Too often, companies try

to impose Western models
of commerce on developing
countries. They'd do better —
and learn more - if they
tailored their operations

to the unique conditions

of emerging markets.
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The End of Corporate
Imperialism

by C.K. Prahalad and Kenneth Lieberthal

When large Western companies rushed to enter emerging markets 20 years ago,

they were guided by a narrow and often arrogant perspective. They tended to

see countries like China and India simply as targets—vast agglomerations of

wotild-be consumers hungry for modern goods and services. C.K. Prahalad
and Kenneth Lieberthal call this view “corporate imperialism,” and they
show how it has distorted the operating, marketing, and distribution
decisions multinationals have made in serving developing countries.
In particular, these companies have tended to gear their products
and pitches to small segments of relatively affluent buyers—those
who, not surprisingly, most resemble the prototypical Western
consumer. They have missed, as a result, the very real opportunity
to reach much larger markets further down the socioeconomic
pyramid. Succeeding in these broader markets requires companies
to spend time building a deep and unbiased understanding of the

unigue characteristics and needs of developing countries and their

peoples. But such time is well spent. Not only will it unlock new sources of

revenue, it will also force big companies to innovate in ways that will benefit

their operations throughout the world.

AS THEY SEARCH for growth, multina-
tional corporations will have to compete
in the big emerging markets of China,
India, Indonesia, and Brazil. The opera-
tive word is“emerging’” A vast consumer
base of hundreds of millions of people is
developing rapidly. Despite the uncer-
tainty and the difficulty of doing busi-
ness in markets that remain opaque to
outsiders, Western MNCs will have no
choice but to enter them. (See the table
“Market Size: Emerging Markets Versus
the United States.”)

During the first wave of market entry
in the 1980s, MNCs operated with what
might be termed an imperialist mind-
set. They assumed that the big emerg-
ing markets were new markets for their
old products. They foresaw a bonanza in
incremental sales for their existing prod-
ucts or the chance to squeeze profits out
of their sunset technologies. Further,
the corporate center was seen as the
sole locus of product and process inno-
vation. Many multinationals did not
consciously look at emerging markets
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as sources of technical and managerial
talent for their global operations. As a
result of this imperialist mind-set, multi-
nationals have achieved only limited
success in those markets.

Many corporations, however, are be-
ginning to see that the opportunity big
emerging markets represent will de-
mand a new way of thinking. Success
will require more than simply develop-
ing greater cultural sensitivity. The more
we understand the nature of these mar-
kets, the more we believe that multina-
tionals will have to rethink and recon-
figure every element of their business
models.

So while it is still common today to
question how corporations like General
Motors and McDonald’s will change life
in the big emerging markets, Western
executives would be smart to turn the
question around. Success in the emerg-
ing markets will require innovation and
resource shifts on such a scale that life
within the multinationals themselves
will inevitably be transformed. In short,
as MNCs achieve success in those mar-
kets, they will also bring corporate im-
perialism to an end.

We would not like to give the im-
pression that we think markets such as
China, India, Brazil, and Indonesia will
enjoy clear sailing. As Indonesia is show-
ing, these markets face major obstacles
to continued high growth; political dis-
ruptions, for example, can slow down
and even reverse trends toward more
open markets. But given the long-term
growth prospects, MNCs will have to
compete in those markets. Having stud-
ied in depth the evolution of India and
China over the past 20 years, and having
worked extensively with MNCs com-
peting in these and other countries, we
believe that there are five basic ques-
tions that MNCs must answer to com-
pete in the big emerging markets:

Market Size
Emerging Markets Versus the United States
United

Product China India Brazil States
televisions (million units) 13.6 5.2 7.8 23.0
detergent (kilograms per person) 25 27 7.3 144

(million tons) 35 23 1.1 39
shampoo ($ billions) 1.0 0.8 1.0 1.5
pharmaceuticals ($ bil Iions) 5.0 28 8.0 60.6
automotive (million units) 1.6 0.7 2.1 15.5
power (megawatt capacity) 236,542 81,736 59,950 810,964

»Who is the emerging middle-class
market in these countries, and what
kind of business model will effectively
serve their needs?

