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Strategy for the Emerging
Markets

Much emphasis in recent years in the boardrooms of companies large
and small has been the growing importance of high-growth developing
economies, called emerging markets, in achieving strategic growth objec-
tives. Emerging markets demonstrate core characteristics that differenti-
ate them from developed economies and those developing economies
that have not been able to grow at sufficient speed to attract the attention
of business strategists. Faced with persistently slow economic growth at
home, and the progressive saturation of their traditional foreign markets
in other developed economies, firms from developed countries have sub-
stantially ramped up their strategic efforts in emerging markets. This
chapter explores strategy development in the context of emerging mar-
kets. The main emphasis of the chapter is in which areas business strat-
egy needs to be adjusted and modified to respond to the specific
economic, institutional, and social features of emerging markets. The
chapter begins with a brief discussion of the concept itself. The chapter
then provides a detailed view of economic, institutional, and social fea-
tures of emerging markets. Section 2 dives into the specific posture and
configuration of business strategies in emerging markets by dividing
them into three discrete segments: Tier 1, Tiers 2—3, and Tiers 4-5.
These tiers are segmented on the basis of income. Section 3 then offers a
detailed set of guidelines on strategic and tactical considerations for each
of the tiers. Section 4 is a short concluding section.

What are the specific characteristics of emerging markets that have
attracted so much attention from multinational firms? First, is that the
economic growth rates of these economies outstrip the world average
growth rate and are certainly higher than those of developed economies.
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Second, rates of human development such as access to health care, sani-
tation, infrastructure development, and increasing literacy are improving
rapidly and converging with developed economies. Third, emerging
market governments have typically committed their societies and econo-
mies to participate in liberalization efforts associated with trade and
investment. The speed of liberalization varies country by country. For
example, the former centrally planned economies of Central and East
Europe rapidly liberalized with most of them joining the European
Union by 2007 — less a generation after the 1989 collapse of central plan-
ning. By contrast, Brazil, China, and India have pursued more selective
liberalization policies that centered closely on their interest in maximiz-
ing the potential for technology transfer from foreign investors as well
controlling the business conduct of the inward investors. Fourth, there is
a broad range of income strata in these economies suggesting that strate-
gies for emerging markets can vary considerably depending on the
income strata targeted. Fifth, some of the emerging markets have popula-
tion sizes that are huge. This presents unique challenges for scaling for
firms in these markets.

All told, the aforementioned five characteristics suggest that much of
what strategists would argue for in developed economies may not be as
relevant for emerging markets. This chapter is an exploration of why we
may need to reconsider our strategy models, frameworks, and action
plans for emerging markets. The chapter focuses on three key issues:
First, any of the business and economic institutions that form the founda-
tion of support for the development and execution of corporate strategy
are either weak or nonexistent in emerging markets. Examples of such
institutional voids (Khanna & Palepu, 1997) include an absence of
enforceable patent laws, as well as a shortage of consistent and credible
business information services such as consulting firms. Institutional
voids moderate the effectiveness of strategic capabilities and resources
possessed by firms reducing the value of their sources of competitive
advantage. Second, with institutional voids comes greater market and
technological uncertainty. This increases the value of dynamic capabili-
ties (Teece, Pisano, & Shuen, 1997) in the configuration of corporate strat-
egies with a higher emphasis on strategic agility and a greater
discounting of the value of corporate planning in emerging markets
(Teece et al., 1997). Third, while a central tenet of business strategy is
that differentiation is a more sustainable strategy relative to pursuing
price-sensitive, low-cost strategies, in emerging markets this may not
hold. This relates specifically in targeting lower-income customers in
these developing contexts. As discussed in the following text, while
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innovation as a source of differentiated advantage will typically be asso-
ciated with increasing product or service sophistication, in price-sensitive
emerging market segments, firms should emphasize innovation simpli-
fies complex products and services, lowering prices, such that low-
income customers can afford them.

This chapter is organized as follows. Part 1 considers the emerging
market context from an economic, institutional, and social perspective.
Part 2 elaborates on the argument that there are three distinct “markets”
within emerging markets building on the base of the pyramid work of
C. K. Prahalad and Stuart Hart that necessitate three distinct corporate
strategies. Part 3 explores in detail these three strategies. In brief, the first
strategy is largely the same ones that are pursued in developed econo-
mies yet are adjusted to respond to local differences such as language
and culture. The second emphasizes scaling, cost efficiencies, and afford-
ability while the third has an enhanced role for shared value (Porter &
Kramer, 2011) and social entrepreneurship. Part 4 is a concluding section
that sets the scene for further chapters in the book.

