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find the balance
Should We Localize
the Assignee?

Should We Retain Status
or Repatriate?

Yes. The assignee’s skill set, experience, and
qualifications are still necessary in the host
location after the initial assignment period has
come to an end (and the assignee wishes to stay
in the host country). However, there’s no need
for the expatriate package “extras” now that the
assignee is acclimated to local living and the local
pay package is competitive.

Yes. If the assignment is only going to last for
another specified period before repatriation,
leave the expatriate in the present program of
expatriate allowances and incentives. However, if
we need the individual’s know-how for a longer
period but the individual wishes to repatriate,
we may be able to assign another expatriate
to the job (in the absence of a qualified localnational) or hire a qualified local-national.
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Many international assignments fall into the category of a simple out-and-back assignment – that
is, a period in the host location, with expected repatriation or reassignment to another foreign
location – ranging from a few months to several years. Many of the traditional expatriate-related
pay elements accompany these assignments, such as allowances for cost-of-living differences,
education of dependent children, housing, and so on.
That said, employers have been implementing other assignee scenarios, where appropriate, in
response to senior management’s request for containment and reduction of costs. The two most
common scenarios are (a) sending an employee on assignment with a local compensation package
rather than an expatriate plan, and (b) localizing a current expatriate by placing the individual
on host-location employment terms and conditions, including compensation and benefits
(sometimes, phased in). Let’s take a closer look at localization and how it works best.
(continued on next page)

fast facts

49%

Did you
know that
of multinationals do not have a
localization policy?

Source: ORC’s Worldwide Survey
of International Assignment Policies
and Practices

Is It Time to Localize? (continued)

Common Events That Initiate
Localization

•

The trigger points, or events, that alert international
assignment managers to a potential situation to change an
expatriate’s status to that of a local-national employee often
involve a set of common factors. The reasons underlying this
decision vary not only by company but also by individual
assignee. Changing the package would:
•

Align the assignment with objectives that correspond to
either business goals (the assignee is needed on site for a
longer period) or the employee’s personal situation (the
assignee wishes to remain in the host location, and the
host office can accommodate this wish).

•

Save the company money by reducing or eliminating
some unnecessary expatriate-related pay elements (e.g.,
foreign-service premium, cost-of-living allowance).

•

Create equity between local nationals and expatriates
doing the same or similar jobs if the assignee is placed in
a local package.

•

Simplify administrative functions, such as payroll and
tax recording, by maintaining all employees in the same
overall pay and benefits plan.

Address the reality of the situation if there is no job
back home for the assignee upon completion of the
assignment.

While these factors are all relevant, the company should not
simply jump in and localize an assignee without taking into
consideration the following questions:
•

Is there a strong business need to retain this particular
employee in this particular role? Consider the assignee’s
performance level, age, family issues at home and in
the host location, whether a local national can be hired,
whether the assignee should be repatriated and replaced
with another expatriate, and so on. The final decision
may determine that an assignee might not be suited to a
longer stay in the host location under any pay package. In
addition, some countries may not be appropriate for an
indefinite stay, for example, if living conditions are harsh
or the potential for danger and violence exists.

•

What are the personal financial implications for the
employee? Consider near-term taxability of homecountry assets, long-term retirement plans and social
security, currency exchange risks if the economy is
volatile, and other issues. It is important to document
these implications and ensure that the assignee
understands any short- and long-term implications.

Chart 1 Typical Approach to Localization
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Compensation/Benefit Element

Treatment Under Localization

Base salary

Reprice to host/local basis

Bonus

Reprice to host/local basis

Foreign service/mobility premium

Eliminate

Hardship/location premium

Eliminate/local practice

Cost-of-living allowance

Eliminate/phase out

Housing

Eliminate/phase out

Tax equalization

Eliminate/phase out

Tax services

Eliminate/phase out

Medical plan/international health cover

Move to local/host plan

Pension/retirement benefits

Case by case

Social security

Case by case

Education

Case by case

Car/transportation

Move to local/host plan (if any)

Employment contract

Per local practice

•

Is the arrangement permanent? If so, confirm that point
and document the terms, including an agreement, the tax
impact, filing obligations, and so on.