-What are the key characteristics
of the distribution networks in these
markets, and how are the networks
evolving?

« What mix of local and global lead-
ership is required to foster business
opportunities?

+ Should the MNC adopt a consistent
strategy for all its business units within
one country?

+ Will local partners accelerate the
multinational’s ability to learn about
the market?

What Is the Business
Model for the Emerging
Middle Class?

What is big and emerging in countries
like China and India is a new consumer
base consisting of hundreds of millions
of people. Starved of choice for over 40
years, the rising middle class is hungry
for consumer goods and a better qual-
ity of life and is ready to spend. The
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fessor of corporate strategy and international business at the University of Michigan
Business School in Ann Arbor. Kenneth Lieberthal is a professor of political science,
the William Davidson Professor of Business Administration, and a distinguished fellow
and director for China at the William Davidson Institute at the University of Michigan.
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emerging markets have entered a new
era of product availability and choice.
In India alone, there are 50 brands of
toothpaste available today and more
than 250 brands of shoes.

Consumers are experimenting and
changing their choice of products rapidly.
Indians, for example, will buy any prod-
uct once, and brand switching is com-
mon. One survey found that Indian con-
sumers tried on average 6.2 brands of
the same packaged goods product in
one year, compared with 2.0 for Ameri-
can consumers. But does this growth of
consumer demand add up to a wealth
of opportunity for the MNCs?

The answer is yes...but. Consider the
constitution of the middle class itself.
When managers in the West hear about
the emerging middle class of India or
China, they tend to think in terms of
the middle class in Europe or the United
States. This is one sign of an imperialist
mind-set — the assumption that every-
one must be just like us. True, consum-
ers in the emerging markets today are
much more affluent than they were be-
fore their countries liberalized trade, but
they are not affluent by Western stan-
dards. This is usually the first big mis-
calculation that MINCs make.

When these markets are analyzed,
moreover, they turn out to have a struc-
ture very unlike those of the West. In-
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come levels that characterize the West-
ern middle class would represent a tiny
upper class of consumers in any of the
emerging markets. Today the active
consumer market in the big emerging
markets has a three-tiered pyramid struc-
ture. (See the exhibit “The Market Pyra-
mid in China, India, and Brazil”)
Consider India. At the top of the pyra-
mid, in tier one, is a relatively small
number of consumers who are respon-
sive to international brands and have
the income to afford them. Next comes
tier two, a much larger group of people
who are less attracted to international
brands. Finally, at the bottom of the
pyramid of consumers is tier three —a
massive group that is loyal to local cus-
toms, habits, and often to local brands.
Below that is another huge group made
up of people who are unlikely to be-
come active consumers anytime soon.
MNCs have tended to bring their ex-
isting products and marketing strategies
to the emerging markets without prop-
erly accounting for these market pyra-
mids. They end up, therefore, becoming
high-end niche players. That’s what hap-
pened to Revlon, for example, when it
introduced its Western beauty products
to China in 1976 and to India in 1994.
Only the top tier valued and could af-
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ford the cachet of Revlon’s brand. And
consider Ford’s recent foray into India
with its Escort, which Ford priced at
more than $21,000. In India, anything
over $20,000 falls into the luxury seg-
ment. The most popular car, the Maruti
Suzuki, sells for $10,000 or less. Fiat
learned to serve that tier of the market
in Brazil, designing a new model called
the Palio specifically for Brazilians. Fiat
is now poised to transfer that success
from Brazil to India.

While it is seductive for companies
like Ford to think of big emerging mar-
kets as new outlets for old products, a
mind-set focused on incremental vol-
ume misses the real opportunity. To
date, MNCs like Ford and Revlon have
either ignored tier two of the pyramid

The End of Corporate Imperialism

or conceded it to local competitors. But
if Ford wants to be more than a small,
high-end player, it will have to design
a robust and roomy $9,000 car to com-
pete with Fiat’s Palio or with a locally
produced car.

Tailoring products to the big emerg-
ing markets is not a trivial task. Minor
cultural adaptations or marginal cost
reductions will not do the job. Instead,
to overcome an implicit imperialism,
companies must undergo a fundamen-
tal rethinking of every element of their
business model.

