
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on Leadership: Leadership and Loyalty

45 Gandz writes, leaders expect their folo
foyalty. - - Good leaders understand that th
but different concept—fealty. Smart leaders
is earned. In this article, the author
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8S and threatene?

ng director weq
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or decig;
o )

to resign }r;s_ The assistant director had con-
Ow should the director handle this

i;edls a difference between real loyalty and a related
sl erstand that fealty is demanded, whereas loyalty
me things that leaders can do to earn loyalty.

—— Carnegie Industrial: The Leadership Development Centre ——

Ken Mark and Michael Sider

Ken Mark wrote this case under the
supervision of Professor Michael Sider
solely to provide material for class dis-
cussion. The authors do not intend to
illustrate either effective or ineffective
handling of a managerial situation.
The authors may have disguised cer-
tain names and other identifying infor-
mation to protect confidentiality.

'. N Introduction

e ——

B e

ming, Shannon

dustrial’s Lead-
n aback by

Even though she knew it was €O
C°P!€Y. a director at Carnegie In
#ship Development Centre, Was take

\_—
Copyrs :
PYright © 2007, Ivey Management Services

her co-workers outburst of emotion. Eleanor
Galvin, the assistant director, had just issued.
what sounded like an ultimatum, her voice
trembling with anger. Galvin was livid that she
was not being considered for a full-time position
in Copley’s communications program.

It was May 12, 2007, and both women were
standing outside Copley’s office in Somerville,
Massachusetts. With colleagues watching her,
Copley wondered how best to respond.

) Carnegie Industrial
- ¥ e
(Carnegie), headquartered

Carnegie Industrial
ticut, was one of the biggest

in Stamford, Connec
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corporations in the United States with $125 bil-
lion in annual sales and 45,000 employees. Part
of the S&P 500 since 1985, Carnegie was bot_h a
manufacturer of products for the engineen{lg
and construction industry and an industrial
consulting firm, with clients primarily from tl.le
US. northeast. Carnegie had grown rapidly. in
the past decade as a result of a series of acquisi-
tions. As a result, its workforce comprised at
least four distinct cultures. In an effort to amal-
gamate the group, a leadership centre, patterned
after General Electric’s Crotonville facility, was
built in Somerville, Massachusetts, in April
2001. Somerville was chosen for its location,
which was central to the various Carnegie
offices.

The Leadership Development Centre, or
LDC, was housed in a refurbished factory, com-
Pletely renovated to modern standards. A staff
of 25 was led by Executive Director Elizabeth
Silver and three directors. The LDC offered a
menu of courses and leadership development
modules. All new hires at Carnegie spent a week
at the LDC as part of their orientation at the
firm. The curriculum for these new hires focused
on team work, financial analysis skills and the
basics of project management. The leadership
modules were reserved for grooming talent at
the mid- and senior-level management ranks. In

‘addition to the specialized programs in team-
building, finance and project management,
courses in two general areas were available: tech-
nical competency (specialized courses in engi-
neering or science) and communications
(courses in conflict resolution, negotiation, and
written and oral communication),

N Shannon Copley and
Eleanor Galvin

hannon Copley had been hired as director of
le LDC communications program in April
396, with a mandate to revive the program,
P-uch had foundered in the past three years as
idenced by its poor reviews. Attendees

o
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CHAPTER 6. THE LEADER-MEMBER EXCHANGE T

ORY OF LEADERSHIP

hat the mater 1at1ju"(\:7teif: elth?r oyt
d, and the ins ! Uningp;

: he former director hag b,
1nlg. [:clitlz)(}ugi}; (tjuties, Silver had retaine t}i?,
;cft;:vstaff members. Thrt?ugh an executjy,
search firm, the LDC had ’lnter\fu.ewed Severy
candidates for the directors pos.mon and hyq
narrowed its search to two candidates, Copl ey

Complained {
dated or blan

and gz;ler; in her early ?Os, ha;l recently com.

pleted her PhD in English and Communic,.

tions from a well-respected Eastern U.S. schq

and for the past three years ha.d been working

in the investor relations practice of a prom;.

nent Boston-based consulting firm. She wag

both articulate and approachable and wag
known for her innovative thinking and her
project management skills. Copley had ap
informal business approach that valued results
over decorum and hierarchy. Copley would
‘arrive at work in casual clothing, wearing Birk-
enstocks. She encouraged her staff, all of
whom were in their late 20s and early 30s, to
dress in a similar manner. She disliked meet-
ings, preferring to communicate through
e-mail or personal contact. When she did
gather staff for meetings, she was informal but
efficient. She ran her meetings quickly, with
lots of casual banter and humor, and her staff

correct tl}’em with a wave of her hand. “Call me
Shannon,” she woylq Say. On the other hand,
(;opley could be business-Jjke when the situa-

been Tecently pro-
- Most recently, Copley
€ OMmunicatione pro-

» il



Fhe director’s position, held a ma?ter
n English from Oxford University 2

ot Carnegie |
was 1nterviewed f
copleY . ) or the ;e
impressed Silver with her candolso-slt“’“» she
thinking and confidence: > INNovatjye

pve seen effective and ipe
s. And effective progr
cally more than remedia] ;
accessible to employees th
business. Your previous ,
tions program was both in azz::;;l;ll;uca-
remedial. It sent the message that if and
used it, you were in need of help.’szu
our mAanagers sent staff to the pro gran?
the staff felt they were being criticizeq__
that their communications skills wer, er;
adequate. Furthermore, there were some
important areas that the Previous pro.
gram wasn't equipped to handle, like
working with the business’s growing
numPer of overseas managers whose
English language skills put them at 3
disadvantage here in the US. Programs
like this should be open to all associates,
whether they’re native English speakers
or not. Everyone can benefit from
improved communications. I know
there's some apprehension about the
costs of such a program—if we make it
less remedial and open it up to lots of
people as a viable part of their leadership
training in the company, there would be
many candidates being coached—but we
shouldn’t limit it to the ones who need
remedial help. We should use dedicated
personnel for the coaching and have
learning teams from the different ranks.
Junior team members can learn from
seniors and vice versa. If you hire me,
some of the program elements may seem
avant-garde but theyd represent current
thinking in the field. Don't hire me if you

dont want change.

