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Executive Summary  
 
The decelerating growth and maturing markets of developed markets, coupled with the rapid de-

velopment of emerging markets has prompted many Western businesses to look for new opportu-

nities for growth in these distant markets. For Western managers struggling to sustain growth, cut 

costs, and launch new products and industries, emerging markets can be an ideal answer. The 

abundant opportunities for growth are however stifled by a number of challenges that businesses 

must mitigate in order to create competitive advantage over local competitors. In addition, the ac-

celerating pace of technological development is revolutionizing the way businesses and consumers 

communicate and interact, and this is stimulating the discovery of new sources of value for both 

businesses and consumers. There are an increasing number of studies suggesting that creating sus-

tainable competitive advantage in dynamic environments require specific capabilities; that is, dy-

namic capabilities. 

 

The focus of this thesis is on how Western businesses can take advantage of the opportunities that 

emerging markets offer – specifically focusing on the Asian – while mitigating the challenges by 

embracing a co-creation approach. The co-creation paradigm abandons the traditional firm-centric 

view of the market and instead emphasizes value-creation as a joint effort of the firm and external 

stakeholders. The objective of the thesis is to investigate and demonstrate how Western multina-

tional enterprises can utilize a co-creation approach to facilitate the creation of dynamic capabili-

ties.  

 

The thesis addresses three typical challenges that Western multinationals often face in Asian 

emerging markets – cultural distance, poor protection of intellectual property rights, and macro-

environmental risk – and how utilizing a co-creation approach can mitigate these challenges. It 

approaches this by subdividing these three challenges into a number of specific problems. Analyz-

ing how co-creation affects these problems has resulted in eight propositions. These propositions 

suggest that co-creation facilitates the creation dynamic capabilities in two main ways: by improv-

ing the creation of knowledge of local conditions as a result of closer interactions with consumers; 

and by increasing strategic flexibility by focusing on access to, instead of ownership of, resources. 

Thus, the findings of the thesis suggest that a utilizing a co-creation approach improves conditions 

for creating sustainable competitive advantage in Asian emerging markets.  
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1 Introduction 

1.2 Background 

Economic and technological developments are rapidly transforming the world. Communication 

and information technologies continue to shrink geographical distances and enable access to new 

markets, new consumers, and new knowledge. This has encouraged many businesses to take on a 

more global perspective. Over the next two decades, most of the world’s growth is expected to occur 

in today’s emerging markets and many countries that were previously associated with excessively 

high levels of volatility and risk are now on the path to more becoming more liberalized. Once 

thought of as backward or low-tech, these countries are now rapidly transforming their economies.  

Asian emerging markets are particularly interesting from an international business perspective. 

Countries such as China and India have become important locations for production and as a result 

consumer purchasing power continues to increase in these countries, transforming them into pow-

erful consumer markets as well. Parallel to the rapid growth, they are also increasingly becoming 

competitors. Thus, in the 21st century, the focus of international business has shifted towards ana-

lysing emerging markets and identifying opportunities within these markets. Over the next several 

years, millions of new consumers in emerging markets will desire and be able to afford Western 

goods. Consequently, Western managers struggling to sustain growth, cut costs, and launch new 

products and industries, emerging markets can be an ideal answer. Yet the many sources of growth 

that these markets represent are diminished by a number of challenges that particularly business 

from Western developed countries are met with. Thus, in order for these businesses to take ad-

vantage of the opportunities they need to find strategies that can reduce the risk that these chal-

lenges represent. 

 

Co-creation has become an increasingly popular strategy for companies to create value by focusing 

on customer experience and interactive relationships with consumers.  In this new paradigm, value 

is co-created by the customer and the firm and markets become forums for firms and customers to 

share, combine, and renew each other’s resources and capabilities to create value through new 

forms of interaction, service and learning mechanisms. This creates an opportunity for firms to 

create value with the environment as opposed to beside, or in spite of, the environment.   

 

1.2 Problem statement 

As globalization is reaching a new stage, emerging markets are becoming rapidly growing challeng-

ers to Western markets. Many Western-based multinational firms are starting to realise the oppor-
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tunities for growth that these markets offer. However, in order to take advantage of the many op-

portunities and achieve sustainable competitive advantage, the Western multinational firms need 

to develop new capabilities to overcome the challenges that these markets present. Western multi-

nationals are in many ways at a natural disadvantage vis-à-vis companies founded in emerging 

markets. First, the latter companies are ‘born’ immersed in the cultural heritage of the target con-

sumers – often vastly different from Western culture – and thereby have far superior knowledge of 

these consumers. Second, despite improvements in the last decades, emerging markets are still 

often characterized by a weak institutional framework.  This includes the lack of robust legal and 

regulatory systems as well as weak enforcement of laws and regulations. As a result, operating in 

emerging markets carries a high risk of infringement upon intellectual property rights. Third, 

emerging markets are by definition rapidly changing markets, and often they exhibit a high degree 

of volatility and turbulence. This requires the Western multinational firms doing business in these 

markets to develop capabilities that enable them to respond to an environment that is not only 

completely different from their home market but also constantly and rapidly changing. 

 

1.3 Research questions 

The opportunities and challenges for MNEs in Asian emerging markets, combined with the possi-

bilities of co-creation have led to the following research question: “From the perspective of a West-

ern multinational firm, how can co-creation be used to overcome some of the typical challenges 

that Asian emerging markets represent?”  

In addition to the main research question, three sub-questions have been derived in order to ad-

dress and explore how co-creation can be utilized to approach three different typical problems that 

Western multinationals will encounter when doing business in emerging markets. The problems 

and the related sub-questions are as follows: 

 

When doing business in emerging markets, Western MNEs often face a cultural environment that 

is an entirely different from what they are accustomed to in the home market. This creates a num-

ber of challenges, leading to the first sub-question: 

 

(SQ1) How can co-creation be utilized by Western MNEs to close the cultural gap and create 

products that appeal to and satisfy the needs of Asian emerging market consumers? 

 

Emerging markets are characterized by inadequate legal and regulatory environments. For West-

ern MNEs, weak enforcement of intellectual property rights is particularly problematic, because 

the basis for value is at high risk of being copied. Therefore, the second sub-question is: 
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(SQ2)  How can co-creation be utilized by Western MNEs to ensure that the firm’s key sources of 

value cannot easily be imitated?  

 

By definition, emerging markets are rapidly changing. As a result, market conditions and the con-

ditions for value creation are also changing rapidly. This creates challenges for MNEs and thus the 

third sub-question: 

 

(SQ3) How can co-creation be utilized to enable Western MNEs to rapidly respond and continu-

ously adapt to changes in Asian emerging markets? 

 

1.4 Purpose 

Existing research has not yet explored how co-creation can be utilized in specific contexts or to 

tackle specific problems. Thus, the overall purpose of the thesis is to explore how co-creation can 

be utilized to overcome some of the typical challenges that Western MNEs encounter in Asian 

emerging markets. More specifically, the thesis seeks to explore how Western MNEs can utilize a 

co-creation approach to develop the capabilities necessary to achieve sustainable competitive ad-

vantage in emerging markets. In doing this, the thesis aims to contribute to the existing research on 

emerging markets and expand the theoretical and conceptual foundation of co-creation and co-

creation’s effectiveness in the specific context of emerging markets. 

 

1.5 Assumptions and delimitations  

In order to make a focused analysis and make certain generalizations it has been necessary to de-

limit the focus area for the thesis in a number of areas.  

First, when the thesis refers to a Western MNE (or just MNE) it presupposes a hypothetical MNE 

from a Western developed country1. This involves making some very broad generalizations regard-

ing managers and executives and their knowledge and decision-making processes. First, the thesis 

assumes that the MNE and its managers has is based in a Western, developed country and is pri-

marily embedded in this context.  Second, it is assumed that managers, executives, as well as the 

majority of employees have limited knowledge of the emerging market in question (i.e., India, Chi-

na or another Asian emerging market). Moreover, the three groups of challenges outlined in the 

research question are primarily related to marketing and product/service strategy. Therefore, the 

                                                           
1 Here Western countries are meant to include most of the European countries as well as North America. 
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primary objective for the analysis is not to explore why firms become MNEs or the decisions sur-

rounding where they locate their cross-border activities (nevertheless, the justifications for why 

and where will be briefly discussed). Instead the focal point of the analysis is how the MNE can 

successfully operate within a foreign context that differs vastly from its “home context”. In other 

words, it the tensions between to contexts and how the MNE can minimize these that are being 

studied. In doing so, the thesis makes the assumption that the MNE has decided to enter an Asian 

emerging market. The discussion and decisions regarding why and where has already been made. 

Consequently, the thesis will not go into detail in explaining theories of the MNE concerning these 

questions.  

Second, emerging markets are a broad category of “less developed” countries (the countries includ-

ed on the “list” depends on definition). They are not limited to one region of the world and are in-

deed found on every continent. Thus, apart from sharing somewhat similar level of development, 

emerging markets are highly diverse – culturally, structurally, etc. As a result, this thesis is limited 

to focus on emerging markets in one region, specifically Asian emerging markets2, with the caveat 

that these markets are still an incredibly heterogeneous group. Nevertheless, they have in common 

that MNEs doing business in these countries face similar challenges of which three are the ones 

outlined in the research questions. Furthermore, since China and India are the largest in terms of 

population size, geography and, most importantly, economically it is natural that these receive the 

majority of the FDI from developed countries. As a result, the cases and example exhibited in the 

thesis are centered in these countries. A more thorough justification for the choice of focus on 

Asian emerging markets is given in the section ‘Emerging Markets’. 

Third, the thesis limits the analysis to MNEs that operates within the consumer market. Consumer 

markets are dominated by products and services designed for the general consumer within three 

primary categories: consumer products, food and beverages, retail products, and transportation 

products (Kotler et al., 2012). It is within these categories that MNEs most often encounter the 

three typical challenges outlined in the research questions. Inter- and intra-organizational and 

therefore the challenges that these encounters pose are not of primary concern for this thesis.  

 

Before explicating the sub-problems it is necessary to understand the nature of emerging markets. 

Thus, the following section will provide a description of what emerging markets are, what opportu-

nities they offer, as well as the overall challenges of doing business here.  

 

  

                                                           
2 Here, Asian emerging markets refers to China, India, Indonesia, Thailand, Taiwan, the Philippines, and Malaysia.  



9 
 

2 Research Context: Emerging Markets 
 

As developed, industrialized countries are becoming increasingly more saturated, Western manag-

ers are starting to widen their search for new growth opportunities. Markets that were previously 

considered too risky for foreign businesses have started to transform and are becoming increasing-

ly more attractive. These markets are the so-called ‘emerging markets’.                                                                                                                                                    

There are multiple factors that have led to an increased focus on emerging markets in international 

business, some of these are: First, market potential is no longer too small for marketing efforts – 

market sizes and population growth cannot be matched. Second, marketing costs are decreasing as 

emerging markets are investing in infrastructure, especially transportation, power and communi-

cation. Third, as many emerging economies have developed or accessed technologies, they are be-

coming competitive on a global basis. Fourth, the information revolution has made more and more 

information available about emerging economies (Cavusgil, Ghauri, & Akcal, 2013). 