Rethinking the Price/Performance
Equation. Consumers in big emerging
markets are getting a fast education in
global standards, but they often are
unwilling to pay global prices. In India,
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an executive in a multinational food-
processing company told us the story
of a man in Delhi who went to McDon-
ald’s for a hamburger. He didn't like the
food or the prices, but he liked the am-
bience. Then he went to Nirula’s, a suc-
cessful Delhi food chain. He liked the
food and the prices there, but he com-
plained to the manager because Nirula’s
did not have the same pleasant atmo-
sphere as McDonald’s. The moral of the
story? Price/performance expectations
are changing, often to the consterna-
tion of both the multinationals and the
locals. McDonald's has been forced to
adapt its menu to local tastes by adding
vegetable burgers. Local chains like Nir-
ula’s have been pushed to meet global
standards for cleanliness and ambience.

Consumers in the big emerging mar-
kets are far more focused than their
Western counterparts on the price/per-
formance equation. That focus tends to
give low-cost local competitors the edge
in hotly contested markets. MNCs can,
however, learn to turn this price sensi-
tivity to their advantage.

Philips Electronics, for example, in-
troduced a combination video-CD player
in China in 1994. Although there is vir-
tually no market for this product in Eu-
rope or the United States, the Chinese
quickly embraced it as a great two-for-
one bargain. More than 15 million units
have been sold in China, and the prod-
uct seems likely to catch on in Indone-
sia and India. Consumers in those coun-
tries see the player as good value for
the money.

Rethinking Brand Management.
Armed with their powerful, established
brands, multinationals are likely to over-
estimate the extent of Westernization
in the emerging markets and the value
of using a consistent approach to brand
management around the world.

In India, Coca-Cola overvalued the
pull of its brand among the tier-two con-
sumers. Coke based its advertising strat-
egy on its worldwide image and then
watched the advantage slip to Pepsi,
which had adopted a campaign that was
oriented toward the Indian market. As
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one of Coke’s senior executives recently
put it in the Wall Street Journal, “We're
so successful in international business
that we applied a tried-and-true for-
mula...and it was the wrong formula
to apply in India”

It took Coke more than two years to
get the message, but it is now reposi-
tioning itself by using local heroes, such

not widely available there, pagers have
helped fill the void as a means of one-
way communication.

Rethinking Product Design. Even
when consumers in emerging markets
appear to want the same products as
are sold elsewhere, some redesign is
often necessary to reflect differences
in use and distribution. Because the

Armed with powerful, established brands, multinationals
are likely to overestimate the value of using a consistent
approach to brand management around the world.

as popular cricket players, in its adver-
tising. Perhaps more important, it is
heavily promoting a popular Indian
brand of cola-Thums Up-which Coke
bought from a local bottler in 1993 only
to scorn it for several years as a poor
substitute for the Real Thing.

Rethinking the Costs of Market
Building. For many MNCs, entering an
emerging market means introducing
a new product or service category. But
Kellogg, for example, found that intro-
ducing breakfast cereals to India was a
slow process because it meant creating
new eating habits. Once the company
had persuaded Indians to eat cereal, at
great expense, local competitors were
able to ride on Kellogg's coattails by in-
troducing breakfast cereals with local
flavors. As a result, Kellogg may discover
in the long run that it paid too high a
price for too small a market. Sampling,
celebrity endorsements, and other forms
of consumer education are expensive:
Regional tastes vary, and language bar-
riers can create difficulties. India, for
example, has more than a dozen major
languages and pronounced cultural dif-
ferences across regions.

Multinationals would do well to re-
think the costs of building markets.
Changing developed habits is difficult
and expensive. Providing consumers
with a new product that requires no
reeducation can be much easier. For ex-
ample, consider the rapid adoption of
pagers in China. Because telephones are

Chinese use pagers to send entire mes-
sages — which is not how they were in-
tended to be used—Motorola developed
pagers capable of displaying more lines
of information. The result: Motorola
encountered the enviable problem of
having to scramble to keep up with ex-
ploding demand for its product.

