Multinational Corporate Evolution

Domestic Phase

Immediately following World War II most firms operated primarily from a domestic. ethnocentric perspective. Firms produced unique products and services that they offered almost exclusively to the domestic market. The uniqueness of the product or service and the lack of international competition negated the firm’s need to demonstrate sensitivity to national cultural differences. When firms exported products, they often did so without altering them for foreign consumption. Foreign buyers, rather than the home country product design, manufacturing, or marketing teams, absorbed the inconvenience of any cultural differences. In some ways the implicit message sent to foreign-em was “We will allow you to buy our product”; and, of course, the assumption was that foreigners would want to buy.  During this initial phase, nationals anti philosophies from the headquarters’ country dominated management: firms in the domestic phase regarded culture and global human resource systems as largely irrelevant.

MuItidomestic Phase

Domestic competition ushered in the second phase and with it the initial need to market and produce abroad. Totally unlike its irrelevance during the initial domestic phase, sensitivity to cultural differences became critical to implementing effective corporate strategy in the multidomestic phase. The domestic phase’s product orientation shifted to a market orientation, with companies now needing to address each foreign domestic market separately and differently.

Whereas the unique technology of the domestic phase’s products and services fit well with an ethnocentric “one-best-way” approach, during the multidomestic phase firms began to assume that there were “many good ways’ to manage, with each dependent on the particular country involved. Successful companies no longer expected foreigners to absorb cultural mismatches between buyers and sellers. Rather, home country representatives modified their style to fit with that of their clients and colleagues in foreign markets. Moreover, while cultural differences became important in the design and marketing of culturally appropriate products, these differences became critical in their production in factories worldwide. Managers had to learn culturally appropriate approaches to man​aging people in each of the countries in which they operated.

MuItinationaI Phase

By the l980s man’, industries had entered the multinational phase. The competitive environment for these industries had changed again and with it the demands for culturally sensitive management practices. In multinational industries, a number of companies produce almost indifferentiable products (practically commodities). with the only significant competition being on price. From this global price-sensitive aim, therefore cost-sensitive-perspective, cultural awareness declines in importance. Price competition among almost identical products and services produced by numerous multinational competitors negates the importance of most cultural differences and almost all advantages gained by cultural sensitivity.  The primary product design and marketing assumption is no longer the domestic 

phase’s “one best way’ or even the multidomestic phase’s “many good ways” but rather “one least-cost way. The primary market becomes global, with no significant market segmentation. Firms can gain competitive advantage only through process engineering, sourcing critical factors on a worldwide basis, and benefiting from economies of scale. Price competition significantly reduces the influence of cultural differences.

Global, or Transnational, Phase

Some managers believed that the multinational phase would be the ultimate phase for all industries. This assumption did not prove to be true. Although a number of industries today continue to operate under the norms of the multinational phase, a fourth phase has emerged for firms in the most globally competitive industries. In it, top quality, least-possible-cost products become the baseline, the minimally acceptable standard. Competitive advantage comes from strategic thinking, from mass customization, and from out-learning one’s competitors. Product and service ideas are drawn from worldwide sources, as are the factors and locations of production. However, companies tailor final products and services and their marketing to very discrete market niches. One of the critical components of this market segmentation is nationality and ethnicity. Culture, once again, becomes a critical competitive factor.

Successful global firms competing under transnational dynamics need to understand their potential clients’ needs, no matter where in the world the clients live. They then need to quickly translate these worldwide client needs into products and services, produce those products and services on a timely and least-cost basis, and then deliver them to clients in a culturally acceptable fashion for each of the national and ethnic com​munities involved.

By this global phase, the exclusive product, sales, or price orientation of past phases almost completely disappears. Companies replace these individual orientations with a culturally responsive design orientation, accompanied by a rapid, worldwide, least-cost production function. Needless to say, culture is critically important to this most advanced stage. Similarly, the ability to manage cross-cultural interaction, multinational teams, and global alliances becomes fundamental to overall business success. Whereas effective global human resource management strategies varied in past phases from being irrelevant to being helpful, by the global phase they become essential, a minimum requirement for orga​nizational survival and success.