 

2.1 What are emerging markets? 

There are multiple overlapping terminologies describing the countries moving from a lower devel-

opmental stage to a higher one. Terms such as ‘developing countries’, ‘emerging markets’, ‘transi-

tion economies’, and ‘newly industrialized countries’ are all slightly different, yet describe many of 

the same characteristics related to countries’ stage of development. Moreover, the terms are often 

used interchangeably, which leads to confusion in understanding what emerging markets are. The 

term emerging markets was originally formulated in the early 1980s by Antoine van Agtmael, who 

defined emerging markets as economies with low-to-middle per capita income, that is, in terms of 

economics and levels of wealth, (Khanna & Palepu, 2010; Pacek & Thorniley, 2007). Cavusgil and 

Ghauri (1990) offered a market-oriented classification of three groups (dependent, seekers, and 

climbers) based on a number of factors such as population growth, life expectancy, and average 

number of children. Later, Vlademir Kvint (2009: 75) suggested that an emerging market country 

is "a society transitioning from a dictatorship to a free-market-oriented-economy, with increas-

ing economic freedom, gradual integration with the Global Marketplace and with other members 

of the GEM (Global Emerging Market), an expanding middle class, improving standards of liv-

ing, social stability and tolerance, as well as an increase in cooperation with multilateral institu-

tions". Although this definition is more consistent with the transition economy concept, it clarifies 

that not all developing countries can be characterized as emerging markets. In this view the only 

countries that can be defined as emerging markets are those that have started an economic reform 

process aimed at alleviating problems such as poverty and poor infrastructure, and those that have 
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achieved a steady growth in GNP per capita (Cavusgil et al., 2002). Khanna and Palepu (2010) at-

tempted to define emerging markets based on a more thorough analysis and concluded that (poorly 

functioning) institutions were the determinant of an emerging market. They argued that emerging 

markets “fall short” in providing a range of institutions that can facilitate the functioning of mar-

kets and as a consequence, become a transactional arena where buyers and sellers are not easily or 

efficiently able to come together (Khanna & Palepu, 2010). In other words, emerging markets are 

characterized by the presence of ‘institutional voids’ (Khanna & Palepu, 2010).This thesis synthe-

sizes the past definitions and defines an emerging market as a society transitioning from a dictator-

ship to a free-market-oriented economy with high economic growth, but still exhibiting institution-

al voids. 

2.2 Emerging market opportunities 

Although the nature of emerging markets creates many obstacles for MNEs, there are also some 

very compelling market opportunities. Before 2000, developing countries were characterized by 

high risk for foreign businesses, unpredictable growth patterns. Moreover, consumers had poor 

purchasing power and they were both economically and technologically backward (Cavusgil, Ghau-

ri, & Akcal, 2013). However, since the turn of the century, risks in emerging markets are becoming 

increasingly more manageable, and they are in many ways becoming technologically competitive. 

Moreover, consumer purchasing power is increasing, markets are largely untapped, and income 

growth is a lot higher than in developed countries (Cavusgil, Ghauri, & Akcal, 2013). Markets are 

continuing the liberalization trend, especially following, among other things, India’s and China’s 

free market reforms. Barriers to trade and investment are being reduced, a development that is 

expected to continue as national economies further integrate (Cavusgil, Ghauri, & Akcal, 2013). 

 

While growth rates of industrialized countries’ economies have stagnated as their economies have 

matured, emerging market economies continue to demonstrate rapid growth rates. This is illus-

trated by Figure 1, which shows that, although annual GDP growth rates have decreased in general 

since mid-to-late 2000s, emerging markets have maintained comparatively high GDP growth. Chi-

na is particularly promising in this area and is in many ways a special case. Despite still being cate-

gorized as an emerging market, China’s economy is the second-largest after the US’ (by nominal 

GDP) and is expected to overtake the US as soon as 2015 (Monaghan, 2014). Collectively, the three 

largest emerging economies in Asia – China, India and Indonesia – account for 16 % of world GDP 

(World Bank, 2014). This signifies a massive potential opportunities for future investment. Another 

indicator for future investment opportunities is the demographic characteristics of emerging mar-

kets. Asian emerging markets in particular have very large populations. Over half of the world’s 
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population lives in emerging economies (Cavusgil, Ghauri, & Akcal, 2013). The Chinese population 

alone is around 1.36 billion – 19 % of the world population (World Bank, 2014).  

The structure of emerging market populations is also significant for economic development. 

Emerging markets all have large working-age populations and upcoming young populations who 

will soon enter the workforce (Cavusgil, Ghauri, & Akcal, 2013). A result of economic growth is an 

increase in (and improvement of) education, which leads to an upcoming labor force providing a 

source of human talent. Finally, another result of economic growth – and a key trend in emerging 

markets – is the growing rates of urbanization, which indicates the movement of populations from 

low-income agricultural work to higher income industrial jobs. This also leads to an increase in 

demand for infrastructure, housing, and services in cities (Cavusgil, Ghauri, & Akcal, 2013).  

 

Although in 2009, 27.2 % of the Chinese population lived on less than $2 a day (PPP adjusted) the 

middle class is growing rapidly (World Bank, 2014). According to research by Mckinsey & Compa-

ny more than 75 % of China’s urban consumers will earn what amounts to $9,000 to $34,000 a 

year by the year 2022, which amounts to between the average income of Brazil and Italy (in PPP 

terms) (Barton, Chen, & Jin, 2013). Not all emerging markets are as prosperous in these regards as 

China. The annual growth of household final consumption expenditure of all developing countries 

in East Asia and the Pacific was 7.8 % in 2012, compared to 1.4 % in high-income economies 

(World Bank, 2014). Moreover, Business Monitor International (2010) forecasts that by 2018 

emerging markets GDP will equate to around 50 % of global GDP.  Nevertheless, high GDP growth 

rates and large populations results in emerging markets expanding overall. In comparison, emerg-
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ing markets are still in the growth or accelerating phase and therefore has a lower level of market 

saturation. 

 

 

 Population 
Growth 
(annual %)  

Population 
aged 0-14 
(% of to-
tal) 

Population 
aged 15-
64 (% of 
total) 

Population 
aged  65 < 
(% of to-
tal) 

Urban 
population 
(% of to-
tal) 

Urban 
population 
growth 
(%) 

China 0,5 18 73 9 53 2,9 

India 1,2 29 66 5 32 2,4 

Indonesia 1,2 29 66 5 52 2,7 

Malaysia 1,6 26 69 5 74 2,5 

Philippines 1,7 34 62 4 49 2,2 

Thailand 0,3 18 72 10 35 1,4 

Germany 0,2 13 66 21 74 0,4 

Sweden 0,8 17 64 19 86 0,9 

UK 0,6 18 65 17 80 0,8 

US 0,7 20 66 14 83 1,0 

 

 

The opportunities for Western MNEs in Asian emerging markets are illustrated by the level of in-

ward FDI to these countries. US and European FDI directed towards China (countries where both 

psychic and cultural distance between these countries can be considered very high) is extensive and 

increasing overall. In January 2013, the number of newly established enterprises in China funded 

by the United States was 94, an increase of 9.3% from the previous year (though the actual input of 

US$ 0.273 billion was down by 19.97% from the previous year). This shows that Western MNEs to 

some degree are willing to overlook the challenges associated with investing and operating in 

emerging markets. 

 

In the next section a more detailed description of the outlined three of the typical challenges that 

Western MNEs encounter when entering and doing business in Asian emerging markets.  

 

 

 

 

 

 

  

Source: World Bank, 2014.  

Table 1.          Population breakdown 
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3 Problem Identification 
 

In order to answer the research questions it is necessary to gain a better understanding of the na-

ture and underlying causes of each of the three typical problems (related to culture, intellectual 

property rights, and macro-environmental risk) that MNEs face in emerging markets. Thus, in the 

next section the thesis will first provide a detailed description of the three problems outlined above 

based on past research, theories and cases. This extended problem identification will form the basis 

for the analysis. 

 

3.1 Culture 

One of the most difficult challenges of operating in a foreign country is to understand the differ-

ences in cultural perceptions and values as well as the different needs that arises from different 

societal contexts (Herbig, 1998). Cultural differences manifest themselves in human interactions – 

both verbal and nonverbal – as well as religion, time, space, color, numbers, materialism, manners 

and customs, aesthetics, status consciousness and food preferences (Herbig, 1998). When operat-

ing in emerging markets, Western-based MNEs often faces an entirely different cultural setting 

than what they are accustomed to from their home markets. In order to survive and grow in a for-

eign market, the MNE will need to understand and appeal to local consumers’ wants and needs, 

which is complicated by the fact that “cultural attributes create distance by influencing the choices 

that consumers make between substitute products because of their preferences for specific fea-

tures” (Ghemawat, 2001: 142). Needs and wants are based in culture, which means that profitabil-

ity and, ultimately, competitive advantage is dependent on the firm’s ability to understand the cul-

tural context in which they do business (Herbig, 1998).  

 

In other words, the main challenges that cultural differences represent for an MNE operating in an 

emerging market are to communicate with the emerging market consumers and other actors (e.g. 

partners) across these cultural differences. Moreover, the MNE needs to develop products that ful-

fill the needs and wants of these consumers and market them in an appealing way. In order to un-

derstanding these challenges and their implications, it is important to first to establish the nature 

and dimensions of national culture and thus the nature of cultural differences. 

3.1.1 Cultural differences 
Culture is a concept with a vast number of definitions across a many research fields. One well-

regarded definition is found in the anthropological fields and states that “Culture consists in pat-
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terned ways of thinking, feeling and reacting, acquired and transmitted mainly by symbols, con-

stituting the distinctive achievements of human groups, including their embodiments in artifacts; 

the essential core of culture consists of traditional (i.e. historically derived and selected) ideas and 

especially their attached values” (Kluckhohn, 1951: 86). A definition from the marketing field is 

offered by Herbig (1998: 11), who states that “Culture is a system of communications that makers 

a human society possible that incorporates the biological and technical behavior of human beings 

with their verbal and nonverbal systems of expressive behavior”. Hofstede (2001: 1) define cul-

ture as “the collective programming of the mind... [which] manifests itself not only in values, but 

in more superficial ways; in symbols, heroes, and rituals”, which he condenses to “the collective 

programming of the mind that distinguishes the members of one group or category of people 

from another” (Hofstede, 2001: 9). While Kluckhohn’s definition emphasizes tradition/history as 

the core element of culture, Hofstede focus on the differences that result from the historical factors 

and Herbig’s definition emphasizes the barriers of communication that the cultural differences 

create. A common denominator in the three definitions is the distinctiveness of the culture to a 

particular group.  

 

Cultural differences are present both across and within national boundaries, and it does not always 

correlate with geographic distance. Nevertheless, some of the widest cultural gaps are found be-

tween regions that are geographically and economically distant, for example (some) Western de-

veloped countries and developing countries in Asia (Hofstede, 2001). This becomes evident when 

using Hofstede’s framework of cultural dimensions3.   

Hofstede’s framework compares differences across cultures and thus measures cultural distances. 

Six4 independent dimensions of national culture were identified by Hofstede (2001): 

1. Power distance: Deals with human inequality and the extent to which the less powerful 

members of organizations and institutions (like the family) accept and expect that power is dis-

tributed unequally. 