ffective pro-
ams are i

n nature and
roughout the

ndidate for
’s degree
nd had

Eleanor Galvin, the other ca
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Spe ;
nl:e:: Zoofy:;lfsi lrtl the l?uman resources dep?rt-
firm, where hn erﬂz’ltlona'l Fechmcal services
. she had s lized ther
thlngs, i thel d [.)ecm 1Zzed, among othe¢
agers for ea ershl.p development of man-
whom English was a second lan-
8uage. Galvin was 50 i
Person b year.s old. A conservative
sl Y nature, Qalvm preferred formal
attire at all times and dressed immac-
ulately in expensi . .
Ry, P nswe.busmess §u1ts. She was
oFpotozs] er ;ttentmn to de?all and her love
sl ana? Pprocess. Galv1f1 was reserved,
o beneatha y}t:cal in her business appr(_)ach,
— the reserve was a profes'sxonal
B tr co-work‘ers and c.:llents. Galvin had
o1 strumental in working with her team
evelop a well-regarded coaching program.
f’-&lthough her team of subordinates had ini-
tially envisaged a broad-reaching, high-impact
(b.ut costly) program, Galvin was able to work
W'Nl'[h them to create a more focused and thrift-
ler version. The team never seemed to disa-
gree with Galvin’s suggestions because she was
’fhe most senior person on the team. Since
joining the firm, Galvin had been promoted
through four ranks from assistant manager to
senior director. Her superiors praised Galvin
for her no-nonsense business style. “Miss Gal-
vin's tough but fair,” quipped a junior employee.
Two months earlier, Galvin left the job to be
closer to her family in Somerville and was
actively seeking another position.
When Galvin was interviewed for the direc-
tor’s job, Silver was pleased with her grasp of the

objectives and her precise answers:

We should aim to help employees who

can improve the most, and we should

do this in a cost-effective way. There

should be clear deliverables and regular
progress updates. Although we would
welcome suggestions from our team
members—after all, the best ideas can
come from anywhere—we need to keep
this program focused. The last program
was very good, but the material could

be refreshed. Let’s not throw out the
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ith the bathwater, so t0 §
'tl)‘zl;ym“:ch change can be cnnfuilmgt }tlz
i fore we do
one, especially be :
::;:l}i’red analysis of existing processes.

™ The “Communicate!”
Program Is Created

Although Silver was impressed by both Copley
and Galvin, she decided to offer Copley the
director’s job on the basis of her superior. aca-
demic credentials and her Previous experience
Creating a communications program, which Sil-
ver believed would bolster both Copley’s credi-
bility in the training sessions and the LDC’s
credibility throughout the organization. An

closely wit}, Eleanor g

alvin”

ADERSHIP
ORY OF LE

ANGE THE

MBER EXCH

ntations were scheduleq for ¢

ug?gzeg;ﬁl:::s units and a curriculypy, OUH?EE
0
was devigpgi 't few weeks, Copley sens, dy

I Iﬁ vaas having trouble adjusting to -
Galvi the second-in-charge. On the first 4 .
role asample’ Galvin had approached COpley
fol;I E;Tlaking her hand, congratulated he, on he,
:;p;)intment. Galvin had thanked her, assureq
her that she was Iooking ’forwaxl-d to worki,
with her and then said: “I'm a little cmePSe 3
though, as to"which office should be mine |
ver had previously asked Copley V\thether it wag
“okay with her” to share an office with Galvin f,,
a few weeks until better offices became ayajj able
for both. Copley had agreed with the arrange.
ment and had assumed that Galvin woylg also
have no problems with the arrangement, Hey,,.
ever, for Galvin, the lack of an office was a bigg or
deal than Copley had anticipated, just fee]”

said Galvin, “that it Jooks bad to the staff and to
the whole Organization to haye

an offj
delighteq With the J,, e
] r '
window facing the parlf In e g :

at the cop, any stor. . o-cd she Spent a da
office furniture. E.‘ge bm]dmg looking for new
Within six



Carnegie Industrial

. 1, These managers
w job- ANagers were the
n‘:') 1d help pop.ulal"lze the new Prograiiotl})lle who
out the organization and train w— rough-
: ctors-—-they were the core of the Pr};rogram
gram—

jnstrd
and Copley felt lucky to be able to mentor th
em.

Galvin, however, had som :
nanagers- At the first trainir:;"l;lzlzlwuh the
seerﬂed defensive, as if disconcerted b ion, §he
with people who had the same if not Iziflzf)\forkmg

cation. She spent a lot of time lecturinl‘e edu-
powerPoint presentations and didn’t e ngt’e:-lts?d
many questions. Copley, in contrast, passed ain
readings ahead of time and ran her cession out
small-group discussions. The managers see r; as
(o respond with greater interest to Co lee,
training, but Copley felt that the differen?:e {;
style between Galvin and herself was perhaps a
good thing—the kind of balance that Silver was
Jooking for in the program. Still, she noticed that
the managers spent a lot of time with her and
Jmost invariably brought any problems they
encountered to her not to Galvin. Silver was
worried that she was unintentionally disempow-
ering Galvin in front of the other staff, a move
that would make more work for Copley and
cause Galvin obvious concern.
As time went on, Galvin, in Copley’s opin-
ion, continued to have trouble adjusting to the
more collaborative, informal environment Cop-
ley wanted to create. In training sessions or
when meeting with others in the organization in
an attempt to sell the new program, Galvin con-
tinued to be almost rigidly methodical: she was
more comfortable with one person after another
speaking in turn, preferably starting with junior
employees and ending with the most senior
employee in the room. Her body language sug-
gested that she had difficulty tolerating “push
back” or “constructive criticism,’ although she
had less of an issue when she was addressing the
junior staff. Some managers within the company
tesponded well to Galvin's styles however and
Copley continued to feel that Galvin, although
Quite different from her, was an asset t0 the proé
E::m Furthermore, Copley haq PY i fozz d
eral portfolios in which Galvins training

s Leadership Development Centre
her apt;
eﬁtsap(ttl;ide dfor analysis and process were ben-
Courses tar eVEIOPme'_"t of communications
leaders, for geted specifically at international
that th;:Se GXamp-le)’ and Copley had made sure
—, centp01rtf01“—)s' kept Galvin away from the
progr ral decision-making process in the
gram, and, often, away from Copley’s office.
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v/
’AY Rumors and Reports

In March 2007, one month before the new pro-
tgrfizl:dhfad completed its first year of operation, a
hirTe Lorg her old ﬁ‘rm called Copley to tell her
bk a me‘t Galvin at a conference the week
efore. Pfccordmg to Copley’s friend, Galvin had
been actively soliciting offers from other employ-
ers at the conference. He had overheard her say
that she was quite unhappy with the situation at
Carnegie—that she felt “secondary” and “unap-
preciated” and would welcome a chance to run a
program of her own. Her friend had also heard
her say that she did not like being subordinate to
someone nearly 20 years her junior. Copley
recalled that at a dinner that both she and Galvin
attended, she had overheard Galvin introducing
herself as “one of the two directors” of the com-
munications program. Copley had let it go with-
out saying anything, although her husband, who
had also overheard the comment, was angry.

In April 2007, with the program’s first
annual review of employee performance loom-
ing, Copley tried not to let what she had heard
affect her judgment. She thought she would give
Galvin a “very good,” one notch short of “out-
standing,” because Galvin had indeed attained
the goals Copley had set for her, and in the
demanding environment of a new initiative.
However, Copley felt that Galvin was still trying
too hard to lecture to the managers, and that
although her guidance was sound, her tone was
condescending. One managet confided to Cop-
ley that, on more than one occasion, participants
had noted on their feedback forms that they
found Galvin “arrogant” and “aloof” And yet

program enrollment was up 100 per cent, and



OF L
150 CHAPTER 6. THE LEADER-MEMBER EXCHANGE THEORY

positive reviews had tripled during the year. Sil-
ver was clearly happy at this rapid turnaround.
In addition, Copley, Galvin and their team were
accomplishing this feat with a smaller budget
than before. The communications team was
lauded for its success in improving skills across
the organization, and Copley received a steady
stream of congratulatory e-mails, which she
shared with her staff. Talk at the management
ranks suggested promoting Copley into an oper-
ating role within a few years. Galvin wasn’t a
great “fit,” to be sure, but Copley had to admit
she was part of the program’s success.