In the mid-1980s, a leading MNC in
telecommunications began exporting
its electronic switching system to China
for use in the phone system. The switch-
ing system had been designed for the
company’s home market, where there
were many customers but substantial
periods when the phones were not in
use. In China, on the other hand, there
were very few phones, but they were in
almost constant use. The switching sys-
tem, which worked flawlessly in the
West, simply couldn’t handle the load in
China. Ultimately, the company had to
redesign its software.

Distribution can also have a huge
impact on product design. A Western
maker of frozen desserts, for example,
had to reformulate one of its products
not because of differences in consumers’
tastes but because the refrigerators in
most retail outlets in India weren't cold
enough to store the product properly.
The product had been designed for stor-
age at minus 15 degrees centigrade, but
the typical retailer’s refrigerator oper-
ates at minus four degrees. Moreover,
power interruptions frequently shut
down the refrigerators.
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Rethinking Packaging. Whether the
problem is dust, heat, or bumpy roads,
the distribution infrastructure in emerg-
ing markets places special strains on
packaging. One glass manufacturer, for
example, was stunned at the breakage it
sustained as a result of poor roads and
trucks in India.

And consumers in tiers two and three
are likely to have packaging preferences
that are different from consumers in the
West. Single-serve packets, or sachets,
are enormously popular in India. They
allow consumers to buy only what they
need, experiment with new products,
and conserve cash at the same time.
Products as varied as detergents, sham-
poos, pickles, cough syrup, and oil are
sold in sachets in India, and it is esti-
mated that they make up 20% to 30% of
the total sold in their categories. Sachets
are spreading as a marketing device for
such items as shampoos in China as well.

Rethinking Capital Efficiency. The
common wisdom is that the infrastruc-
ture problems in emerging markets —
inefficient distribution systems, poor
banking facilities, and inadequate lo-
gistics — will require companies to use
more capital than in Western markets,

not less. But that is the wrong mind-set.
Hindustan Lever, a subsidiary of Uni-
lever in India, saw a low-cost Indian de-
tergent maker, Nirma, become the larg-
est branded detergent maker in the
world over a seven-year period by court-
ing the tier-two and tier-three markets.
Realizing that it could not compete by
making marginal changes, Hindustan
Lever rethought every aspect of its busi-
ness, including production, distribution,
marketing, and capital efficiency.
Today Hindustan Lever operates a
$2 billion business with effectively zero
working capital. Consider just one of
the practices that makes this possible.
The company keeps a supply of signed
checks from its dealers. When it ships an
order, it simply writes in the correct
amount for the order. This practice is
not uncommon in India. The Indian
agribusiness company, Rallis, uses it
with its 20,000 dealers in rural India.
But this way of doing things is unheard
of in Unilever’s home countries - the
United Kingdom and the Netherlands.
Hindustan Lever also manages to op-
erate with minimal fixed capital. It does
s0 in part through an active program of
supplier management; the company
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works with local entrepreneurs who
own and manage plants whose capacity
is dedicated to Hindustan Lever’s prod-
ucts. Other MNCs will find that there
is less need for vertical integration in
emerging markets than they might
think. Quality suppliers can be located
and developed. Their lower overhead
structure can help the MNCs gain a
competitive cost position. Supply chain
management is an important tool for
changing the capital efficiency of a
multinational’s operations.

Rather than concede the market, Hin-
dustan Lever radically changed itself
and is today successfully competing
against Nirma with a low-cost detergent
called Wheel. The lesson learned in
India has not been lost on Unilever. It
is unlikely to concede tiertwo and tier-
three markets in China, Indonesia, or
Brazil without a fight.

How Does the Distribution
System Work?

One of the greatest regrets of multi-
national executives, especially those
we spoke with in China, was that they
had not invested more in distribution
before launching their products. Access

The Market Pyramid in China, India, and Brazil
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to distribution is often critical to suc-
cess in emerging markets, and it cannot
be taken for granted. There is no substi-
tute for a detailed understanding of the
unique characteristics of a market’s dis-
tribution system and how that system is
likely to evolve.