Emerging Markets: Key Features

Antoine W. van Agtmael was deputy director of the capital markets
department of the World Bank’s International Finance Corp. (IFC) at the
time he used the phrase “emerging markets” for the first time at a busi-
ness conference in Thailand in 1981. Since then, it has entered the lexicon
of management and strategy as much an imperative as a descriptor. It's
important to emphasize that in the same way that global strategy became
a strategic imperative in the 1980s for executives around the world, at
the turn of the twenty-first century a similar imperative was heralded in
the boardrooms of multinational firms called ‘BRIC strategy.” In a man-
ner similar to Agtamael’s use of emerging markets, BRIC was coined by
the then Chief Economist at Goldman Sachs, Jim O’Neill, to lump
together Brazil, Russia, India, and China as the most important econo-
mies for companies to target. This expanded into an “emerging market
strategy” as other countries such as Indonesia, Mexico, Vietnam, and
Turkey entered the business consciousness of executives. Thus today, no
ambitious company can produce an annual report without expressly
addressing the issue of emerging market strategy. Given this intensified
interest, it is both analytically useful and strategically relevant for us to
explore exactly what are the key characteristics of emerging markets?
We will divide these into economic, institutional, and social factors.
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Economic Components of Emerging Markets

In the last decade, emerging markets came to represent 86 percent of the
world’s population, 75 percent of the world’s land mass and resources
and accounted for 50 percent of world GDP at purchasing power parity
(PPP) (Watt et al., 2011). Figure 1.1 shows GDP PPP for emerging mar-
kets compared with developing economies. There is a clear
“North”—"South” divide in the current figures. When we examine
growth rates, what is evident is a that there is discernible and persistent
growth gap between developed and developing economies in the range
of 2 percent. The International Monetary Fund found that from 2006 to
2013, incomes have steadily risen in developing countries at an average
annual rate of 6.4 percent. In 2014, these same economies generated over
USD 10,000 of GDP per capita, a significant increase from USD 3,200 and
USD 5,300 just 20 and 10 years ago, respectively. The IMF further pre-
dicts that GDP per capita is expected to increase to USD 13,800 by 2020
(International Monetary Fund, 2014).

As we discuss in later chapters, strategic growth is easier to achieve
when markets are growing rather than being stagnant or contracting.
Managers find it much harder to take market share from their competi-
tors’ existing clients rather than finding new customers for reasons of
switching costs such as contracting, brand loyalty, and so on. Seen
through this lens, emerging markets are an attractive option for firms.

Urbanization is rising fast in developing economies. According to
United Nations (2014), the urban population in emerging markets is
expected to rise to about 3.7 billion by 2025. By 2030, city populations in
emerging markets are likely to be composed of 4 billion people, or about
four times the size of urban populations in developed countries. Urban
populations present multiple business opportunities for firms. They typi-
cally consume more monetized consumption (services, leisure, medical
etc.) relative to rural populations and, in general, are easier to reach,
given that they tend to be more densely populated.

Da Rita (2017) suggests that between 2017 and 2020, USD 4.5 trillion
per year will be spent on infrastructure in developing economies (Da
Rita, 2017). This presents two strategic opportunities for firms: first, a
range of firms from sectors, which participate in infrastructure develop-
ment, will have new business opportunities to compete for the tenders
published by governments in developing economies. Second, as infra-
structure improves in developing economies, both physical and digital
distribution systems should allow for a greater amount of goods and
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services being made available to consumers and enhancing the business
opportunities for firms across the entire economy.

While middle-income population segments in emerging markets
remain typically smaller than in developed economies, the growth of
“middle classes” is an important feature of market opportunities for
firms (Kharas, 2010). Typically “middle classes” spend more of their dis-
posable income on higher priced forms of consumption and durable pro-
ducts. They also tend to be more brand conscious than lower-income
consumers (Mukherjee, Satija, Goyal, Mantrala, & Zou, 2012).

Another salient feature of economic features of emerging markets is
the degree of economic diversification in the country. It is largely axiom-
atic that diversified economies produce more reliable and durable eco-
nomic growth since they can be insulated against shifts in fortunes in
specific industries. Developing economies that rely upon a narrow range
of sectors for economic growth such as natural resources or agriculture
struggle to maintain high enough economic growth rates to drive conver-
gence with develop countries. This is for two reasons: first is because of
the cyclicality of commodity prices related to economic growth in devel-
oped economies and second is the long-term rise in price elasticity for
commodity products as substitutes for natural resources are found. The
most dramatic illustration of this is the case of Argentina that at the turn
of the twentieth century was one of the more prosperous countries in the
world driven largely by exports of agricultural and natural resources.
A century later, Argentina’s economic fortunes have hardly advanced
since then.