•

Are there legal issues in both the home and host countries
that must be addressed? An essential step involves
reviewing contracts, collective agreements, qualified plan
rules, severance requirements, and visa and immigration
issues for the assignee and family members remaining in
the host location.

•

Is a true local pay package possible or is a hybrid necessary?
Some circumstances that can make localization difficult
include low host salaries, high host tax levels, benefits,
standard of living, and immigration issues. (See Chart
1, “Typical Approach to Localization.”) A number of
potential options exist, depending on the situation:
–

•

Implement a local remuneration package with a
premium for experience or other skill.

–

Conduct a net-to-net analysis to ensure that the
individual’s net salary is protected.

–

Compare the current expatriate package to the local
plan and identify necessary transition payments that
can be phased out, such as cost-of-living allowance,
housing differential, home leave policy, education
allowance, tax treatment, and so on.

What are the local market pay structures and competitive
practices, such as base salary, annual bonus, long-term
incentive opportunity, health and welfare coverage,
retirement, profit sharing, and benefits provided to
locals?

Why the Process May Not Run Smooth
When localizing an employee, no matter how pay elements
are handled, the transition can be difficult due to a number of
factors that tend to inhibit the process, for example:
•

•

The company has never localized an assignee and does not
have a strategy or plan in place to implement a localization
process. This situation can lead to negotiations and deals
down the road if the trend toward localization continues
and there still is no policy or procedure in place – or if
the company has localized assignees before but treated
them inconsistently.
Unreasonable expectations exist between managers and
expatriates, whereby, for example, the assignee thinks
that the expatriate “extras” should remain part of the
package since the assignee is still living abroad.

•

The employer has not allowed for an adequate phasein/phase-out stage to provide sufficient time for the
expatriate to become accustomed to the new situation –
and lighter pay package.

When an organization is localizing an expatriate, the most
difficult issues often revolve around:
•

Creating a policy

•

Integrating social security, pension, medical, and longterm benefits

•

Addressing immigration restrictions to long-term residency

•

Developing the right compensation package and
determining the elements to include

•

Addressing tax issues

•

Securing support from the expatriate

•

Designing a suitable housing policy

•

Deciding what to do about children’s education

A common difficulty arises when human resources picks the
best compensation elements from both the local-national and
expatriate packages. This situation often fails to please anyone
and can result in high costs. (See Sidebar, “Some Truths About
Localization.”)

Some Truths
About Localization
•

It is always easier (and also more expensive) to
convince an assignee to localize in a country
perceived as high-paying in comparison to the
home country.

•

Everyone wants permanent status in the country,
but few want the obligations that go with it.

•

Many “localized” expatriates eventually decide
that they want to spend their retirement years in
their original home country, regardless of what has
happened with their pensions.

•

Employers often get stuck “holding the bag”
regarding missed contributions to pensions and
social security; this fix can be very expensive.

(continued on page 5)
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Is It Time to Localize? (continued from page 3)

How to Ensure a Successful
Localization Process
The localization process becomes easier for both the employer
and the expatriate when the home and host countries are
similar in terms of pay rates, social benefits, and taxes. It can
be successful, overall, if the following elements exist:
•

Management commitment to, and support of, the process,
assuming that localization is the best way to handle the
situation

•

A policy to limit the duration of full expatriate status,
thereby creating standards and guidelines for when
localization should occur (and under what particular
circumstances)

•

Selection of an individual who will agree to remain in the
host location for the long-term, rather than only as long
as it’s convenient

•

An agreement that details the transition and is understood
and accepted by the assignee

•

A perception of fairness concerning the local salary
market and the company policy

•

Careful follow-up and monitoring of the situation
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When the economic environment forces employers to seek
ways to control costs, localization is often one answer. In
sum, when localization is a consideration, think about the
assignment parameters and the expatriate’s specific situation,
consult appropriate people, educate the employee on all
aspects of the policy, and document any agreements made. If
all parties work together – home-country management, hostcountry management, and the individual – localization can
work to everyone’s advantage.
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