Before actually writing Galvins review,
Copley met with her to discuss the process that
would be used for the review. Galvin expressed
concern with the use of “360-degree” feedback
that incorporated managers’ reviews of their
superiors. Copley argued that she felt the man-
agers’ feedback was vital, given their centrality
to the program and their very strong qualifica-
tions and performance. By this time, Copley was
growing weary of Galvin’s constant conserva-
tism. She seemed to be trying to protect the
status quo. Galvin, however, continued to argue
vociferously that only her superior should pro-
vide feedback. Finally, Copley said, “Okay, if you
only want my feedback, then I'm happy to limit
the appraisal to my response alone” Galvin
looked shocked. “I wasn’t talking about your
feedback, Shannon,” she said. “I was talking
about direct feedback from Elizabeth.” Copley,
confused, told her that Galvin reported directly
to her, not to Silver. Galvin insisted that, as one
of the two program directors, she reported to

Silver, and angrily left the office. A few minutes
later, Silver phoned Copley to say that she had
just met with Galvin, who was unclear about the
chain of command, and that Silver had informed
Galvin “in the clearest possible terms” that Gal-
vin reported to Copley.

Two weeks after the reviews were com-

pleted, Silver approached Copley:

We're very pleased with your perfor-
mance, Shannon, and we hope that
youre happy with your role. We

EADERSHIP

certainly want t0 keep you here. I want
his in person because, as

to tell you the firm is facing difficult

ow, t
r;::ergnd we have cutbacks across the
organization. Fortunately, I made it

clear that your program ha; rrllg fluu
support and, as a result, we s 1eh'e '1t
from the cuts. The unfortunate thing is
that we won't be able to expand the
program as we discussed a year ago. In
fact, I don't know if we'll be able to put
in a budget increase in the next two
years or so. I hope you understand.

ied, * ite well with
Copley replied, “I can work qulte we
o gu’ve given us, Elizabeth. We'll

the budget :
X ; yshe walked out of Copley’s small

make do.” As
office, Silver said, «] should also tell you that

were looking for your enrollment numbers to
increase and your ratings to increase next year.
This was the condition the management team
asked of us, in exchange for protecting the cur-
rent level of funding” Copley looked back and

smiled.

X A Difficult Conversation

Although Copley was happy to accept the chal-
lenge of increasing program enrollment and
ratings on the current budget, she knew that
the decision to freeze funding would not be
taken well by Galvin, who wanted a full-time
position. Indeed, Copley had just met with
Galvin to talk about Galvin’s completed perfor-
mance review. Deciding that she did not want
what might be simply differences in leadership
style to affect the objectivity of her review,
Coplfey had, at the last minute, decided to give
Galvin an “outstanding” rating, despite her
OWn reservations about Galvins performance
and the equivocal feedback from the managers.
gowev?r, du'ring the meeting, Galvin had used
fu‘;llflt‘?YS TEVIEW to suggest that she be given a
one or 1 en. Galvin had suggested letting
wo of the Managers go, thereby freeing



for a full-time pqsition. Cople
f“nd;nded that her suggestlon wasn't ar;l OY thad
;eSEd o had left the meeting angril b Yoy

ae din sick the next day. Y and haq
1 On May ' 2007’- Gal_vin approached g
ey’ off€S and, standing in the doorway, bU.I]';;;

out 11 ears:

Its not fair to me not to Provide me
with a full-time position. I've worked
really hard—as hard as you—over e
past year, and my contributions haye

Lowe Joo Yong

Professor Lowe Joo Yong wrote this
case solely to provide material for class
discussion. The author does not intend
to illustrate either effective or ineffec-
tive handling of a managerial situa-
tion. The author may have disguised
certain names and other identifying
information to protect confidentiality.

with Actavis China with much pride and
satisfaction. By January 2012, the firm had
finally earned a profit—a rare feat for a foreign
generic drug-maker in China, Thinking back on
his arrival at Actavis two years before, Kapicic
knew he had come a long way, having made
some difficult personnel decisions and overcome
tremendous cross-cultural and international
challenges, including threats to his life. .
A capable and reliable core team was nOW 10
Place to take Actavis China to the next stage f’f
Browth. Kapicic had realized that to suc':ceed in
Ching’s extremely competitive generc drug
Market, there was a need to raise quality an

\\—‘_-_
Copyright @ 2013, National University of Singapore .

Goran Kapicic could look back at his time

d Richard Ivey School of Business Foundation
n
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been
But y:):zntsr}?l to this program’s success.
» >hannon, have basically alien-

a
dtgcilbr:r:tﬁ‘lom the managers, and you've
s ely kept me out of the loop
progrg S‘:ime. of the most important
e m ccisions this year. You don't
o Me, and this is the first place I've
el worked where I wasn't trusted. It
akly lhurts, and I can't go on like this.
You either tell me right now how you
feel about me and whether you'll ever
Support a full-time position, or I quit.

Goran Kapicic qt Actavis China

gain consumer confidence. His strategy was to
produce drugs of European quality that would
be priced attractively to the Chinese market, but
this plan would require a heavy investment in
the recruitment and development of human
capital talents. Given the low margins and diffi-
culty of earning a profit, how should he strike a
balance between the need to spend prudently
and the need for employee development?

The announcement of the acquisition of
Actavis by Watson Pharmaceuticals also meant
uncertainty for Kapicic and his people. How
would this change affect his employees, and how
should he prepare them for the integration of
Watson and Actavis? Would he have a new role?
Would he still have his job?

~ Goran Kapicic

Kapicic was born in Croatia to an engineer
father and a college-teacher mother. He credited
much of his character to his traditional Croatian
father, who was strict and uncompromising,
Kapicic recalled:

Version: 2013-02-25




B

GE
1s2 CHAPTER 6. THE LEADER-MEMBER EXCHAN

When I was in high school, I never had
any vacations. My father always m'ade
me work while my friends were enjoy-
ing their holidays. His philosophy was:
if you want to enjoy life, work first. I
was therefore made to earn before I
could go for a holiday. When I dated
my first girlfriend, he also made me
work to cover the cost of the petrol so
I could take my girlfriend out in his car.
I did not understand him then and felt
he was very hard on me. Now, when 1
look back, I greatly appreciate the edu-
cation he gave me. It built my character
and developed in me a strong work
ethic and discipline, which have been
very important to my career.