Lastly, the extent to which emerging markets have joined international
economic integration agreements on a global and regional level is an
important consideration for firms. The fact that most economies in
Central and East Europe have joined the EU has created a level playing
field for foreign investors and enhanced the capacity for these firms to
compete on the basis of their sources of competitive advantage more
effectively. In fact, joining the EU for Central and East European coun-
tries represented one of the most important attempts at formal institu-
tionalization of their economies in their history. It also implied wholesale
regulatory convergence (Akbar, 2003). The issue of institutional aspects
of emerging markets is now dealt with in the following section.

Institutional Aspects of Emerging Markets

In developed economies, institutions that support markets are treated
largely as background conditions for firms. For example, they build
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strategies on the assumption that intellectual property laws are enforce-
able, that courts are transparent, that business intelligence data are read-
ily available, and that banking infrastructure exists to allow clients to
buy products or services. One of the benefits of economic institutions for
firms is that long-established institutions facilitate the creation of
mechanisms for aggregating and exchanging knowledge that can be
used to formulate and execute strategies. Institutions serve to ensure that
firms can learn more quickly about business environments and avoid
redundancy of effort. The ability to synthesize existing knowledge with
new knowledge is a key source of dynamism for firms and the presence
of business institutions allows firms to combine existing knowledge with
new knowledge gathered in the new market is vital. A recent example
serves to illustrate this challenge. When US’ largest PC seller, Dell
Corporation, entered the China market, it struggled to gain traction
against local retailers. For example, in 2002—2003, Dell lagged behind in
fourth place with just 6 percent of the China market (Einhorn, Larson, &
Ricadela, 2003). This was largely due to Dell’s innovation in its devel-
oped markets — the direct sales model. This business model required
two features to be successful: first was |Internet access for customers to
configure and buy their PCs and second was access to a credit or debit
card to make the payment online. In 2002—2003, few Chinese clients had
credit/debit cards and while Internet access was available, it was far
from common to be found in Chinese homes where most PCs were pur-
chased online by customers. Thus, the absence of key supportive institu-
tions largely taken for granted in developed economies was missing in
China at that time. This drove a fundamental change in Dell’s retail strat-
egy for China. Rather than relying on consumer PC sales, Dell switched
its efforts to focus on higher priced corporate hardware such as servers
avoiding the institutional weaknesses of retail PC market in China. Later
on, Dell signed agreements with Chinese supermarkets to set up
“kiosks” where customers could order their PCs in-store. They also
developed a cash-on-delivery option for clients who didn’t have a credit
card as long as the customer paid a deposit at the time of ordering. This
example provides clear evidence of the need of strategic model re-
engineering required by firms which enter emerging markets.

The absence of institutions in emerging markets has been termed
Institutional Voids (IVs). IVs relate to “unfamiliar conditions and pro-
blems” (Arnold & Quelch, 1998, p. 8), which characterize emerging mar-
kets and can deter firms from entering, and curb their growth into those
markets (Jansson, 2007). According to Khanna and Palepu (2010, p. 6),
“Ideally, every economy would provide a range of institutions to
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facilitate the functioning of markets, but developing countries fall short
in a number of ways. These institutional voids [...] are a prime source of
the higher transaction costs and operating challenges in these markets”
(Khanna & Palepu, 2010).

IVs imply the absence of numerous supporting features of devel-
oped economies some of which are public institutions and others
developed and maintained by private sector entities. First are credibil-
ity enhancers such as credit rating agencies that can provide reliable
data on the performance of financial assets and securities. This could
be very important in the future valuation of investments in emerging
markets. Second are information analyzers and advisors which refers
to audit, consulting, and legal services firms which can provide credi-
ble advice on how to develop and execute market entry and growth
strategies. Third are aggregators and distributors — these are typically
firms who provide logistics infrastructure to bring goods to market at
both wholesale and retail levels. Developed economies typically have
integrated distribution and logistics systems whereas developing coun-
tries suffer from fragmentation and technology backwardness in logis-
tics and distribution. Fourth, transaction facilitators relate to both
public and private institutions. They are typically focused on financial
transactions such as payments systems; regulators and adjudicators
come from both the public and private sector and can include industry
specific institutions related to such issues as professional certification.
They can also include economy-wide regulators as well such as health
and safety standards.

As much as institutions exist on a formal basis, there is also the issue
of institutional norms and implementation. Norms refer to practices and
active enforcement of institutional laws and processes — often not codi-
fied in law. In emerging markets, there may be formal institutions in
place but a combination of lack of resources, weaknesses in professionali-
zation of staff, and corruption mean that de facto implementation of rules
and practices is also weak, so firms need to be conscious of the fact that
even if institutions exist on a formal basis, they shouldn’t take for
granted that they can be enforced.

Social Aspects of Emerging Markets

The economically fragile nature of emerging markets has profound
impacts on social aspects of these communities. Poor or nonexistent
access to basic economic goods; grave social depravations such as poor
housing, education, and sanitation; as well as dysfunctional and
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