2. Uncertainty avoidance: Deals with a society's tolerance for uncertainty and ambiguity and 

indicates to what extent a culture programs its members to feel either uncomfortable or com-

fortable in unstructured situations. 

3. Individualism versus collectivism: Deals with the degree to which individuals are inte-

grated into groups. 

4. Masculinity versus femininity: Refers to the distribution of emotional roles between the 

genders (e.g. the patterns of male assertiveness and female nurturance). 
                                                           
3 The framework has received several criticisms – summarized by Jones, 2007. Nevertheless, for the purpose of a loose comparison of 
culture in different regions, it is considered by the researcher to be reasonably appropriate. 
4 The fifth dimension was added in 1991 as a result of independent research by Michael Bond et al. among students in 23 countries. Later 
research by Michael Minkov extended the number of country scores to 93 (Hofstede, 2001). The sixth dimension was added by Hofstede 
in the 2010 edition of his book ‘Cultures and organizations: Software of the mind’ (2010). 



15 
 

5. Long-term versus short-term orientation: Long-term oriented cultures are oriented to-

wards future rewards (e.g. saving), persistence, and adapting to changing circumstances. Short-

term oriented cultures foster virtues related to the past and present, such as national pride re-

spect for tradition, preservation of “face”, and fulfilling social obligations   

6. Indulgence versus restraint: Indulgence stands for a society that allows relatively free grat-

ification of basic and natural human drives related to enjoying life and having fun.  Restraint 

stands for a society that suppresses gratification of needs and regulates it by means of strict so-

cial norms. 

 

The analysis of average differences between two cultural groupings in developing Asia and three 

cultural groups of Western developed countries shows that major cultural differences are found 

between Asian developing countries and Western developed countries (see Figure 2)5.   

 

As expected, Figure 2 shows that average cultural differences are greatest between Western devel-

oped countries and Asian developing countries. The cultural differences are particularly apparent 

between Confucian Asia and the Nordic countries in the individualism, masculinity and indulgence 

dimensions; between South East Asia and Nordic countries in the power distance dimension; and 

                                                           
5 See Appendix II for full calculations 
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between Confucian Asia and Anglo-America in pragmatism. This illustrates the extent of the cul-

turally related challenges that Western MNEs face in Asian emerging markets.   

 

Some researchers have argued that cultural distances are decreasing and that the world is moving 

towards a cultural convergence as a result of globalization (Levitt, 1991; Ohmae, 1985; Ritzer, 

2010). These changes would cause consumer tastes and preferences to ‘converge’ and become in-

creasingly more similar across countries and regions. However, this argument of cultural homoge-

nization has been widely contested (Ghemawat, 2001; Hofstede, 2001). Hofstede (2001) suggests 

that changes in national culture are superficial and that they do not necessarily signal a conver-

gence in the values embedded in national cultures. Moreover, he argues that in the long term, cul-

tural values are “extremely stable” (Hofstede, 2001: 34) and that “technological modernization is 

an important force toward culture change that leads to somewhat similar developments in socie-

ty, but it does not wipe out variety. It may even increase differences, as on the basis of preexisting 

value systems societies cope with technological modernization in different ways” (Hofstede, 

2001). This view is backed by a number of empirical studies (Kraidy, 2005; Barkema & Vermeulen, 

1997). Consequently, MNEs will need to find ways that can contend with differences in culture in 

order to achieve sustained competitive advantage.  

3.1.2 Challenges 
The implication of national culture for an MNE trying to ‘conquer and preserve’ an emerging mar-

ket, is that it can be difficult communicate with and appeal to these consumers, whom have a com-

pletely different mental programming6. Developing and marketing products that can capture 

emerging market consumers generally requires extensive knowledge of the national culture in 

question. Thus, becoming successful in the world marketplace requires awareness and sensitivity to 

cultural differences (Guang & Trotter, 2012). In particular, there are three broad (related) areas 

within cross-cultural marketing where the challenges of cultural differences are evident: communi-

cation, product design, and branding. 

 

Communication 

Business communication is a two way interactive communications process –firms deliver infor-

mation to consumers and they gather, collect and interpret information from the consumers 

(Guang & Trotter, 2012). The challenges related to cross-cultural communication are often based 

on issues in ‘message transmission’; that is, the information the message is intended to transmit 

does not always correlate with how it is received. For example, the cultural context determines the 

                                                           
6 Mental programs, conceptualized by Hofstede (2001: 2), refers to “the software of the mind”; i.e. learned behavior that manifests itself 
in ‘words and deeds’.  
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amount of explicit information that is transmitted in a communicative situation, including both 

verbal and non-verbal aspects (Herbig, 1998). In verbal communication, information is transmitted 

through a code that makes intentions and meanings explicit and specific. Nonverbal communica-

tion can be defined as “any behavior, intentional or unintentional, beyond the words themselves 

that can be interpreted by a receiver as having meaning” (Herbig, 1998: 18). A person from a low-

context culture might face difficulties communicating with people from high-context cultures: In a 

low-context culture, there is an emphasis on explicit information as well as the environment, situa-

tion, and nonverbal behavior is relatively less important (Herbig, 1998). Anglo-American, German-

ic and Nordic countries are generally low context cultures, whereas East Asia is an example of high 

context cultures (Herbig, 1998). Problems with the differences in communication between people 

from high-and low-context cultures arise as “noise in one’s conduct, although perfectly natural in 

communication with another of one’s own culture, may have the unintended effect of derailing 

the message when in a cross-cultural setting” (Herbig, 1998: 20). Consequently, Western MNEs 

need to carefully consider how they communicate with actors in Asian emerging markets. 

 

Product Design 

Innovating and designing products for emerging markets consumers can be a significant challenge 

for MNEs – in many cases it requires extensive knowledge about these consumers’ physical as well 

as mental needs and wants. This includes accounting for cultural differences.  

There are three main product strategies that MNEs can adopt: product standardization, product 

adaptation, and global product development. First, a product standardization strategy (i.e. selling 

the same products worldwide) has a variety of benefits related to economies of scale, fast product 

roll-outs, and a coherent global brand. However, since cultural theory dictates that different cul-

tures attach distinct meanings to the same products/objects, the standardization strategy becomes 

more risky when marketing products in culturally distant markets (Herbig, 1998). In fact there are 

relatively few opportunities for complete product standardization and often this strategy does not 

appear to be a realistic (Gillespie & Hennessey, 2011; Herbig, 1998). Instead some MNEs might opt 

for a product adaptation strategy – adapting a product to local contexts. The challenge here is re-

viewing and analyzing local needs/wants and implementing changes or developing new products 

based on this.  Product adaptation requires the consideration of a number of factors, such as cli-

mate, infrastructure, and conditions for use; cultural preferences (e.g. aesthetics); product size and 

dimensions; cost and price; and performance and quality expectations. While a factor such as cli-

mate is relatively simple to account for, most of the other factors are related to culture. A third 

strategy is global product development, where a portion of the final design is standardized but re-

tains some flexibility, enabling the end product to be more or less tailored to meet the needs of lo-

cal markets (Gillespie & Hennessey, 2011).  
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Branding 

The challenges of cross-cultural branding are similar to those of product design. A brand that is 

built to appeal to consumers in one market or region might not be appropriate in another, cultural-

ly distant market. “Brand” refers to a names, symbols, signs, or designs used by a firm to differenti-

ate its own products from those of competitors’. The purpose of brand names is to convey the im-

age of the product (which is often extended to the firm) via various features and it should reference 

the culture of the consumers it is trying to appeal to (Herbig, 1998). Similarly to the challenges of 

product design, the question is how much of global brand must change in order to connect with 

consumers in another cultural context.  It can be very risky for MNEs to try reinventing their brand 

and drastically changing their global brand properties, yet MNEs that enter an emerging market 

without seeking some degree of customization are also facing great risks (Briggs, 2012). The right 

degree of customization is critical for MNEs when entering an emerging market, which can be chal-

lenging without much knowledge about the market.  

 

Central to the challenges of culture is the concept of knowledge. Knowledge is defined as the “un-

derstanding gained through experience and study” (Awad & Graziri, 2004: 33). Knowledge can be 

divided into two “mutually complementary entities”: tacit knowledge and explicit knowledge (No-

naka and Takeuchi, 1995). While explicit knowledge is relatively easily shared in formal, systemic 

language, tacit knowledge is personal, context-specific, and therefore difficult to formalize and 

communicate (Nonaka and Takeuchi, 1995). Creating knowledge requires mobilization and conver-

sion of tacit knowledge into explicit knowledge in order for the organization to derive value from it. 

Thus, organizational knowledge creation is “the capability of a company as a whole to create new 

knowledge, disseminate it throughout the organization, and embody it in products, services, and 

systems” (Nonaka and Takeuchi, 1995: 3). Culture is a central element in tacit knowledge, as it is 

formed by traditions and history, which can make it exceedingly difficult for outsiders to thorough-

ly ‘learn’ without much effort. The consequences of ignoring or underestimating the significance of 

culture can be massive financial losses. The case of Mattel’s first flagship Barbie store, the House of 

Barbie, in Shanghai, illustrates what can happen if an MNE fails to account for cultural differences 

when expanding to an emerging market. 

 

3.1.3 Case: Mattel in Shanghai 
Barbie is the largest doll brand in the world and continues to be sold in 150 countries and every 

second, three Barbie dolls are sold around the world (Parker, 2008). Mattel’s Barbie doll has be-

come an icon in American culture. Since its launch in 1959, the fashion doll has become popular 

with not only many generations of little girls, but also adult collectors. Nevertheless, as a result of 
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the global financial crisis, Barbie sales were decreasing in traditional markets, forcing Mattel to 

look for new opportunities elsewhere (Mattel Annual Report, 2009). With overall retail sales grow-

ing by 15 % in China in 2009, Mattel decided to look there for revenue growth of its Barbie brand 

(Rein, 2010).  Therefore, in March 2009, coinciding with Barbie’s 50th birthday, Mattel opened the 

world’s largest “House of Barbie” in Shanghai – a 3,300 m2, six-story flagship store. The temple to 

all things Barbie cost the toymaker $30 million to make and, besides holding the world’s largest 

and most comprehensive collection of Barbie dolls and licensed Barbie products, also included a 

restaurant, a hair and nail salon, a cocktail bar, and a spa (Carlson, 2013). In addition to the store, 

Mattel also launched a localized doll, Ling, to appeal to Chinese customers. The concept store was 

meant as part of a larger strategy by Mattel, with the intention to revamp Barbie’s image and create 

a lifestyle brand. However, sales at the House of Barbie disappointed and Mattel closed its doors in 

2011, only two years after its grand opening.  

One of Mattel’s most important mistakes in its Shanghai venture was a failure of account for cul-

tural differences. They did not account for the fact that Barbie does not have the same iconic status 

in China as it has in American culture. Barbie is an iconic symbol of femininity for young girls in 

America. Chinese consumers do not have the same mental programming meaning that “Chinese 

consumers couldn’t care less about Barbie-branded products” (Wang, 2012). Moreover, Mattel did 

not have sufficient knowledge about their target customers’ needs and wants. The American firm 

tried to appeal to the Chinese consumers with the black haired Chinese Barbie Ling, dressed in 

Chinese attire, but failed to understand what Ling would have to represent in order for it to appeal 

to Chinese girls (Wang, 2012).   