Kapicic obtained a degree in international
trade from the University of Zagreb and began
his career as an assistant to the marketing director
of Pliva, a famous Croatian pharmaceutical
company that was ranked seventh in the
international generic pharmaceutical industry
at that time. He moved to the sales department
and became the sales manager after just one year.
After six years, in August 1993, he was sent to
establish Pliva’s office in Beijing.

That move was the beginning of a 20-year
long career in China, in which Kapicic led many
world-class generic pharmaceutical companies,
including Pliva and Barr Laboratories/ TEVA.
Most recently, he was personally recruited in
2010 by Hordur Thorhallsson, the executive
vice-president of Actavis, to head its operations

in China. '

™ Actavis China

Actavis made its entry into the Chinese market
In 2005. In" China’s complex pharmaceutica]
market, global and domestic players operated in

*“China’s Pharmaceutical Industry—

) Poised for the Gj s
pages/china-pharmaceutical-20110 e Giant Leap;

www.k
35PX, accessed February 15, - Pmg.com/cn/en

rowded and competitive envirf)n-
an extremel)i }fan 1,000 international enterprises
ment. Morf:ace Jlofig with iI‘l excess of 5,000
vied fc;'r Sglay;rs . this highly fragmented
domestic )

generic drug market.

Actavis was 2 leading global player in the

ure, and sale of first-
develOpmePCt’ lrlr;nmuaf::ttlticals (see Exhibit 1 for
class genéfﬁinz,s product line). The successful
f&ctaws' of a number of acquisitions had
integration one of the largest companies in its
made Actavie molecules in its stable and

, ith 1,100 4
mduSt;)lia‘thumov er of more than 1.8 billion

euros (2011). Founded in Iceland in 1956, Act-

was now based in Zug, Switzerland, and
n 40 countries with more

an an

avis
operated in more tha
than 10,000 employees.

As managing director, :
avis’s China operations. In the 2.5 years since

Kapicic had taken over, Actavis China had
moved into profitability. To achieve that, Kapicic
had to carry out some major transformations in
the firm by changing its organizational culture,
replacing key personnel, and instilling in the
workers a strong sense of motivation and
productivity.

Even though it was not doing very well,
Kapicic willingly joined Actavis'China because
he relished the challenge. ‘

Kapicic headed Act-

I am a person who likes challenges.
For me, making patients on their
deathbed walk again is the ultimate
challenge. I was looking for something
like that, something that would make
a difference to others’ lives. Coming to
Chilna to rescue an ailing company
excited me. Many foreign executives
are describing China as “mission
Impossible,” a position I strongly dis-
agree with. It is always about people

Management and respecti
e
culture. pecting the local

/ Issuesandinsights/ articlespublications/



Leading Change

g B
Ctavis China .was founded in 1958 as 4 state-
Awned enterprise known as Foshan Pharmacey
qc plant. It Was bought by Australia’s Fauldin-
gha;maceuticals’ which was in turn acquired bg
2 us. firm Alpharma in 2001, before Actavi}s:
Jred i in 2005. When Kapicic took over
. China, it was a loss-making operation
by 2011, it started making its ﬁrsi
ProﬁtS- How did Kapicic transform a loss-
? aking entity into a profitable one?

when 1 took over, there was so much
negativity about this place here. I found
¢o many negative comments about this
company On the Internet. The com-
ments included “this place has no sun-
shine, and people are living in darkness,’
“a0 directions;” “people always quarrel-
ling, “nepotism and bad HR practices;’
«Jon't go there;” “lots of gossiping at
work,” etc. I was s0O shocked. Why were
there so many negative comments about
the company? I realized my immediate
task was to restore my employees’ confi-
dence in the company. I had to change

the negative atmosphere here.

Edward Wu, the warehouse and distribution
an who had witnessed

manager, a company veter
mented that:

the full-scale transformation, com

One of Kapicic's biggest contribu-
tions to the company was to change
the way people work here. previously,

when a problem occurred, nobody

wanted to take responsibility. There
ointing.

was always a lot of finger-p
Today, when a problem occurs, W€ a}l
come together to solve it because it is

our responsibility. We now work as 2

team. There is a great deal of satisfac-
lve the problem-

tion when we can sO
This is amazing.

G Vi
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Kapici

ing 1ea§;f;,also brought with him a refresh-
even his Ip style. Everyone in the company—
— be(I:YSOnal dfiver—called him by his first
“Mr. Kapic‘tlsf he'dld not want to be known as
the way sulc' _Thls style contrasted greatly with
nese firms Prgllors. were addressed in most Chi-
ous becan e difference was particularly obvi-
Kapicic's gse the ffmployees still had to address
P eputy, 'Ll Hongkui, as “Mr Li” Although
non-Chv'vaS a Swiss company, Kapicic was the only
Ch A member of the company. Meggie

eng, director of human resources (HR) and
administration, described Kapicic’s style:

Kapicic practices empowerment. He
rarely directs employees on what to do.
He likes us to take charge of our work
and find our own solutions to our
problems. However, he will always
offer a listening ear to us and offer
input whenever it is needed.

X Doing Business in China

Having worked in China for more than 19 years,
Kapicic had developed a strong understanding
of the market, the people and the government of
China. In an interview with a Chinese-language
newspaper in January 2012, Kapicic was
described as a “China market expert” (B E).
In particular, Kapicic was keenly aware of the
need to mediate between the demands of his

headquarters and the local market:

I have seen so many Western expatri-
hina. Some succeeded;

ates come tO C
some failed. I always feel that when

entering another country, an important
ingredient for success is to understand
the peoples the culture and the govern-
ment. Trying to impose ones practices
from home to the workplace here is
often a recipe for failure. I have been on
the phone many times to explain to my
boss and CEO and the people in our
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strategies and China. “Know the ter
rain, know the weather, know. your
enemy and know yourselt_', and victory
will be yours.” Such 'w15don? real}y
applies to foreigners d01.ng bU:smess in
China! This understandm.g will er_lable
one to fight a good war, since business

is perceived like war in China.

HQ that HQ policies and practices
must take local circumstances into con-
sideration. At the same time, I have to
explain to my staff that, as employees of
an MNC [multinational company],
they need to fulfill certain requirements
set out by the HQ. This is the most chal-
lenging role of being the top guy of an
MNC’s operations in China. You have
to mediate between the demands and
expectations of both sides. I feel sand-
wiched between the two sides at times.

X4 The Dream Team

At Actavis China, Kapicic seemed to have hit on
a winning management formula. When he

Kapicic believed that many Western
accepted the job, the first person he wanted to

expatriate managers had taken the challenges
of their China assignments too lightly. They
often did not put in enough effort to understand
China’s people and culture and the way that
its government departments worked. Kapicic
felt it was important that a company’s top
executives spent a substantial period of their
careers overseas so they could better understand
the issues their employees faced when posted
to foreign countries. Kapicic understood the
fundamentals of good leadership:

I strongly believe that leaders need to
know their businesses inside out. They
need to understand their people and
operations (they need to spend a long
time in the country), talk to their peo-
ple, listen to them and also share infor-
mation with them. Leaders should love
what they are doing and they need to
be passionate about their people and
work. Inspiration and motivation does
not come only from speeches and talks
at company events. I believe that a real
leader needs to energize everyone by
setting the right example.