Consider the differences between
China and India. Distribution in China
is primarily local and provincial. Under

Access to distribution is often critical
to success in emerging markets, and

it cannot be taken for granted.

the former planned economy, most dis-
tribution networks were confined to
political units, such as counties, cities,
or provinces. Even at present there is
no real national distribution network
for most products. Many MNCs have
gained access to provincial networks by
creating joint ventures. But these are
now impediments to the creation of the
badly needed national network; Chi-
nese joint-venture partners protect their
turf. This gap between the MNCs’ need
for a national, cost-effective distribution
system and the more locally oriented
goals of their partners is creating serious
tensions. We expect that many joint ven-
tures formed originally to allow multi-
nationals to have market and distribu-
tion access will be restructured because
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of this very issue during the next five to
seven years.

In India, on the other hand, individual
entrepreneurs have already put to-
gether a national distribution system in
a wide variety of businesses. Established
companies such as Colgate-Palmolive
and Godrej in personal care, Hindustan
Lever in packaged goods, Tatas in trucks,
Bajaj in scooters—the list is long—con-
trol their own distribution
systems. Those systems take
the form of long-standing
arrangements with networks
of small-scale distributors
throughout the country, and
the banking network is part
of those relationships. Many of the es-
tablished packaged goods companies
reach more than 3 million retail out-
lets—using trains, trucks, bullock-drawn
carts, camels, and bicycles. And many
companies claim to service each one of
those outlets once a week.

Nevertheless, any MNC that wants to
establish its own distribution system in
India inevitably runs up against signifi-
cant obstacles and costs. Ford, for exam-
ple, is trying to establish a new, high-
quality dealer network to sell cars in
India. To obtain a dealership, each pro-
spective dealer is expected to invest a
large amount of his own money and
must undergo special training. In the
long haul, Ford’s approach may prove to
be a major source of advantage to the

company, but the cost in cash and man-
agerial attention of building the deal-
ers’ network will be substantial.

Ironically, the lack of a national dis-
tribution system in China may be an ad-
vantage. MNCs with patience and inge-
nuity can more easily build distribution
systems to suit their needs, and doing so
might confer competitive advantages.
As one manager we talked to put it,“The
trick to sustained, long-term profitabil-
ity in China lies not in technology or in
savvy advertising or even in low pricing
but rather in building a modern distri-
bution system.” Conceivably, China may
see consolidation of the retail market
earlier than India.

The Chinese and Indian cases signal
the need for MNCs to develop a market-
specific distribution strategy. In India,
MNCs will have to determine who con-
trols national distribution in order to
distinguish likely partners from proba-
ble competitors. In China, multination-
als seeking national distribution of their
products must consider the motivations
of potential partners before entering
relationships that may frustrate their
intentions.

Will Local or Expatriate
Leadership Be More
Effective?

Leadership of a multinational’s venture
in an emerging market requires a com-
plex blend of local sensitivity and global
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knowledge. Getting the balance right
is critical but never easy. MNCs fre-
quently lack the cultural understanding
to get the mix of expatriate and local
leaders right.

Expatriates from the multinational’s
host country play multiple roles. They
transfer technology and management
practices. They ensure that local em-
ployees understand and practice the cor-
porate culture. In the early stages of
market development, expatriates are
the conduits for information flow be-
tween the multinational’s corporate
office and the local operation. But while
headquarters staffs usually recognize
the importance of sending information
to the local operation, they tend to be
less aware that information must also
be received from the other direction.
Expatriates provide credibility at head-
quarters when they convey informa-
tion, especially information concerning
the adaptations the corporation must
make in order to be successful in the
emerging market. Given these impor-
tant roles, the large number of expatri-
ates in China-170,000 by one count—is
understandable.

Every multinational operation we ob-
served in China had several expatriates
in management positions. In India, by
contrast, we rarely saw expatriate man-
agers, and the few that we did see were
usually of Indian origin. That’s because
among the big emerging markets, India
is unique in that it has developed, over
time, a cadre of engineers and manag-
ers. The Indian institutes of technology
and institutes of management turn out
graduates with a high degree of techni-
cal competence.

Perhaps more important from the
perspective of a multinational, Indian
managers speak English fluently and
seem adept at learning new corporate
cultures. At the same time, they have
a much better appreciation of local nu-
ances and a deeper commitment to the
Indian market than any expatriate man-
ager could have.