 

In summation, culture, with emphasis on cultural differences, creates a significant challenge for 

Western MNEs in emerging markets. Some Western companies have been able to overcome the 

cultural challenge, but even more have failed. It is evident that existing approaches to managing 

businesses and marketing products across idiosyncratic cultures are highly risky at best. Therefore, 

new methods are required to reduce the implications of cultural differences are needed.  

 

3.2 Intellectual Property Rights 

Another serious threat to a firm’s long-term competitive advantage is insufficient protection of in-

tellectual property rights (IPR). Well-enforced IPR protect firms’ R&D outcomes from theft and 

misappropriation. The absence of a proper IPR regime increases the risk of R&D investments and 

can obstruct innovation efforts. Although formal protection of IPRs is often technically available in 

emerging markets, the system often fails to enforce existing laws (Long, 2000). As a consequence, 
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piracy, counterfeiting, and IPR infringement is rampant in emerging markets. This is particularly a 

problem for many Western MNEs as the basis for value and thus competitive advantage lies in 

their relative ‘knowledge’ (innovation) and differentiation, as opposed to pursuing cost leadership. 

In other words, Western MNEs doing business in emerging markets, risks their R&D investments 

risks being eroded by intellectual property theft or misappropriation.  

 

IPR is the protection of intellectual property. Intellectual property (IP) refers to a range of “crea-

tions of the mind”, including inventions, literary and artistic works, as well as symbols, names and 

images used in commerce (WIPO). IP can be divided into two categories: (1) industrial property 

covers patents for inventions, trademarks, industrial designs, and geographical indications; and (2) 

copyright, which includes literary works, films, music, artistic works and architectural design 

(WIPO) More specifically, IPR allow creators and owners of patents, trademarks and copyrighted 

works to benefit from their own work or investment in a creation; it is “the right to benefit from the 

protection of moral and material resulting from authorship of scientific, literary or artistic pro-

ductions” (WIPO: 3). It is especially the intangible nature of IP that makes it difficult to protect 

when there is a conflict between owners expectations and actual enforcement of the law. The fol-

lowing section describes why emerging markets are particularly risky in this regard.  

3.2.1 Intellectual Property Rights in Emerging Markets 
In 1994 the Agreement on Trade-Related Aspects of IP Protection (TRIPS) was negotiated. The 

purpose of TRIPS is to establish a minimum standard for many forms of IPR and extend the global 

reach of IP regulation by compelling governments globally to take positive action to protect IPR, 

instead of only delineating acceptable policies (Halbert, 1997). However, since its implementation 

TRIPS has received a number of criticisms related to developing country-members and their chal-

lenges of adhering to the agreement: First, it has been argued that it was forced upon weaker states 

rather than a fair agreement between sovereign equals; Second, developing states received very few 

reciprocal gains from the agreement, and third, the agreement has had adverse effects for the par-

ticipating developing countries (Drahos & Braithwaite, 2002). Thus, the overall assumption that 

emerging markets could successfully adopt Western IP laws has not held true and, as a result of the 

large economic and technological gap between the emerging markets and their developed counter-

parts, implementation of IP laws continue to be deficient (Endeshaw, 2010). Complying with the 

TRIPS agreements has proven to be a substantial challenge for emerging markets as it requires 

these countries to implement and enforce the new legislations and regulations effectively. While 

implementation has been somewhat straightforward, the enforcement of the IPR standards has 

been problematic. It will likely take years for the emerging markets to achieve effective enforce-
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ment and the process is likely to generate high costs because these countries are required to im-

prove their judicial and administrative procedures (Matthews, 2002).  

 

The challenges of complying with the TRIPS agreement and thus the widespread violations of IPR 

are not only related to economic development, but can also be attributed to a number of other fac-

tors. In China, for example, the IPR violations are often attributed to three main issues: (1) cultural 

and historical idiosyncrasies, (2) a lack of political incentives, and (3) structural problems. First, it 

is argued that many East Asian countries lack tradition and a culture that supports IPR (Lejeune, 

2014). Much of the East Asian culture is rooted in, and heavily shaped by Confucianism, of which 

one tenet is ‘to transmit rather than create’ (Alford, 1995). Therefore a Western notion of IPR is 

alien to or even incompatible with various aspects of much of the East Asian, particularly the Chi-

nese, culture (Lejeune, 2014). John Alan Lehman (2006: 8) argues that “Developing an internal-

ized respect for intellectual property rights in China is likely to take significantly longer that it 

would under comparable socio-economic conditions for a country where the basic assumption 

behind such rights are not at odds with hundreds of years of ethical tradition.” Second, one of the 

political arguments is a lack of political will to implement, or even deliberately evade implementing 

functioning IPR protections for the purpose of supporting the domestic economy and increase 

technological skills (Lejeune, 2014).  

Consequently, although the legal and regulatory framework theoretically exits in most emerging 

markets, the poor enforcement of IPR increases the risks of theft, infringement and misappropria-

tion in these markets.  

 

3.2.2 Intellectual Property Rights Violations 

More specifically, IPR violations can take various forms: piracy and counterfeiting refers to all un-

authorized uses of intellectual property, while infringement is defined as “violations of cognizable 

legal right for which redress can be sought in court” (Long, 2000: 3). Due to the previously out-

lined conditions, most forms of IPR violations occur in emerging markets. 

The high risks of IPR violations in emerging markets are evident in a number of aspects. In World 

Economic Forum’s Global Competiveness Report 2013-2014 (2013), China was ranked 53th out of 

148 in ‘IP protection’. In the same indicator, Indonesia was ranked 55th, India was ranked 71st, the 

Philippines ranked 78th and Thailand was ranked only 102nd7. Similarly, in Property Rights Alli-

ance’s International Property Rights Index (2013), China was ranked 60th of 131 countries in IPR 

score, India was ranked 56th, the Philippines 62nd, Thailand 96th, and Indonesia 101st. Further-

more, a global survey of 451 executives by The Economist Intelligence Unit (EIU) showed that, 14 
                                                           
7 5 largest Asian emerging economies by GDP 
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% of the respondents had been involved in an international commercial dispute related to theft of 

IP in BRIC countries (EIU, 2013). Moreover, the threat of IP theft is expected to increase in BRIC 

countries and other rapid-growth markets; 35 % of the EIU survey respondents, who had not been 

involved in a recent international commercial dispute, think that theft of IP will be the most likely 

cause of commercial dispute in BRIC markets over the next two years (EIU, 2013).  

IP violations related to software piracy are particularly problematic. According to Business Soft-

ware Alliance (BSA) in 2010, the average software piracy rate for the Asia-Pacific region was 60 % 

and the commercial value of unlicensed PC software in the same region was $18,746 million (BSA, 

2010). Although other Asian countries are ranked higher in terms of piracy rates, China is arguably 

one of the countries causing more problems, primarily due to the size of the market. In 2010, China 

had the 30th highest piracy rate with 78 % of all software sold in China pirated (the global average 

piracy rate was 42 %) but lost revenues as a result of this amounted to $7,779 million – second only 

to the US (BSA, 2010). However, China is expected to overtake the US eventually as China’s PC 

market is growing faster.  

 

3.2.3. Consequences of Intellectual Property Rights Violations 

The protection of IPR is particularly important in international markets. Domestic governments 

cannot prosecute violators of MNEs IPR when violations occur on foreign ground and they need to 

depend on foreign governments for enforcements. When foreign governments fail to do this, MNEs 

can potentially suffer substantial losses. The risk of IPR theft has been exacerbated by globalization 

and the ensuing internationalization of businesses, including the internationalization of corporate 

R&D efforts (Schmiele, 2013). The benefit of R&D internationalization is to improve the adaptation 

of products to better suit customers in the home markets and react more quickly to change in local 

demands, as well as to facilitate a more diverse knowledge base from the internalization of foreign 

talents and expertise (Schmiele, 2013). However, the different legal and regulatory settings of 

emerging markets form completely different business environments and the weak IPR protection 

system can result in a loss of control over intellectual property and eventually financial losses 

(Schmiele, 2013).  

Moreover, the fundamental problems with IP is exacerbated and IPR protection is becoming in-

creasingly more important as the nature of business is shifting from being a primarily industrial 

economy with a main focus on commercial products, to a knowledge economy where service and 

expertise are the main business outcomes (Debowski, 2006). In the new post-industrial digital age, 

knowledge is no longer just an economic asset; together with financial capital, commodities and 

labor, knowledge also forms the basis of the global market, creating a knowledge economy. This 

contributes to an accelerated rate of technological and scientific advance, but also rapid obsoles-
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cence (Powell & Snellman, 2004). As a result, intellectual capabilities have become more important 

than physical input and natural resources (Powell & Snellman, 2004). Technological developments 

have also enabled knowledge sharing, extended the availability of information, and made more 

sophisticated piracy possible (Halbert, 1997).  

Emerging markets are in large part factor or efficiency-driven economies, that is, mainly generating 

income from natural resources and large pools of cheap labor (low production costs) (WEF, 2013); 

developed countries are knowledge-driven and creates wealth through new inventions and innova-

tions. The research and development of new products and services are costly, but can potentially be 

very profitable – especially if the owner of e.g. a new technology can sell to markets the size of Chi-

na or India. However, since these markets are also markets with relatively poor IP protection, the 

owner runs the risk of competitors imitating or copying the technology. Hence the original owner 

of said technology takes all costs of R&D but potentially only a fraction of the profits. The result is 

that the profitability of Western MNEs in emerging markets is dependent on the company’s ability 

to bypass the inadequate or absent IPRs.  

 

Most developed countries have already changed from industrial economy to knowledge economy, 

but emerging markets continue to rely on labor intensive industry as the basis of their economy. 

Thus, while the importance of IP to developed countries’ economies has incentivized a thorough 

and well-enforced legal framework for the protection of IPRs, this is not the case in emerging mar-

kets, where governments lack both the resources and the incentives for upholding an IPR protec-

tion regime comparable to that of developed countries (Long, 2000). Considering the importance 

that knowledge and innovation often constitute for Western firms – forming the basis of their 

competitive advantage – and the relative institutional weakness in emerging markets, the challeng-

es of IPR protection becomes particularly challenging for MNEs doing business in these markets. 

 

The problems related to the lack of IP protection in emerging markets can be illustrated by looking 

at the case of Microsoft in China 

 

3.2.4 Case: Microsoft in China 

Microsoft has faced serious intellectual property-related institutional voids in emerging markets, 

threatening to undermine its business in these markets (Khanna & Palepu, 2010). One of the 

emerging markets in which Microsoft has faced problems with IPR violations is China. When Mi-

crosoft entered the Chinese market in the early 1990, (software) piracy was rampant and, at a rate 

of 98 %, the highest in the world (Khanna & Palepu, 2010). Initially, Microsoft developed its own 

Chinese-language version of Windows, but when it was introduced in 1993, the Chinese govern-
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ment quickly blacklisted it for failing to meet mainland software standards. As a result, Microsoft 

sold fewer than twenty thousand copies in its first year. Even after Microsoft co-developed a local-

ized version of Windows with a Chinese software vendor and established joint ventures with six 

other local vendors, piracy still prevented Microsoft from producing significant revenue despite the 

huge scale of opportunities in the market. Microsoft raised the issue with the Chinese government, 

who responded by asking how Microsoft could help China develop its domestic software industry. 