I have read Sun Tzu? many times and
have learned about his brilliant

hire was Li Hongkui, whom he has known since

1994. Li became Actavis China’s Deputy manag-

ing director (MD) and general manager of
operations, effectively the second-in-command

(see Exhibit 2 for organizational chart) because

Kapicic was keenly aware of his value:

Although I am the managing director, I
regard Li as the most important person
in the company. I do not treat him as
my second-in-command; I consider
him my partner. I give him the biggest
office in the company, much bigger
than mine. This is because I recognize
his importance to the company. You
can say I give him a lot of “face” Work-
ing in China, one must understand the
concept of face and its importance. I
have found that knowing when and
how to give face is a very important
interpersonal and leadership skill.

Actavis is a Swiss company. Although it
operates in China, the Chinese opera-
tion has to follow many of the guide-
lines and policies established at the
headquarters for all of Actavis’s over-
seas operations. While I manage the

?Sun Tzu (author), John Minford (translator), The Art of War, Viking Books, 2002. Sun Tzu was an ancient Chi ilitary
strategist. The Art of War was considered a masterpiece on military and, more recen o strat?:l;;:en inese m



pues- & « T orvay

.C ortant role in bridging our Chinege
rations with our headquarters, am
i Jink between the Rarent company
" its Chinese operations. Lj, op the
o her ha nd, C.;,nf;entrates solely on run-
".ng the operations. He is Chinese, ¢,
e un derstands the local cultyre and
how people work. He has immenge
experience in running the operation,]
spects of a factory. I, on the othey
pand, am European, so I understanq
the requirements and expectations of
our headquarters. But with my long-
rerm experience in China, I live ang
preathe the Chinese way of doing busi-
ness. We therefore make a perfect part-
nership. I see us as the dream team (see
Exhibit 3).

T s rwnumYIO dbIlIA o

decig;
siong ¢
; VEr a mat

times whe ter. There were

e mo?nl- Interviewed job candidates
Ing and Goran interviewed
sl the afternoon, and when we
: gether to discuss our choices,
uzr Matched perfectly, We really think
Stant‘;.i 'And this incredible mutual under-
Ing between us is a key factor to the
Success of oyr company.

them jn

N/ :
R4 Painful Decisions

Change is never ea

: sy, both for those who must

Nitiate it and for those who must experience its
effects. However, for organizations to transform
an.d move in the right direction, change and
Painful decisions are inevitable. Kapicic, who
became fairly conversant in Mandarin after
spending 20 years in China, was clear about the
importance of change:

~ Li Hongkui

1i was an MBA-educated engineer and licensed
pharmacist before coming to Actavis. He served
4 the director of the Shenzhen Research Insti-
tute and the vice-president of the Shenzhen
Pharmaceutical Factory. Kapicic’s presence rep-
resented a key reason for Li to join Actavis:

I was already doing very well at the
Shenzhen Pharmaceutical Factory. I
worked for a big organization and
received a very good salary. I had no
reason to join Actavis, absolutely not. So
the only reason was Goran. I made the
decision to join Actavis out of friend-
ship. You can say we both like each other,
and we also like the challenges of taking
over a poorly run company and turning
it around. Although we have had to deal
with s0 many challenges and make some
very difficult decisions, we have never
disagreed. It is amazing. There Were
many times when, without us meeting
and discussing, we both made the same

There is a Chinese saying that water
can carry a boat, but it can also capsize
the boat. I believe the same about peo-
ple in organizations. People are the
fundamental units of an organization.
Good people can drive an organization
to success just as bad people can drive
the organization to failure. Based on
this principle, I made a few difficult
decisions to remove some key person-
nel who stood in the way of this com-
pany moving forward. These long-time
senior employees perpetuated the old
culture.

Kapicic recalled having to deal with

former sales director:

We realized there were sales activities
that might be acceptable in China but
were not compatible with our practices
and requirements from a European
standpoint. I felt we needed to change
the way sales activities were carried

the
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out. However, my attempts to‘chajng:
things were met with strong objection
from the then-sales director as we‘ﬂ as
from the whole sales team. Overmg!it,
I faced the prospect of losing the entire
sales team. However, there could be 1.10
compromise. One must be firm in
order to initiate change.

Kapicic’s initiative resulted in a maSSthe
change of personnel in the sales dep-’artrlnen-
Their departure enabled Kapicic to bring in an
outstanding salesperson from another company.

X Song Chengyan

Song Chengyan stood ouit as an example of an
employee who succeeded under Kapicic’s lead-
ership, Kapicic asked Song Chengyan to move
from his job at Hunan Fang Sheng Pharmaceuti-
cal to join Actavis as the deputy sales manager in
Sales Department II. (Actavis had two sales
departments.) Within 10 months, Song was pro-
moted and became the manager of Sales Depart-
ment 1. Six months later he was promoted again
to become the manager of both sales depart-
ments, leading a team of 90 sales people who
covered the whole of China, (See Exhibit 4 for
Actavis China’s market reach.) Kapicic praises
Song thoroughly:

Song is an exemplary employee. He is
extremely hard-working and responsi-
ble. He has a work ethjc that is consistent
with what I want to see i my employees,
Above all, he has a Very strong desire to
learn. 1 personally fee] that continuous
learning is a very important factor for an
individual’s career growth and organiza-
tional success. If one loges the desire and
motivation to learn, it wil] be the begin-
ning of decline,

In turn, Song trusts Kapicic’s judgment anq

respects his leadership style:

o TRe——— i

tleman. He is a great
ig g true gen

Gor?n is ives me a lot of ro_om, @d
motwato: :‘i derive much satisfaction
trusts m t:the opp ortunity to takff con-
because 0 work. I often work l'flte in the
trol of my past midnight, but

imes
office, r;lorlnztrln tired, I find my work
altl;ozﬁjoyable_ Money cannot buy aH
ver

f this. 1 follow Kapicic’s approach
o) s

ing with my subordinates. I
;Z::r? :V f:tkl f?cg>m him about leadership

and motivating subordinates.

7 People Development

As the managing director of Actavis China,
Kapicic embraced three important priorities:

1. Like any other managing director,
Kapicic was- ultimately responsible for
the profitability of the local business.
To that end, Kapicic had to devise
strategies that would allow Actavis
China to succeed within the hyper-
- competitive generic drug industry.

2. After identifying the necessary success
Strategies, Kapicic had to ensure that
each one wag successfully executed.
The biggest challenge was always about
striking a balance between the require-
ments of the headquarters and the
ground. For this tagk, Kapicic had the
very able Mr, Lj to help him manage
the operationg in China,

develop talents that would drive the
COmpany’s futyre growth, which was
F};’; 4N easy task, He recognized that if
company were to rely solely on him

Li, "t'would always be stretched.