Those seeming advantages may be
offset, however, by two disadvantages.
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First, a management team of native-
born managers may not have the same
share of voice at corporate headquar-
ters that expatriate managers have. Yet
maintaining a strong voice is essential,
given the difficulty most managers at
corporate headquarters have in under-
standing the dynamics and peculiar re-
quirements of operating in emerging
markets. Second, the “soft technology”
that is central to Western competitive
advantage-the bundle of elements that
creates a market-sensitive, cost-effective,
dynamic organization - is hard to de-
velop when the management team con-
sists of people who have worked only
briefly, if at all, in such an organization.

Several multinationals have sent ex-
patriates of Chinese or Indian origin
from their U.S. or European base back
to their Chinese or Indian operations in
order to convey the company’s soft tech-
nology in a culturally sensitive way. But
that strategy has not, in general, been
successful. As one manager we spoke to
noted, “Indians from the United States
who are sent back as expatriates are
frozen in time. They remember the
India they left 20 years ago. They are to-
tally out of sync. But they do not have
the humility to accept that they have to
learn.” We heard the same sentiment
echoed in China, both for Chinese-
Americans and, less frequently, for Chi-
nese who had obtained a higher educa-
tion in the United States and then
returned as part of a multinational man-
agement team.

Using American or West European
expatriates during the early years of
market entry can make sense, but this
approach has its own set of problems.
Cultural and language difficulties in
countries like China and India typically
limit expats’ interaction with the locals
as well as their effectiveness. In addi-
tion, the need to understand how to
deal with the local political system, es-
pecially in China, makes long-term as-
signments desirable. It often takes an
expatriate manager two years to get
fully up to speed. From the company’s
perspective, it makes sense to keep that
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manager in place for another three
years to take full advantage of what
he or she has learned. But few Western
expatriates are willing to stay in China
that long; many feel that a long assign-
ment keeps them out of the loop and
may impose a high career cost. Multi-
nationals, therefore, need to think about
how to attract and retain high-quality
expatriate talent, how to maintain ex-
pats’ links to the parent company, and
how to use and pass along expats’ com-
petencies once they move on to other
assignments.

Is It Necessary to Present
One Face?

Beyond the normal organizational ques-
tions that would exist wherever a com-
pany does business, there is a question
of special importance in emerging mar-
kets: Do local political considerations
require the multinational to adopt a
uniform strategy for each of its business
units operating in the country, or can it
permit each unit to act on its own?

Again, the contrasts between China
and India make clear why there is no
one right answer to this question. In
China, massive governmental interfer-
ence in the economy makes a uniform
country strategy necessary. The Chinese
government tends to view the activities
of individual business units as part of
asingle company’s effort, and therefore
concessions made by any one unit—such
as an agreement to achieve a certain
level of local sourcing - may well be-
come requirements for the others. An
MNC in China must be able to articu-
late a set of principles that conforms to
China’s announced priorities, and it
should coordinate the activities of its
various business units so that they res-
onate with those priorities.

But given the way most multination-
als operate, presenting one face to China
is very difficult. Business units have their
own P&L responsibilities and are reluc-
tant to lose their autonomy. Reporting
lines can become overly complex. Al-
though we observed many organiza-
tional approaches, not a single MNC we
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looked at is completely satisfied with its
approach to this difficult issue.

Is it any wonder? Consider the life of
one MNC executive we visited in China.
As the head of his company’s China ef-
fort, he has to coordinate with the com-
pany’s regional headquarters in Japan,
report to international headquarters
in Europe, and maintain close contact
with corporate headquarters in North
America. He also has to meet with
members of the Chinese government,
with the MNC’s business unit execu-
tives in China, and with the leaders of
the business units’ Chinese partners.
Simply maintaining all of these con-
tacts is extraordinarily taxing and time
consuming.

There is somewhat less need to pre-
sent one face to India. Since 1991, the
Indian government has scaled back its

Multinationals are finally learning

that their local partners often

do not have adequate knowledge

of the local markets.

efforts to shape what MNCs do in the
country. Business units may therefore
act more independently than would be
appropriate in China. The strategy for
India can be developed on a business-by-
business basis. Nonetheless, the market
is large and complex. National regula-
tions are onerous, and state-level gov-
ernments are still so different from one
another that MNCs are well advised to
develop knowledge that they can share
with all their business units in India.