This resulted in a new collaboration between Microsoft and China, which emphasized changing the 

market context by aiding the development of China’s domestic software and IT sectors through 

alliances and investments in educational and research initiatives (Khanna & Palepu, 2010) because 

“China is more likely to fight pirates if it has its own software industry” (Khanna &Palepu, 2010; 

p.103). These initiatives helped Microsoft increase institutional support it needed to develop its 

business in the Chinese market. In addition Microsoft sought to address piracy through adaptation 

by introducing differentiated versions of products to meet local price constraints with the goal to 

reduce demand for pirated versions of the software (Khanna & Palepu, 2010). However, despite 

Microsoft’s efforts, piracy remains a significant challenge. At the 2011 opening of Microsoft’s R&D 

headquarters in Beijing, CEO Steve Ballmer commented that widespread software piracy in China 

has prevented his company from seeing significant revenue in what will soon be the world’s largest 

PC software market. While the Chinese and the US American PC market is roughly the same size, 

software revenue from China was one five percent of what the company sees from the US, which 

means that, in theory, around 95 % of Chinese software revenue is lost to piracy (Duncan, 2011). 

Moreover, the small improvements to IP protection in China Microsoft may have contributed to 

have only been possible due to Microsoft’s size and influence in other markets. Smaller enterprises 

will have little to no power to influence the external environment they are operating in and will 

have even less financial capacity to legally dispute any IPR violations. 

 

As the Microsoft case illustrates, trying to change IPR regimes in emerging markets can be an up-

hill battle and it is unlikely that Western IP standards will be met in the short- to medium-term – if 

ever. Consequently it is likely that it will continue to constitute a problem for firms with a differen-

tiation strategy to competitive advantage.   

 

3.3 Risk 

Emerging markets are in a constant state of flux. They are, by definition, continuously changing in 

economic terms. But as they gain increased access to the outside world via information technolo-

gies, improved transportation, they also experience a dramatic cultural, technological and societal 
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change. In addition, emerging markets are not only changing in the developmental sense, they are 

also characterized by a high degree of turbulence as a result of relatively weak institutions. This 

change and turbulence result in a highly unpredictable environment that creates several challenges 

for MNEs doing business in these markets and makes achieving sustainable competitive advantage 

increasingly complex.  

 

The role permanent change in the process of economic development was first analyzed by  

Joseph Schumpeter, who defined this as “spontaneous and discontinuous change […] which forev-

er alters and displaces the equilibrium state previously existing” (Schumpeter, 1983: 64). Schum-

peter’s theory specifically refers economic development and thus changes in the realm of industrial 

and commercial life and thus not changes in consumer tastes and behavior (Schumpeter, 1983). 

Nevertheless, although businesses are obviously influenced by factors such as technology, competi-

tion, regulations, demand, and access to capital, they are certainly also influenced by changes in 

consumer tastes, behavior and more. In stable environments, such as most developed countries 

these factors change usually slowly and incrementally (Sull & Escobari, 2004). In contrast, emerg-

ing markets are unpredictable environments, which are characterized by the rapid and unpredicta-

ble nature of changes in these factors (Sull & Escobari, 2004). A central assumption of neo-classical 

economic theory is that markets move toward a stable economic equilibrium (Sull & Escobari, 

2004). Historically, industrialization has been the most influential factor in driving long-term eco-

nomic growth toward this equilibrium, and while developed countries have already undergone the 

industrialization process, emerging markets are only the in the early stages of this transformation 

(Owen & Griffiths 2006). Moreover, globalization and technological advances has sped up this pro-

cess for emerging markets. In combination, these factors mean that emerging markets are rapidly 

catching up to developed countries (Owen & Griffiths, 2006).  

  

Overall, the challenges that MNEs face in emerging markets can be grouped into three broad, in-

terconnected categories: (1) consumer-related change; (2) technological change; and (3) macro-

environmental turbulence. Each of these categories and the related variables are associated with 

more or less uncertainty, which is complicated by their interconnectedness: “Multiple variables, 

their individual uncertainty, and the large number of possible interactions severely limit managers’ 

ability to predict what the future will hold.” (Sull & Escobari, 2004). Central to the challenge of 

doing business in a rapidly changing environment is that, despite limited visibility into the future, 

MNEs must act and react faster than competitors and seize fleeting opportunities (Sull & Escobari, 

2004). In the following section, the variables of change is described in detail in order to improve 

the understanding of what capabilities are necessary for MNEs to create long-term competitive 

advantage in emerging markets.  
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3.3.1 Consumer-related change 
Some of the most significant demographical changes that are expected to occur  in emerging mar-

kets within the next decades are: an aging population (although in most cases it is still relatively 

young), a growing middle class with increased more disposable income, improved levels of educa-

tion, as well as urbanization and increased mobility of the population (Backman, 2008). De-

mographics are an important aspect for firms to consider because consumption patterns differ 

across different demographic groups. 

 

The core challenges of consumer-related change lies in the changing structure within the popula-

tion. One key demographic challenge in Asian emerging markets in particular is the ageing popula-

tion (Owen & Griffiths, 2006). The current young population is a result of the improvements in 

public health care in 1950s and 1960s, which led to a dramatic drop in child mortality rates and 

dramatic increases in life expectancy (Jackson, Howe, & Nakashima, 2011). Then, as the urbaniza-

tion and industrialization process started in the 1970s and 1980s, fertility rates started to decline 

rapidly. This demographic transition has led to an impending age bulk in Asia. Personal interests, 

economic status, tastes, basic needs etc. are different throughout peoples’ lives, and thus consump-

tion differs between each life-stage (Backman, 2008). Achieving long-term sustainable advantage 

under these conditions requires agility and adaptability. The initial challenge is to appeal to young-

er consumers which constitute the bulk of the population currently, and create products that they 

believe satisfy their needs. Later, the challenge will be to adjust products and marketing to ageing 

population. 

The demographic transition in emerging markets is just one of the factors influencing consumer 

behavior. Moreover, the enormous size of many Asian emerging markets is particularly important 

in combination with their economic development, which has resulted in the increase in consumer 

spending8 (World Bank Development Indicators). In China, consumer spending growth has fluctu-

ated between 6.1 % and 11.1 % from 2004 to 2012; and in India it has fluctuated between 5 % and 

9.4 % in the same period (World Bank, 2014). In comparison, in Western developed countries con-

sumer spending growth generally stays under 5 % and even dropped below zero during in 2009 

(World Bank, 2014). This reflects the trend of the growing middle class in Asia. Today, only a quar-

ter of the world’s middle class is located in Asia, but 2020, this share could double (Kharas, 2010). 

The expanding middle class also changes consumer behavior. For example, it means that people 

are switching from basic stables to branded and packaged consumer products found in supermar-

kets (Marr & Reynard, 2010). Thus, when demographics changes, it also changes who is consuming 

and where. MNEs will need to plan for these changes and adjust strategy in the long-term.  

                                                           
8 Household final consumption expenditure is the market value of all goods and services purchased by household. Annual percentage 
growth is measured in constant local currency (WDI).  
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While demographics and income patterns change who is consuming and where, technology and 

value systems changes the how and why of consumption (Accenture, 2013). In other words, con-

sumer tastes, preferences, and behavior changes as well. A global executive survey by Accenture 

(2013) revealed that nearly 73 % of business executives surveyed globally acknowledge that con-

sumer behavior has changed markedly in the last three years. When asked about the most im-

portant shifts for enabling business profitability growth in the next couple of years, 21 percent of 

survey respondents answered changes to demographical patterns and 12 percent answered changes 

to consumer preferences (33 % in total), both specifically for emerging markets (Accenture, 2013). 

However, 74 % of the respondents also said they do not fully understand the consumer changes 

under way and eight out of 10 said they believe that their companies are not taking full advantage 

of the opportunities these changes present (Accenture, 2013). These changes are influenced by a 

range of factors, which are not easily distinguishable and because of this they are often unpredicta-

ble. Consumer-related changes in an emerging market can be especially unpredictable for a West-

ern MNE as these firms do not have the same intrinsic understanding of the national culture and 

therefore have a harder time predicting consumer response to a certain environmental change (e.g. 

technological innovation). The challenge is to develop new methods that enable MNEs to seize 

these opportunities and address the consumer-related changes in emerging markets.  

 

3.3.2 Technological change 

Technological changes in emerging markets are changes associated with new innovations, the ac-

cess to and availability of technology (information communication technology in particular), as 

well as the country’s technological readiness.  

Innovations can dramatically change the conditions of doing business and create both threats and 

opportunities. For example, the Internet has dramatically increased the access to information and 

improved general knowledge, and more recently, the advent and development of Web 2.0 and so-

cial media has changed how people communicate and share knowledge. This has enabled the 

emergence of the ‘networked’ consumers – consumers that are connected, social, and co-

productive: they are always “on”, use digital technologies to communicate with friends, family, 

strangers, and institutions (Accenture, 2013). Most importantly for businesses, the networked con-

sumers contribute with data (whether intentionally or unintentionally), but also increasingly want 

to be, and are, involved in almost every aspect of product development process (Accenture, 2013).  

The challenges associated with new innovations is first to uncover and understand, which technol-

ogies matter to emerging market consumers, which are relevant to their needs, and how these con-

sumers want to interact. In other words, “Success will depend to a large extent on employing in-

novative uses of technology that are tailored to consumers in developing markets rather than 
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using cookie-cutter approaches adopted from the developed world” (Accenture, 2014: 8). Thus, 

not only are technological changes and developments changing consumer tastes and preferences, 

they are also changing the way in which businesses develop and market their products, and how 

and where they communicate with consumers.  

These changes, however, are dependent on the availability and accessibility of the necessary 

‘equipment’, that is, computers, mobile phones, an Internet connection etc.). Access to information 

communication technologies (ICT) in emerging markets is improving, but still far behind the de-

veloped world. The number of Internet users (people with access to the worldwide network) in de-

veloping countries in East Asia and the Pacific has increased from 6.9 per 100 people in 2004 to 

36.2 per 100 people in 2012 (World Bank, 2014). Better yet, in the same area mobile subscriptions 

per 100 people have gone up from 23.6 in 2004 to 88.9 in 2012. Moreover, a prerequisite for tech-

nological change is the ‘technological readiness’ of a country and its consumers. World Economic 

Forum (2013: 8) offers a definition of the country aspect of technological readiness: “the agility 

with which an economy adopts existing technologies to enhance the productivity of its industries 

with specific emphasis on its capacity to fully leverage ICTs in daily activities and production 

processes for increased efficiency and enabling innovation for competitiveness”. High technologi-

cal readiness of a country reflects the developmental stage of the economy, but also determines the 

speed of future development and potential increase of the number of competitors.  

Technological change challenges the firm to stay innovative and keep up with technological trends, 

but technological change also offers plenty of opportunities in emerging markets. Accenture’s glob-

al executive survey (2013) revealed that the majority of respondents (36 %) see technological de-

velopments as the major driver of business growth (in their own business) in emerging markets. 