€apable employees to
Mmpany forward.



e company was now in good hands
. eronnel hrmover mesnt that thog
e 1 the firm's progress had been removeq
e moment, the key team compriseq
ﬁldivi Juals who had been .personally recruited
: Kapicic and who were in place tq grow the
ComPanY to the next level. At the same time
however, Some of the older employees g
remained’ and they were slow to change apnq
ould present challenges for the company going
forward.

Kapicic was a strong believer in investing in
ernPIOY ce development. His most recent recruit
Jas the new director of HR, Meggie Cheng,
Cheng had worked for an American MNC ip
China before joining Actavis, thus making her
(umiliar with Western-style management. Part
of her job was to professionalize HR manage-
ment in the firm. Cheng observed: |

I see Goran’s greatest strength as his
ability to delegate the right things to
the right people. In this way, he not
only gets things done but also devel-
ops employees. As I talk to various
employees, the common consensus is
that Goran has brought about positive
changes since his arrival and has
given employees a sense of direction
in their work. We should continue
this process of change and let people
grow.

What Kapicic wanted was 2 systematic
process of developing people. However good-
quality developmental programs would be
¢€xpensive. The company Wwas starting 1o
make money, but the generic drug industry
remained a very competitive market with very
Fhin margins. Was this the right time t0 start
Ivesting heavily in employee development? Ij
%, how should employees be chosen and ranke
forthe development process? What sort ©
®velopmental programs should Kapicic S?l,
4 who should serve as the company’® training

G i
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pro\’iders? 0]
: ¢ Or should . .
its _employees ; Actavis China develop

which wa hrough on-the-job experience,
s the current practice?

N/
S L°°ki“8 Ahead

Kapicic had ‘ y
identified
Opportunities: ed some challenges and

The Chinese government wants to raise
:he. standard of generic drug manufac-
lfrlng here. At the moment, it is very
'dlfﬁcult to market medicine produced
in Flhina to overseas markets because
of image problems, especially after the
recent scandals of melamine-tainted
milk and chromium-tainted capsules
(see Exhibits 5 and 6). Raising the stan-
dards of production is necessary for the
market to become confident in Chinese
drugs. I foresee many smaller compa-
nies dropping out as a result of this rise
in standards. There will be a major
consolidation in this market for the
next five years.

As the generic drug market is so com-
petitive, with low margins, we need to
look at innovative ways of differentiat-
ing ourselves. We want to market our
products as having “European quality
at Chinese prices” (see Exhibit 7). This
is why we are investing more in R&D.
This is not R&D to find new drugs, but
R&D in existing non-patent drugs.
These R&D activities will focus on
improving operational efficiencies,
raising the quality of drugs, and find-
ing innovative ways in which the drugs
can be administered. For example, if a
drug is now made in the form of a cap-
sule, can it be made into liquid or a
cream or a patch that may appeal to the
market? We are also keen to develop
traditional Chinese medicines and
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package them to make them x:}g;e
acceptable by the younger genera ble-
In order to do this, we need to be'a :

to attract talented and committed md;
viduals to join us. So the fundame.nt

issue is still people. We need the right
people to take us to the next level of

success.

On 25 April 2012, Watson Pharmaceuticals
and Actavis Group jointly annou:llc.ed
that Watson had entered into a deﬁmtn{e
agreement to acquire privately held Actavis
for approximately EUR4.25 billion up-front
(see Exhibit 8 for the press release). As a result
of this acquisition, Watson would become the

TN i i A ™

Description subgroup Generic names of products

* Ranitdine Hydrochorid
meprazole\cmetldme

Anti-acids, anti-flatulents, :"
 and anti-ulcerants

Functional gastro-intestinal
disorder drugs

* Sperm activitiness

Antifungals, Dermatological ~ Miconazole Nitrate

Domperidone(digestion)\ _
Ma-Ren(TCM: constipation)

- Wi Zi Yan Zong (TCM) -

i an :

obal generics comp }} With

t gcies}‘:rogilfcrnﬂa revenue of app roXimatel,
anticipatec 2012.

$8 billion 10 Ye;zations would this acquisitio,

What imp. d his operations? As news of

icic an rat .
have on Kapicl o
this acquisition became p

it? Woulg
i employees react Fo 1t
‘;;Ic-;uk}il alsgzlicricoi\’ 5 erpship affect their morale anq
this ¢

ithout any additiong)
formance? Wi 2

?v?rkmgfi:m, what could Kapicic do to [anage
: (I)’ioyee morale in the lead-up to the integra.
em

: ?
tion of Actavis and Watson?

third lar

Funding is supported by National
University of Singapore School of

Business

Cardiovascular system ....Enalapril MaIeatc‘_‘_‘.r“ T
~ Antineoplastic and Carboxymethlstarch
immunomodulation agents  Solution
Ef Anti-asthma | 'Theophylliné and
s  Guaifenesin =
Vitamins Vitamin B Complex\. |
Vitamin B1\Vitamin B6\
Vitamin C
Antibiotic§ . __'Cefrédiﬁe\Ceféfei.iﬁ\ I
ik Amoxiciﬂin\NOrﬂdx_ai:fﬁ

SOURCE: Company files,
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FIETges in Northyyeq, Chimpng T
n

-_;;7 ly 9 (Xinhua)—Fq :
,BEIJINQ, Iug E[h e ) : hod s,.afety authoritjeg have sejzeq

- contaminated with € toxic chemica] Melamine, i, ol €d 64 tonnes of raw dairy materials
| province, the provincial quality Wwatchdog saiq Alry pla

Nt in northwest Ching’s Qinghai
.'Tésff s of samples of the milk powder showed

7 i 1 up to 500 5
- chemical, said the quality watchdog ip Gatri Provincetlmlfs t
 first discovered. e

police traced the source of the milk Powder to :
"__f-':fheighboring Qinghai Province, Ongyuan Dairy Factory,

in Minhe County in
- Another 12 tonnes of processed milk Powder products, 4150 tainted, were also seized
’ , ized.

T€ purchased from, north Ching’s Hebei Province, the
1 that brought

down the Sanly dairy company in 2008,

| About 38 tonnes of the raw materials we
- source of the toxic baby-formula scanda
- police said.

-

- Itis possible tl?at traders had bought tainteq milk that was 'sﬁpposed to be destroyed after the 2008
- scandal, planning to process and rese]] it, said

. in Gansu Wang Zhongyxi, deputy chief of the quality control
~ bureau In . e :

An employee of the Dongyuan Dairy Factory,

Liu Xiping, sent three séuﬁples of milk powder for
 testing by Gansu’s quality control bureay for '

melamine content test on June 25.
The bureau called the police after test results showed the samples had

excessive levels of melamine.
A police investigation found the plant wanted to

know the melamine content of the raw dairy
materials they bought so as to dilute the melam;

ne level in the milk powder before sale.
Police have detained the owner and production director of the factory.