Do Partners Foster
Valuable Learning?

In the first wave of market entry, multi-
nationals used joint ventures exten-
sively as a way not only to navigate
through bureaucratic processes but also
to learn about new markets. With few
exceptions, however, joint ventures in
emerging markets have been problem-
atic. In some cases, executives of the
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multinationals mistakenly thought the
joint venture would do their strategic
thinking for them. In most cases, ten-
sions in joint venture relationships have
diverted management attention away
from learning about the market.

One consistent problem is that each
party enters the joint venture with very
different expectations. One Chinese
manager described the situation in
terms of an old saying: “We are sleeping
in the same bed with different dreams.”
The local partner sees the MNC as a
source of technology and investment,
and the multinational sees the partner
as a means of participating in the do-
mestic market.

When they come to an emerging mar-
ket, multinationals are usually building
manufacturing and marketing infra-
structures, and they don't expect imme-
diate returns. Local partners,
however, often want to see
short-term profit. This dispar-
ity of aims leads to enormous
strain in the relationship. The
costs associated with expa-
triate managers also become
a bone of contention. Who
controls what can be yet an-
other source of trouble — especially
when the domestic partner has experi-
ence in the business. And when new
investment is needed to grow the busi-
ness, local partners often are unable to
bring in the matching funds, yet they
resent the dilution of their holding and
the ensuing loss of control.

MNCs are finally learning that their
local partners often do not have ade-
quate market knowledge. The experi-
ence of most local partners predates the
emergence of real consumer markets,
and their business practices can be ar-
chaic. As markets evolve toward greater
transparency, as MNCs develop senior
managers who understand how the sys-
tem works, and as the availability of
local talent increases, multinationals
have less to gain by using intermediaries
as a vehicle for learning.

The MNCs’ need for local partners is
already diminishing. In 1997, a consult-

ing firm surveyed 67 companies in-
vested in China and found that the per-
centage of their projects that became
wholly foreign-owned enterprises grew
steadily from 18% in 1992 to 37% in 1996.
A passive partner that can provide a
local face may still be important in some
industries, but this is a very different
matter from a joint venture.

Success Will Transform
the Multinationals

As executives look for growth in the big
emerging markets, they tend quite nat-
urally to focus on the size of the oppor-
tunity and the challenges that lie ahead.
Few stop to think about how success
will transform their companies. But con-
sider the magnitude of the changes we
have been describing and the sheer size
of the markets in question. Success in
the big emerging markets will surely
change the shape of the modern multi-
national as we know it today.

For years, executives have assumed
they could export their current busi-
ness models around the globe. That as-
sumption has to change. Citicorp, for
example, aims to serve a billion banking
customers by 2010. There is no way Citi-
corp, given its current cost structure, can
profitably serve someone in Beijing or
Delhi whose net wealth is less than
$5,000. But if Citicorp creates a new
business model - rethinking every ele-
ment of its cost structure~it will be able
to serve not only average Chinese peo-
ple but also inner-city residents in New
York. In short, companies must realize
that the innovation required to serve
the large tier-two and tier-three seg-
ments in emerging markets has the po-
tential to make them more competitive
in their traditional markets—and there-
fore in all markets.

Over time, the imperialist assumption
that innovation comes from the center
will gradually fade away and die. In-
creasingly, as multinationals develop
products better adapted to the emerg-
ing markets, they are finding that those
markets are becoming an important
source of innovation. Telecommunica-
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tions companies, for example, are dis-
covering that people in markets with no
old technology to forget may accept
technological changes faster, MNCs
such as Texas Instruments and Motorola
are assigning responsibility for software-
oriented business development to their
Indian operations. China has become
such a significant market for video-CD
players that the Chinese are likely to be
major players in introducing the next
round of video-CD standards around
the world.