China is particularly favorable in this regard, with 65 % of respondents seeing technological change 

as the main driver for growth here – by far the highest ratio in any surveyed country. But these 

challenges and opportunities require the MNEs to keep up with the rapid technological develop-

ment in order to continually maintain and improve customer understanding.  

 

3.3.3 Contextual change 

Contextual change in emerging markets refers here to changes in the institutional and macroeco-

nomic environments. Frequent contextual changes causes of market turbulence, which creates an 

unpredictable and risky business environment. A high degree of market turbulence makes firms 

vulnerable as it become extremely difficult to plan ahead and make appropriate strategic responses 

to the changes.  
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First, institutional change is a major cause of market turbulence. Institutions are “the rules of the 

game in a society” (North, 1990: 3) and their primary role is to reduce uncertainty in a society by 

establishing a stable structure to human interactions (North, 1990). However, emerging markets 

are generally characterized by weak institutional frameworks and therefore lack the stabilizing ef-

fect of that enable developing countries relatively predictable (World Economic Forum, 2013) and 

makes emerging markets more vulnerable to domestic and external disturbances or shocks. Insti-

tutional change is one factor that creates turbulence. Whenever institutional change occurs, it forc-

es businesses to reconsider their goals at the microeconomic level, and decisions of how to reallo-

cate the resources they control and use in the market (Johanson & Johanson, 2004). Consequently, 

institutional change gives new meaning to businesses goals and resources, forcing the firm to re-

peatedly reevaluate its perception of the market and constantly ‘rediscover’ new market knowledge 

(Johanson & Johanson, 2004).  However, while institutional changes occurs in any market – de-

veloped or emerging – the problem is intensified in emerging markets, where institutional changes 

are frequent, unpredictable, and extends over several years (Johanson & Johanson, 2004).   

Stable economic environments are promoted to avoid economic and financial crises, large swings 

in economic activity, high inflation, and excessive volatility in exchange rates and financial markets 

(IMF, 2014). A dynamic market economy necessarily involves some degree of instability, but in 

excess, it can increase uncertainty, discourage investment, impede economic growth, and hurt liv-

ing standards (IMF, 2014). Macroeconomic policies influence inflation, interest rates, output, ex-

change rates etc. and efficient macroeconomic policies are a prerequisite for a stable economic en-

vironment (Langdana, 2009). Cyclical fluctuations are generally more extreme in emerging mar-

kets, partly because of inappropriate macroeconomic policies (Lane, 2003). 

While many emerging markets’ financial systems proved resilient during the global financial crisis, 

these markets remain exposed to global risks stemming from the substantial sovereign debt over-

hang and the ongoing repair of the financial sector balance sheets in many developed countries 

(IMF, 2011). Moreover, emerging markets are experiencing volatility in commodity export prices 

and significant capital inflows, which may be contributing to overheating, excess credit growth, 

higher leverage, and elevated asset prices (IMF, 2011). More specifically, there are five key chal-

lenges of emerging market financial systems related to financial stability issues (IMF, 2011):  

1. Application of international financial standards. As a consequence of limited supervisory ca-

pacity, such as lack of supervisors with technical expertise, and emerging markets have faced 

challenges in complying with international banking standards concerning governance, re-

sources and operational independence of bank supervision.  

2. Promoting cross-border supervisory cooperation. First, the prevalence of foreign-owned 

banks may pose risks for host emerging markets as liquidity or solvency problems may spill 

over from the parent bank. Second, when foreign banks play a significant role, conflicts of in-
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terest can arise and raise financial stability concerns.  Third, in some cases, the current inter-

national framework for cross-border supervision does not provide sufficient powers and in-

formation rights to the host country, and the absence of effective cross-border resolution 

frameworks restrain proper management of the risks associated with foreign banks.  

3. Expanding regulatory and supervisory perimeter. The asset portfolios of small scale, non-

bank institutions involved in lending or deposit-taking (NBIs) has deteriorated. This can be 

attributed to an inadequate regulatory framework, weak supervisory capacity, and political 

constraints such as willingness by populist politicians to allow borrowers to not repay their 

loans. 

4. Management of foreign exchange risks. The increased flexibility in exchange rate regimes 

may mean periods of high exchange rate volatility. Many emerging markets have thin financial 

market which can exacerbate this volatility and thus represent a risk to financial stability. 

Moreover, many emerging markets exhibit significant financial dollarization, which can in-

crease risk of high inflation without strong, supportive macroeconomic policies. Moreover, the 

large majority of emerging markets lack derivatives markets that could enable hedging of risks 

from unexpected external volatility.   

5. Developing domestic capital markets. Emerging markets’ capital markets have become more 

interlinked with local and global financial systems, but remain vulnerable to changes in inves-

tor sentiment and contagion effects. This is because first, there is a lack of a sufficiently di-

verse and deep pool of investors that can act as a source of stability in crisis times. Second, 

emerging markets have a persistent problem with market illiquidity. Third, during the peak of 

the financial crisis, a number of emerging markets implemented measures to restrict financial 

market trading, which sometimes proved counterproductive, and fourth, the single market in-

frastructure framework common in many emerging markets causes a concentration of risks.   

 

From a theoretical perspective, unpredictability has three implications for MNEs: it gives rise to 

sudden threats to a firm’s survival, creates new opportunities, and shifts the nature of competitive 

interaction (Sull & Escobari, 2004). First, the interaction of a large number of uncertain variables 

increases the frequency of negative shocks that pose a serious threat to a company’s competitive 

advantage. Major environmental shocks that threaten the company’s survival – “sudden-death 

threats” – share three defining characteristics: they are discontinuous (non-gradual), unpredicta-

ble, and pose a fundamental challenge to a firm’s ability to create and sustain value. The sudden-

death threats can influence the firm directly, such as when a central bank doubles the interest rates 

in a matter of weeks, but also indirectly by reducing the value of specialized resources by changing 

the context in which those resources are employed (Sull & Escobari, 2004). Second, unpredictable 

environments also have the potential to create golden opportunities, such as enable novel combina-
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tions of resources; companies can create value by identifying and successfully exploiting these op-

portunities (Sull & Escobari, 2004). Finally, environmental unpredictability has a subtle but im-

portant implication on the nature competition among rivals within the same industry. In addition 

to the traditional competitive dimensions of price and quality, innovation, broad positioning, pro-

cess efficiency etc., companies operating in unpredictable environments also contest in their ability 

to proactively minimize the impact potential sudden-death threats. In addition, companies com-

pete in the ability to anticipate golden opportunities, preparing for them, and seizing them faster 

than competitors (Sull & Escobari, 2004). 

 

Macroeconomic volatility is one of the factors that have the most direct influence on MNEs in 

emerging markets. It indirectly affects “welfare-costs for risk adverse individuals”, but it also has a 

direct affect through its adverse effect on income growth and development (Loayza et al., 2007). 

Fortunately, since the 1970s there has been an aggregate decrease of macroeconomic volatility in 

every region of the world and the experience in non-OECD East Asia has been particularly signifi-

cant9 (Olaberria & Rigolini, 2009). Here, volatility dropped from an average of 7.85 percent in the 

beginning of the 1970s, to an average of 2.35 percent in 2006 (Olaberria & Rigolini, 2009). Never-

theless, volatility in East Asia remains above OECD levels and the latest financial crisis has exacer-

bated this, offsetting the positive development and MNEs will have to manage through both insti-

tutional and macroeconomic volatility in emerging markets in the foreseeable future. 

In combination, these three categories of change make emerging markets unpredictable. Compet-

ing in such an unpredictable environment can be very disorienting, particularly to managers accus-

tomed to a more predictable context.  

 

The thesis has provided a detailed description of the three overall problems related to cultural dif-

ferences, weak intellectual property rights, and macro-environmental risk that Western MNEs face 

in Asian emerging markets. In order to analyze how these MNEs can utilize a co-creation approach 

to solve these problems, the thesis will first introduce and describe the dynamic capabilities para-

digm – and why this is particularly important for MNEs in an emerging market context. Next, a 

detailed description of the co-creation concept provided. This will form the theoretical foundation 

for the subsequent analysis. 

 

  

                                                           
9 Volatility is measured here as the standard deviation GDP per capita growth using a ten year window 2006 (Olaberria & Rigolini, 2009).   
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4 Theoretical Foundation 
 

4.1 Dynamic Capabilities 

 

The main objective for all profit-seeking businesses is to survive and succeed in the long term. This 

requires sustainable competitive advantage; that is, for the business to develop attributes, or a 

combination of attributes, that cannot easily be imitated or copied by competitors (Porter, 1985). 

However, today’s turbulent globalized environment has made it increasingly more difficult to cre-

ate sustainable competitive advantage. This is because sustainable competitive advantage requires 

a constant reevaluation of internal and external environments and the reallocation of organization-

al resources to fit these environmental changes. While most businesses face challenges related to 

the new global business environment to some degree, the challenges of achieving sustained com-

petitive advantage is exacerbated for MNEs doing business in emerging markets. Dynamic envi-

ronments such as emerging markets present MNEs with special challenges that require these firms 

to develop specific capabilities in order to build sustainable competitive advantage. Businesses 

need to cope with these challenges has led the development of the dynamic capabilities paradigm. 

 

4.1.1 Theoretical antecedents  
Although previous references to the dynamic capabilities concept (DC) can be found in literature, it 

was Teece, Pisano and Shuen’s seminal article “Dynamic Capabilities and Strategic Management” 

(1997) that popularized the concept. This article resulted in a rapidly growing body of literature on 

the topic of DCs. Teece, Pisano and Shuen proposed the DCs approach as an extension to three ex-

isting paradigms: Porter’s five competitive forces, strategic conflict, and the resource-based ap-

proaches to competitive advantage (Teece, Pisano & Shuen, 1997). Porter’s (1980) five forces of 

competitive advantage approach emphasize the actions a firm can take to create defensible posi-

tions against competitive forces.  The strategic conflict approach (Shapiro, 1989) is based on game 

theory, but is similar to Porter’s approach in its focus on market imperfections, entry deterrence, 

and strategic interaction. Both these approaches share the view that rents flow from privileged 

product market positions (Teece, Pisano and Shuen, 1997). The resource-based approaches are 

rooted in the discussion of corporate strengths and weaknesses. These approaches emphasize se-

curing competitive advantage by capturing entrepreneurial rents flowing from fundamental firm-

level efficiency advantages. More importantly, one strand of this research has led to the resource-

based view (RBV) of the firm, which focus on the application of firm-specific tangible and intangi-
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ble resources and the existence of isolating mechanisms as the determinants of firm performance 

(e.g. Teece, 1984; Penrose, 2009). This translates into valuable resources that are neither perfectly 

imitable nor sustainable without much effort (Barney, 1991). However, in contrast to these ap-

proaches, which are essentially static in nature, the DC approach is suggested as a response to the 

rapidly changing business environment and how to secure competitive advantage under these cir-

cumstances (Teece, Pisano and Shuen, 1997). A capability is the ability to perform a particular task 

or activity, whereas dynamic capabilities are concerned with change.  