Milk powder produced in the plant was mainl

y sold in east China’s Zhejiang and -]iangsu provinces.
Only a small amount was sold in Qinghai. :

Zhejiang’s food safety commission said Friday they had seized three tonnes of 'Dongyuan milk
Powder in food processing factories in the province. ' '

The tainted milk powder, in 25-kilogram packages, was mainly used to produ_c.e dairy pr_@dgcts like E
ice cream, said the commission. o

Most of the contaminated milk powder was still being processed and had not enfered the r-n'arket"it, ,
said, '

St i thorities were teéting samples of milk
Meanwhile, in Jilin City of northeast China’s Jilin e B iy '
Powder suSPecIed of hthing excessive levels of melamine, the city’s lndQSt#Y and c.o_fnmerce bureau_
said Thursday. |

(Continued) :
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m (Continued) —_ . I
AR N AT T TR ed in the nerghbonng

d a high melamine
The bureau has seized more than 1,000 P { them ha g
Heilongjiang Province from a store after a
content on June 22.
However, it did not say when the test results W
ty control bureau said Thursd

ould comeé out.

ay it would start a general check on dairy

Jilin's provincial quali

products in the province on Friday. # fool protein content tests. The

dustrial chemical to Pro i a0 0,000 infants 111

Some milk producers have added the in 12008 an
practice caused the deaths of at least six Chinese babies 11 e the _
an were executed November last year for ther roles 5
d dairy producer Sanlu.

ary 2009 on charges of
e were conv1cted in - )

A dairy farmer and a milk salesm
scandal, which also resulted in the bankruptcy of state- -owne

Sanlu’s general manager, Tian Wenhua, was given a life sentence in Ianul
producing and selling fake or substandard products. Altogether 21 peOP

connection with the scandal.

SOURCE: http:f/news.xinhuanet.com/englishZO10/china/2010-07lO9lc_l3392414.htm

EZE e eort o Tosic Milk Sca

o

e e R e e T

BEIJING, Apnl 23 (Xlnhuanet)—A« revelati
" China Central Television (CCTV)’s EWeekly Quahty;Repo
related authorities, especially those in medi
immediately to correct the srtuatlo

CCTV reporters mvestrgated manufacturers in east China's Zhejiang Province and north Chlnas:' :'\
Hebei Province for a few months to find out that dlrty scrap Ieather was used,to\make mdustrial -}
gelatin, whrch eventually ended up as rnedtcal capsule ]

Toxic Capsules Exposed

China’s State Food and Drug Admmrstratlon (SFDA) checked 33 capsule medrcm
23 out of the 42 samples found to have excesswe chromlum--a tox1c heavy metal

Testing of capsule samples marketed in Betjmg and ]1a.n

gxr, ]ﬂrn and m
other areas, showed that a total of 13 types of medlcmes from nlné p}? T ghal PI'OVIHCCS mong
problematlc in terms of the chrome content .

The Chinese Pharmacopoera, amended in 20.10 permits no more than twi ill

chromium per one kilogram of medicine. However, the |
, the toxrc capsules i )
a chrome content of more than 90 tlmes the natronal standard 1§ erttrernmow@:1 Hrstopnd o have

Song Xunjie, manager of Hebei Xueyang Glalr and Gela ]
tln F t ]

gelatin is made from leather leftovers that are supposed to b: i;?;?;::;iiiﬂlat :?te mt}cllustnal Sea
i , ear, after they were
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s€ :
| roCes jes ACrOSS the country.
L compal
| to

| ith a capsule factory in Xlnchan

An emPIOYZelr;local producers, could Significap] B Provinge Said that the indygt: i

| edly use . Ty 3 Y reduce the . Industria] gelatin,

-5 gt that its chromium 7eeeds the nationg stand nd were thus very Popular, despite
the

- ard, according to the CCTV report,
| public Outrages |

hes candal has drawn great outrage onlipe. Thouy

N Sands ex
4 doubt over the supervision departmepp, Tag' Presse
~an

Ontrols A their anger to the manufacturers
users said online that the Cp;

 Many Internet us : hinege Ople neeq responsib] : .

feasible supervision mechanisms. They calleq on € Companies and strict and

. . €vant authorit A
- yell-functioning mechanism to improve food ang drug Safet;lorltles t perform and establish a

pe
rel

Already exposed for producing fake drugs last year, the §; '
'cAallrlght);gain in this scandal, and people cap help 5 ichuan Shuzhong Pharmaceutical was

P asking: Whqt role did th isi
-~ department play? Hitay

A microblogger nicknamed “Lixiaoyue” op Sina’s Wi
~ China, said, “Are we still able to be cured, given
,j;,poisonous themselves?”

' Many people interviewed attributed the root

_problematic bidding mechanism in medicine marketing,

The mechanism favours only the pricin

g: the lowest-price bidd
product quality and the producer credibility are forgotten,

- This kind of bidding mechanism, which emphasizes price rather than quality, forc’:eé drug

manufacturers to produce fake and inferior drugs, because the low price is usually realized through
illegal cost-saving measures, said a Private-equity magnate. | :

An annual report of Tonghua Golden Horse, a listed company on the Shenzhen stock exchange,
released on April 18, showed that the revenue of the toxic capsules named by CCTV report was
109109 million yuan, 45,14 per cent higher than last year.

er will always win out while the

Loopholes Exist

Sun Zhongshi, an expert with the National Rational Drug Use Monitoring System under the

Inistry of Health, said current regulations require drug authorities to check the quality of active
Ingredients only before they enter the market. '

W-hat)S more,
With loca] gy

Some underground factories that produce problemati;:1 c;psules are not registered
ug authorities, making supervision impossible, Sun added.
The relatiye]

: : ducts like medicine capsules has
: i e pharmaceutical pro SRR v ;
;’ ﬁifeq;ﬁti;l;iil;f:eﬁg?;?:aig, urging relative authorities to improve the situation,
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m Press Interview of Goran Kapicic

Brief translation: / algenefi c drug-
This articl s headlined—Gorar, /b Cha”e:,aﬁ’s-z chi In this int?n:lleof consolidation lasting about
an interview with Goran Kapicic, M2 o AI: he expected a crucial perio nger companies would grow
confidence in the Chinese market, a]thf;)r‘:g s would be eliminated, but S(t;lnt)h eglocal lture; polifics and
R Duﬁnﬁ thifs p;nOfig.HWge:::;C drug-makers was t0 trluf_lglei:’ta?‘ﬁuropean Quality; Chinese

i orei - : ;

in streng.‘th. Tht:1I ff)’t a(l)li ed about Actavis’s slogan in China, W «tandards and yet be able to sell at
ecc.morl'ucs. He also med it proice drugs of high European ot & fficiency an dis

Pr.noes. o Fon:pat;lly gmninese market. This was possible thr ough op Chinese market. In the
prices attractive to the . S

mmitment to the G ‘.
innovation. He also emphasized the company’s long-term €O% i sirategy would bear rewardg. ‘
short term, the battle was for survival, but in | S j L

rs. The news report carried
maf: Kapicic talked about his

the long term, th

SOURCE: Company files.
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: i Watson to Acquire Actavis Group

for EUR 4.25 Blllion

- Creates I” largest global generics company «

« ~38.0 ballion anticipaled pro forrna combined revenue in 2012 «

- Signiticantly increases scale of Watson’s ex-U.S. generic business -
- Accelersles revenue and eamings growth -
» Immediately accretive to non-GAAP earnings, beforg synergies -