The big emerging markets will also
have a significant influence on the prod-
uct development philosophy of the
MNCs. One major multinational recog-
nized to its surprise that the Chinese
have found a way of producing high-
quality detergents with equipment and
processes that cost about one-fifth of
what the MNC spends. Stories like that
can be repeated in a wide variety of busi-
nesses, including cement, textile ma-
chinery, trucks, and television sets.

As product development becomes de-
centralized, collaboration between labs
in Bangalore, London, and Dallas, for
example, will gradually become the rule,
not the exception. New product intro-
ductions will have to take into consid-
eration nontraditional centers of influ-
ence. Thus in the CD business at Philips,
new product introductions, which pre-
viously occurred almost exclusively in
Europe, now also take place in Shanghai
and California.

As corporate imperialism draws to a
close, multinationals will increasingly
look to emerging markets for talent.
India is already recognized as a source of
technical talent in engineering, sciences,
and software, as well as in some aspects
of management. High-tech companies
recruit in India not only for the Indian
market but also for the global market.
China, given its growth and its techni-
cal and managementtraining infra-
structure, has not yet reached that stage,
but it may well reach it in the not-too-
distant future.

A major shift in geographical re-
sources will take place within the next
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five years. Philips is already downsizing
in Europe and reportedly employs more
Chinese than Dutch workers. Over 40%
of the market for Coca-Cola, Gillette,
Lucent, Boeing, and GE Power Systems
isin Asia. And in the last two years, ABB
has shrunk its European workforce by
more than 40,000 while adding 45,000
people in Asia.

In addition to these changes, an in-
creasing percentage of the investment
in marketing and in plant and equip-
ment will go to the emerging markets.
As those markets grow to account for
30% to 40% of capital invested—and even
a larger percentage of market share and
profits—they will attract much more at-
tention from top management.

The importance of these markets will
inevitably be reflected in the ethnic and
national origin of senior management.
At present, with a few exceptions such
as Citicorp and Unilever, senior man-
agement ranks are filled with nationals
from the company’s home country. By
the year 2010, however, the top 200
managers from around the world for
any multinational will have a much
greater cultural and ethnic mix.

How many of today’s multinationals
are prepared to accommodate 30% to
40% of their top team of 200 coming
from China, India, and Brazil? How will
that cultural mix influence decision
making, risk taking, and team building?
Diversity will put an enormous burden
on top-level managers to articulate
clearly the values and behaviors ex-
pected of senior managers, and it will
demand large investments in training
and socialization. The need for a single
company culture will also become more
critical as people from different cultures
begin to work together. Providing the
right glue to hold companies together
will be a big challenge.

That challenge will be intensified by
an impending power shift within multi-
nationals. The end of corporate imperi-
alism suggests more than a new rela-
tionship between the developed and the
emerging economies. It also suggests an
end to the era of centralized corporate

power —embodied in the attitude that
headquarters knows best—and a shift to
a much more dispersed base of power
and influence.

Consider the new patterns of knowl-
edge transfer we are beginning to see.
Unilever, for example, is transferring
Indian managers with experience in
low-cost distribution to China, where
they will build a national distribution
system and train Chinese managers.
And it has transferred Indian managers
with knowledge of tier-two markets to
Brazil. The phenomenon of using man-
agers from outside the home country
to transfer knowledge is relatively new.
It will grow over time to the point where
the multinational becomes an organi-
zation with several centers of expertise
and excellence.

Multinationals will be shaped by a
wide variety of forces in the coming
decades. The big emerging markets will
be one of the major forces they come
up against. And the effect will be noth-
ing short of dramatic change on both
sides. They will challenge each other to
change for the better as a truly global
economy takes shape in the twenty-first
century. The MNCs will create a higher
standard of products, quality, technol-
ogy, and management practices. Large,
opaque markets will gradually become
more transparent. The process of tran-
sition to market economies will be evo-
lutionary, uneven, and fraught with un-
certainties. But the direction is no
longer in question.

In order to participate effectively in
the big emerging markets, multina-
tionals will increasingly have to recon-
figure their resource bases, rethink their
cost structures, redesign their product
development processes, and challenge
their assumptions about the cultural
mix of their top managers. In short,
they will have to develop a new mind-
set and adopt new business models to
achieve global competitiveness in the
postimperialist age. v/
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