 

4.1.2 Dynamic Capabilities Definitions 

The rapid accumulation of literature on DCs has resulted in several distinct definitions of the con-

struct, which vary significantly in terms of the nature, specific role, relevant context, creation and 

evolution mechanisms, types of outcomes, heterogeneity assumptions, as well as the specific pur-

poses of DCs (Barreto, 2010). The original definition of DCs, as suggested by Teece, Pisano and 

Shuen (1997), is “the firm’s ability to integrate, build, and reconfigure internal and external com-

petencies to address rapidly changing environments” (Teece, Pisano and Shuen., 1997: 516). In 

this definition, organizational capabilities are defined as managerial and organizational processes 

or “patterns of current practice and learning” (Teece, Pisano and Shuen, 1997: 518) through which 

“firm-specific assets are assembled in integrated clusters spanning individuals and groups” 

(Teece, Pisano and Shuen 1997: 516). Subsequent work has refined and expanded on the original 

definition. For example, Eisenhardt and Martin’s (2000: 1107) defined DCs as “the firm’s processes 

that use recourses […] to match and even create market change”. Teece reevaluated his earlier 

definition and identified DCs as “the ability to sense and seize opportunities quickly and profi-

ciently” (Teece, 2000: 35). Building on previous literature, Helfat et al. (2007: 4) suggested that 

DCs are “the capacity of an organization to purposefully create, extend and modify its resource 

base”. Later Teece (2007) proposed another, more detailed, description which stated that DCs can 

be disaggregated into the capacity to (a) to sense and shape opportunities and threats, (b) to seize 

opportunities, and (c) to maintain competitiveness through enhancing, combining, protecting, and, 

when necessary, reconfiguring the business enterprise’s intangible and tangible assets.  

 

Nevertheless, despite, or perhaps because of, its popularity the DCs concept has been criticized for 

still being too vague. This prompted Barreto (2010) to create a new, all-encompassing definition of 

DCs while accounting for criticisms of the concept. Barreto (2010: 271) synthesized and incorpo-

rated past research and suggested an aggregate multidimensional definition: “A dynamic capabil-

ity is the firm’s potential to systematically solve problems, formed by its propensity to sense op-

portunities and threats, to make timely and market oriented decisions, and to change its resource 



34 
 

  

Decision-making 

Timely 

decisions 

Market-
oriented deci-

sions 

Opportunity 
and threat 

sensing 

Changing the 

resource-base 

Figure 3.            Dimensions of Dynamic Capabilities 

               Source: Author; based on Barreto, 2010 

base”. This definition is more precise than previous definitions, which enables a more precise anal-

ysis of how firms can develop these capabilities. 

 

4.1.3 Dimensions of dynamic capabilities 

Barreto’s (2010) multidimensional construct refers to four distinct but related dimensions: (1) the 

propensities to sense opportunities and threats, (2) the propensities to change the firms resource 

ase, (3) the propensities to make timely decisions, and (4) the propensities to make market-

oriented decisions, as a single theoretical concept (Barreto, 2010). The four dimensions of DCs and 

their interconnectedness are displayed in Figure 3. 

 

Sensing opportunities and threats 

Teece (2007) argues that opportunity sensing and/or creation is dependent on an individual’s in-

trinsic capabilities to recognize, sense, and shape developments, as well as extant knowledge (or 

the knowledge and learning capacities of the enterprise the individual ‘belongs to’). Not all, and 

perhaps only a few, individuals possess the many cognitive and creative skills that are required to 

perform opportunity sensing and creation processes, and relying on a few individuals to perform 

this crucial task will make the enterprise vulnerable. It is therefore more appropriate for the enter-

prise to embed the necessary processes in its operations.  

In order for the enterprise to identify (i.e., sense) opportunities it must constantly scan, search, and 

explore across technologies and markets – both local and distant (Teece, 2007). This activity re-

quires investment in R&D, and extensive and ongoing investigation of consumer needs and techno-
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logical possibilities. Moreover, it involves understanding latent demand, the structural evolution of 

industries and markets, and likely supplier and competitor responses (Teece, 2007).  

When opportunities are sensed, the enterprise needs to create, or ‘shape’, these opportunities by 

interpreting new events and developments, which technologies to pursue, and which market seg-

ments to target. Moreover, enterprises must assess how technologies will evolve and how and when 

competitors, suppliers, and customers will respond (Teece, 2007). The processes involved in sens-

ing opportunities and threats is summarized in Figure x. 

  

Changing the resource base 

A capability is the ability to perform a particular task or activity. But whereas an organizational 

capability enables the firm to function on a day-to-day basis, a dynamic capability concerns 

change. Teece, Pisano and Shuen’s (1997) original definition captured the need for the reconfigura-

tion of resources as a response to the rapidly changing environment. Later research and definitions 

have also reflected the importance of this in relation to DCs (Eisenhardt & Martin, 2000; Helfat et 

al., 2007). Helfat et al. (2007) argues that firms must not just adapt to changes in their environ-

ment but also exploit this change. Creating, adapting to, and exploiting change is inherently entre-

preneurial activities but it also requires strategy and organization.  It requires the firm to combine 

entrepreneurial, strategic, and organizational activities by developing DCs. DCs come in many 

forms, such as learning, product development, and acquisition However, DCs are also context de-

pendent and become tailored to the settings in which the function (Helfat et al., 2007). Helfat et al. 

(2007) introduces the concept of evolutionary fitness, to describe how well a DC enables an enter-
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prise to make rents by creating, extending, and modifying its resource base. Evolutionary fitness 

depends on the external environment – evolutionary fit DCs enable a firm to survive and potential-

ly increase market share – and the extent of a firm’s evolutionary fitness depends on how well the 

DCs of an enterprise match the context in which it operates. Moreover, a firm’s evolutionary fitness 

is influenced by the competitive and cooperative environments. Similar DCs across competitors 

increase competition and in turn, this will decrease evolutionary fitness (by making it more difficult 

for firms to survive and prosper) (Helfat et al., 2007).  In contrast, in a highly cooperate environ-

ment where firm’s work with external partners, cooperators will jointly increase their evolutionary 

fitness. 

 

Decision-making 

Decision making has been found to be an essential component in DCs (Moliterno & Wiersema, 

2007; Rosenbloom, 2000; Slater, Olsen, & Hult, 2006). There are two particularly important man-

agerial decision-making capabilities: the timing of the decisions in relation to modification of the 

resource base, and the content of the decisions.  

• Timely decisions: The propensity for firms to make timely decision regarding the modifica-

tion of its resource base is a fundamental DCs (Barreto, 2010). Teece et al. (1997) stated 

that one of the skills necessary for minimizing low pay-off change, is to reconfigure and 

transform quickly and ahead of competitors. Similarly, Eisenhardt and Martin (2000: 1117) 

asserted that the potential for long-term competitive advantage “lies in using dynamic ca-

pabilities sooner, more astutely, or more fortuitously than the competition to create re-

source configurations that have that advantage”.  

• Market-oriented decisions: In addition to timing managerial decisions, the direction of 

these decision matter as well. That is, the firm’s propensity to make market-oriented deci-

sions is an essential dynamic capability (Adner & Helfat, 2003). The key element of this di-

rectionality is the firm’s processes for systematically evaluate in what ways they can provide 

superior value to customers (Priem, 2007). The directionality of decisions is captured in the 

concept of market orientation, which is defined as “the business culture that most effective-

ly and efficiently creates superior value for customers” (Narver & Slater, 1990: 20). This is 

supported by Menguc and Auh (2006) who found that market orientation is transformed 

into a DCs when complemented by reconfigurational capabilities.  
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4.1.4 Dynamic Capability Contingencies 
As a business’ overarching goal is to achieve sustained competitive advantage, the problems that 

need to be solved are the barriers to accomplish this goal. However, as Barreto’s (2010) definition 

states, DCs only include a firm’s specific potential10 to solve these problems.  

Unfortunately, there is very little research on the internal and external factors that enable or inhibit 

the realization of the potential DCs represent (Barreto, 2010). Collis (1994: 143) argues that the 

value of organizational capabilities is context dependent which “suggests that there can be an infi-

nite regress in the explanation for, and prediction of, sustainable competitive advantage” and the 

ultimate source of sustainable competitive advantage is impossible to find. Similarly, Winter 

(2003) argue that developing “strategic substance” to organizational capabilities involves (costly) 

investments in patterning of activities. As such, realizing the maximum potential of DCs is contin-

gent upon the costs and benefits of the firm’s investments.  

However, Wilden et al. (2013) developed and tested an empirical model in order to analyze how 

competitive intensity and organizational structure influence the effects of DCs on firm perfor-

mance. They found that the role of the resource base in delivering day-to-day performance is dif-

ferent from that of DCs in affecting sustainable performance (i.e. evolutionary fitness). In addition, 

they found that DCs are not in and of themselves directly and positively correlated with firm per-

formance. This supports the previous arguments by Collis (1994) and Winter (2003) that perfor-

mance is determined by the internal and external context within which DCs are deployed. Thus, 

firms must align their organizational structure with their capacity to sense and seize external op-

portunities and reconfigure their resource base accordingly if they are to derive superior perfor-

mance from DCs (Wilden et al., 2013).  

Specifically, Wilden et al. (2013: 88) found that  “organic structures positively moderate the rela-

tionship between dynamic capabilities and firm performance and so substantiate organizational 

structure as a critical context in which dynamic capabilities affect organizational performance”.  

In other words, developing DCs that realize the potential for sustained competitive advantage re-

quire an organic organizational structure. Organizational structures influence firm’s responses to 

change (Wilden et al.,2013). The organic organizational structure was proposed as the appropriate 

form for complex, changing conditions (Burns & Stalker, 1994) and is characterized by flexibility 

and inclusiveness. In the organic organization, communication is lateral and ‘dialogic’, and external 

knowledge and knowledge sharing is valued (Burns & Stalker, 1994).  Wilden et al.’s (2013) re-

search found support for the hypothesis that an organic organizational structure improve effect of 

DCs on firm performance. Maximizing the potential of DCs is contingent upon (at least) having an 

organic organizational structure.  
                                                           
10 ‘Potential’ is included in this definition in accordance with previous research by e.g. Helfat, et al. (2007); Shamsie et al. (2009); Ei-
senhardt and Martin (2000); Teece (2007). 
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4.1.5 Dynamic Capabilities and the MNE 
A few studies have advanced the notion that firms compete with one another based on based on the 

ability to learn and apply knowledge, that is, on the basis of their DCs. Teece (2007) in particular 

argue that DCs are very relevant to MNE performance because these firms typically face fast-

moving environments with intense global competition, rapid technological change, and poorly de-

veloped markets to exchange and acquire know-how. While existing capabilities (first-order capa-

bilities) are likely to result in improved performance, especially in volatile environments such as 

India and China, these capabilities have to undergo a constant process of change. In order to up-

date existing capabilities, it has been argued that so-called ‘second-order’ capabilities come into 

play, e.g. learning, improving, changing, etc. Prange and Verdier (2011) introduce four types of dy-

namic internationalization capabilities that are likely to impact performance:  threshold capabili-

ties, consolidation capabilities, value-adding capabilities, and disruption capabilities. The first two 

are used for exploitative (incremental) internationalization processes, while the last two are critical 

for explorative (accelerated) internationalization (Prange & Verdier, 2011). Exploitative interna-

tionalization is based on DCs that are linked to path-dependent learning and knowledge accumula-

tion through international experience. Typically, the firm intends to pursue a domestic develop-

ment until it reaches a sufficient level of threshold capabilities necessary to support multinational 

activity. Then, the firm undergoes a process of consolidation by learning and experience. Explora-

tive internationalization is based on DCs reflecting an organization’s ability to achieve new and 

innovative forms of competitive advantage by using dynamic value-adding or disruptive capabili-

ties. These are the specific capabilities to develop new products and markets when expanding with-

out any limitations to prior knowledge. Prange and Verdier (2011) suggest that growth rates are 

higher for firms pursuing an explorative internationalization that firms pursuing an exploitative 

internationalization, while survival rates are higher for firms pursuing exploitative internationali-

zation than for firms pursuing an explorative internationalization strategy.  Maintaining one aspect 

of either exploration or exploitation may lead to core rigidities. The MNEs actions in the past need 

to be challenged and updated, while the actions maintained in constant moves need to be consoli-

dated and embedded. This requires the firm to develop third-order capabilities, or regenerative 

DCs which are capabilities that help a firm to constantly reconfigure and re-create both their first 

and second order capabilities; i.e., regenerative DCs change the way the MNE changes its resource 

base (Ambrosini, Bowman, & Collier, 2009). One way the firm can build regenerative DCs and em-

bed new DCs is to include external sources into current operations (Ambrosini, Bowman, & Collier, 

2009). This means that one way the MNE can build sustained competitive advantage in dynamic or 

hypercompetitive environments to continuously review, introduce and incorporate external 

knowledge sources into the enterprise.  
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4.2 The Co-Creation Concept 

 

Since the turn of the century, the nature and function of the market place has started to change. 