- Groater than Mmﬁmmnwsymgmmmzodwmasm_ ;

vsmmnbmdceshmmvsfwmpidpamﬂ of debt -

- Addtional earnout conlingent on Actavis 2012 performance -

PARSIPPANY, NJ - April 25, 2012 - Watson Phammacouticos, Ing, (NYSE: WEl) and
mmwmwmmmmemmmmmademm

areement o aoquie pvaloly hekd Actas for approssmatoly EURA 28 biion upfront
A;armofmuwﬁm,mmwnmmmmmm i
company with 2012 enticipated pro forma revenue of Kmotely $8bikion.
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caders expect their folloxlvers to be loya] ang &
pe able O dep enc-l on their loyalty. This why
o have such a visceral reaction whep 4 Davig
padler turns on a Cc?nrad Black or an Andrew
Fastow cooperates' with tllle Prosecution to gjve
svidence against h.IS superiors at Enron. Emotiye
prases like “rattmg_ or “biting the hang that
has fed you” find their way into otherwise sober

commentary. They conjure up childhood prohi-
bitions on snitching and sneaking,

Leaders themselves have been known to go
into paroxysms of rage followed by periods of
decp hurt and even depression when they find
that support on which they had counted is no
longer there. And individuals have paid a stee
price when their leaders conclude that they are
no longer loyal and cannot be trusted to do their
bidding, and so find themselves marginalized in
decision making and personally shunned.

Good leaders understand that there is a dif-
ference between real loyalty and a related but
different concept—fealty.

N Give Me Loyalty, Not
Fealty

Both loyalty and fealty share some things in
common; they call for allegiance, faithfulness,
and fidelity. But they differ in one remarkable
respect. Loyalty embraces the concept of alle-
giance to an authority to whom such faithful-
ness is lawfully and morally due. Fealty, on the
other hand, describes the fidelity of a vassal,
Slave or feudal tenant to his lord and master 0%,
0 modern parlance, the unqualified fidelity of
dPerson to his or her boss.

Fealty is dangerous in corporations s well
S In other social organizations. It leads to

PTight © 2007 Ivey Management Services Sept/Oct 20

On | ;
eadership. Leadership and Loyalty 165

Unethijca)

» corrupt and : e
spreadin P often illegal actio

g to the many rather than the few, to

coverj "

POiezmg up those actions sometimes to the
nt of obstructing justice. Loyalty, on the

other hand, js 5 pos

Shirge i itive dimension of business
€ 1t provides a force of energy that binds

People together in the pursuit of worthwhile
goals,

Fealty can be coerced or bought. Conse-
quently, when the power relationship no
Onger exists or a better “deal” is available
elsewhere—from another employer, or a pros-
ecutor offering a more lenient sentence—the
bond of fidelity is snapped. This is not an act
of disloyalty but, rather, a belated recognition
that the bond was composed only of self inter-
est. The more enlightened that self-interest,
the more individuals will act in ways that are
beneficial to them.

Loyalty is made of sterner stuff. It is built on
sound moral foundations, of which lawfulness is
one but is not the only one. People who are
bound by common values and moral beliefs are
not easily deterred from supporting each other.
They are neither discouraged by adversity nor
deflected by better offers.

It explains why many people do work for
which there is little extrinsic reward, why they
serve their countries or churches or other social
movements as volunteers or in poorly-paid posi-
tions; why they choose to work for companies
that pursue socially responsible and responsive
policies; why they are attracted to companies
that have reputations for treating individuals
and groups with dignity and respect, who are
committed to their developn-lent, who provide
employees with th? opportunity to speak.up and
speak out about thmgs with whfch theyld‘lsagree,
who have good whistle-blowing policies and

Reprint# 9BO7TE11
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CHAPTE
s who do not sup

“ port

do not tolerate leader
jven actions.
| beliefs are n

who
these value-dr

Such mora
stent with t
of private sector

ot necessarily

i e
he capitalist system or th.
managers (0 max'l-

i c
holder value. Creation of economi

s to better lives for peopl_e, gemxta};
ults in investment I gro

f taxes, and so on. Business

can be and often is a force for good. But, SOME”
times, business activity does create confhct
between personal morality and finanCl.aHY
attractive activities. Ask me to be involved in @
company selling tobacco products and I will say
“No!” Ask me to endorse advertising approaches
that deliberately mislead potential customers
and, again, you cannot expect my loyalty to the
company, my boss, my colleagues on the execu-
tive team to guarantee my assent to the advertis-
ing campaign. Generate profits for shareholders
at the expense of environmental depredation,
and you violate my sense of corporate social
responsibility. Do this often, and any bonds of
loyalty that might have been generated in the
past erode. ‘
s Iif(l)(slralabzliefs are not unchangeable. Not
beliefs al;o’outg s; many peop le had deeply held
\ paration of races, the evil of relj-
glons other than their own, or relationshi
between same-gender 1’ lonships
A couples. These values
i y the laws of those times, There

inconsi
obligations
mize share
activity lead
tion of profits res
and contribution 0

People, yet they form

enwromlnents for businegg

MEMBER AL

Some people

because he or
with the reques
the way it's domX
naivety is not eVl

Smart leader

demanded whereas
earn this loyalty

are quick to realize that |

ked to do by their bosge ?;
ter don’t question, accep,:

, f)th;rsse:ytist be doing the rightef}tlliﬁg

<he is their boss, or going 51

¢ because they accept that “thati

done in this business.” Such oy

| but it can lead to bad thing,

s understand that fealy .is

loyalty is earned. And they

by doing a number of things,

being as

They understand the values of the peop,
they lead and try to build their busine;
strategies, plans, processes and practiceg
in ways that are congruent with thog
values. This is the acid test of the “Tespect
for the individual” that we see in so Mmany
organizations’ value statements.
They are sensitive to and respect changes
in moral values within the societies iy
which they operate. Occasionally this
will put them at odds with Prevailing
societal values, and they must make dif.
ficult personal decisions either to cop-
form or quit.
When- they see other leaders in their
organizations acting in ways that are mor-
a_lly offensive, they speak up...some-
Sglsisn atxt personal ‘risk. They channel their
constructively. . . . Chainin ;
self t ings i 'y
0 railings is not usually an ffecti
Way to challenge co e o TH
e ; rporate decisions! But
sior): ::ldom Just go along with the deci-
They p:(l)l ne:(c;tt of fealty.
gt enszrciei)}?te about contentious
and tranpapes at there is openness
¥ and that people do not

feel that
€Xpressi
Preted Pressions of doubt are inter-

AbOVe
all e
Never, Dever fse, Smart leaders understand:

lO)falty!

€X
Pect or depend op fealty—earn