Previously customers were passive buyers with a predefined role of consumption, whereas today’s 

customers are part of an extended network in which they co-create and extract business value by 

collaborating, co-developing, and competing (Prahalad & Ramaswamy, 2000). This change has 

been facilitated by the extending reach of the Internet, and the emergence of Web 2.0 and social 

media. Social media has enabled multilevel access and communication and businesses and cus-

tomers can now have an active dialogue and new technologies create more and more options in the 

design and delivery of products and services (Ramaswamy & Gouillart, 2010). These developments 

and innovations have also elevated customers’ expectations but as most businesses still abide by 

the traditional value creation process, the result is a decrease in customer loyalty and a customer 

satisfaction rate that is declining or flat across many industries (Ramaswamy & Gouillart, 2010). 

 

Whereas the co-creation concept is in itself relatively new, its antecedent ‘co-production’ emerged 

in research around the late 1970s to early 1980s. While it was the antecedent to co-creation, co-

production takes a firm-centric approach where customer participation is mainly seen as a source 

of increased productivity (Bendapudi & Leone, 2003). In contrast, the purpose of co-creation is to 

create value in the interaction between the business and customers.  

The term co-creation was coined by C.K. Prahalad and Venkat Ramaswamy in 2000, where ‘co-

creating personalized experiences’ was stated as one of four realities managers have to accept in 

order to harness customer competence. The authors’ prior and subsequent research led to the first 

large publication on co-creation, “The Future of Competition:  Co-Creating Unique Value with Cus-

tomers” (Prahalad & Ramaswamy, 2004), which elaborated on the co-creation concept and the new 

value creation space. In the book, Prahalad and Ramaswamy argue that the physical product is not 

the source of value, instead “Value lies in the co-creation experience of a specific [person], at a 

specific point in time, in a specific location, in the context of a specific event” (Prahalad & 

Ramaswamy, 2004: 10). Later, Ramaswamy and Goullart (2010: 4) further defined co-creation as 

“the practice of developing systems, products, or services through collaboration with customers, 

managers, employees, and other company stakeholders”.  

The result of these developments is a new focus on the customer-firm interaction as the locus of 

value creation, which manifests in an emphasis on the quality of the customer-firm interaction 

(Prahalad & Ramaswamy, 2004). As co-creation experiences are the basis of value, maximum value 

is acquired by extending the variety of co-creation experiences through varied interactions (Pra-

halad & Ramaswamy, 2004). In the co-creation paradigm, the individual customer is central and 
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the individual’s experience should therefore be personalized by focusing on developing enhanced 

experience networks.  For firms, this means that instead of depending on its products and services 

as a starting point for experiences and innovation, focus should instead be on innovating experi-

ence environments (Prahalad & Ramaswamy, 2004).   

 

4.2.1 The Core Components of Co-Creation 

As previously stated, when Prahalad and Ramaswamy coined the term co-creation they did so to 

describe one of the four key responsibilities that managers need to embrace to successfully exploit 

customer competences (Prahalad & Ramaswamy, 2000). The three other responsibilities are: en-

couraging an active dialogue, mobilizing customer communities, and managing stakeholder diver-

sity. By embracing these responsibilities, managers optimize the potential for benefitting from of 

co-creation. 

• Encouraging an active dialogue. Increased access to information makes the firm-

customer dialogue a dialogue of equals. It is the company’s responsibility to move the dia-

logue forward or it will die. To do this, they need to learn from the customer and under-

stand the purpose meaning and quality of the dialogue from the customer’s perspective.  

• Mobilizing customer communities. Consumers now form self-selecting communities, 

which can potentially exercise a powerful influence in the market – depending on how fast 

they can be mobilized. Companies should find ways to actively encourage the mobilization 

of these customer communities.  

• Managing stakeholder diversity. When embracing the marketplace as a forum, com-

panies become more vulnerable to customer diversity. Companies are responsible for man-

aging across this diversity in order to exploit a wider variety of customer competences.  

• Co-creating personalized experiences. Customers are no longer satisfied with buying 

a pre-fabricated product. The company should therefore facilitate the personalization (not 

customization) of experiences by allowing the customer to experiment and decide the level 

of involvement they want in the process. In addition, customers should be able to discuss 

ideas with in-house experts or other customers.  

 

Ramaswamy and Gouillart (2010) show how LEGO has harnessed the four key responsibilities in 

several of their co-creation initiatives, but most successfully in their Mindstorms robotics line. Af-

ter initially fighting against hackers when Mindstorms 1.0 was released, LEGO decided to open up 

its design software which enables users to experiment with their own programming. Mindstorms 

initiated the formations of independent communities where enthusiasts share instructions and 

experiences. For the launch of Mindstorms 2.0 NXT, from a pool of applicants LEGO selected sev-
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eral “high-level” enthusiasts – some of whom with advanced degrees in robotics and some with 

their own Mindstorms-blogs –, gave them access to inside information, and encouraged them to 

write about their impressions of NXT. Moreover, they set up a message board allowing other users 

to discuss their experiences with the product. In doing this, LEGO has managed to both encourage 

an active dialogue with customers and mobilizing customer communities. In addition, LEGO man-

ages stakeholder diversity by working with high-level enthusiasts while also enabling other cus-

tomers to contribute. Most importantly, LEGO Mindstorms enable customers to co-create their 

own personalized experiences. 

 

To improve understanding of the co-creation processes, they are broken down to four key building 

blocks: dialogue, access, risk assessment, and transparency of information – together forming the 

DART model of value co-creation (Prahalad & Ramaswamy, 2004).    

• Dialogue. Dialogue is interactivity, engagement, and a propensity to act of both customer 

and company. It is not only listening to customers, but requires shared learning and com-

munication between two equals. This facilities the creation and maintenance of loyal com-

munities.  

• Access. Instead of a transfer of ownership, the company should focus on offering custom-

ers the ability to access desirable experiences. Access can involve a range of different busi-

ness areas which includes several new business opportunities. 

• Risk Assessment. Here, risk refers to the probability of harming the consumer: should 

co-creating consumers take responsibility for risks too? Best practice will involve informed 

consent: full information about risks as well as data and methodologies for assessing risks 

associated with products and services.  

• Transparency of information. Companies no longer benefit from information asym-

metry and should therefore appeal to consumers by actively creating new levels of transpar-

ency.  

 

The basic building blocks are combined to four groupings, which improve the companies’ ability to 

engage customers as collaborators (Prahalad & Ramaswamy, 2004). First, access and transparen-

cy enhances the consumer’s ability to make informed choices. Second, dialogue and risk assess-

ment enhances the ability to debate and co-develop public and private policy choices. Third, access 

and dialogue enhances the ability to develop thematic communities. Finally, transparency and risk 

assessment enhances the ability to co-develop trust. Ramaswamy and Gouillart (2010) suggest an 

inside-out process of becoming a co-creation enterprise. Development of co-creation capabilities 
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starts with employees inside the organization and gradually moves out to external stakeholders 

such as customers, suppliers, and partners. 

 

4.2.2 The Co-Creation of Value: the S-D Logic 
The Service-Dominant (S-D) Logic provides a broader framework for explaining the co-creation of 

value. The S-D Logic for marketing was developed by Stephen Vargo and Robert Lusch (2004) as a 

response to the increased focus on intangible resources, relationships, and the co-creation of value. 

In their seminal article they conclude that instead of the traditional, microeconomic model for un-

derstanding marketing, companies should focus on the application of key competences (knowledge 

and skills) that benefits the receiver – their definition of service (Vargo & Lusch, 2004). The key 

operant resources11 for this purpose are knowledge and skills, which are intangible, continuous, 

and dynamic. In this view, consumers are the main operant resources.   In the original article from 

2004, Vargo and Lusch presented eight foundational premises (FPs) for the S-D logic. The FPs 

were revised and two more were added in 2008 (Vargo & Lusch, 2008). The ten foundational 

premises are summarized in table x. Furthermore, the four foundational premises that are particu-

larly important to the S-D Logic are highlighted (Vargo & Lusch, 2014).  

 

Table 2                          Foundational premises of the S-D logic 

FP1 Service is the fundamental basis of exchange  

FP2 Indirect exchange masks the fundamental basis of exchange 

FP3 Goods are a distribution mechanism for service provision 

FP4 Operant resources are the fundamental source of competitive advantage 

FP5 All economies are service economies 

FP6 The customer is always a co-creator of value  

FP7 The enterprise cannot deliver value, but only offer value propositions 

FP8 A service-centered view is inherently customer oriented and relational 

FP9 All social and economic actors are resource integrators 

FP10 

Value is always uniquely and phenomenologically determined by the 

beneficiary 

Source: Vargo and Lusch, 2008 

 

An important aspect of the S-D logic is the focus on the “value-in-use” aspect of value. Value-in-use 

is “real value”, in contrast to value-in-exchange (“nominal value”). Value-in-use  can be extended to 

                                                           
11 Operant resources are defined as: ”Those that act upon other resources”, as opposed to operand resources, which is defined as: “Those that an 
act or operation is performed on” (goods).  (Vargo, Maglio, and Akaka, 2008: 148).  
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mean “value-in-context”, defined as value that is “uniquely and phenomenologically determined 

by the beneficiary” (Vargo, Maglio, & Akaka, 2008: 149). The S-D Logic suggests that “the process 

of co-creating value is driven by value-in-use” (Vargo, Maglio, & Akaka, 2008: 150), which mean 

that all real value is co-created.  Thus, the new value creation system focuses on the interaction 

between businesses and individual consumers and communities. Firms do not create experiences 

or solutions autonomously but can instead help customers to have experiences (Carú & Cova, 

2007). Furthermore, the value-in-context concept emphasizes the importance of consumer experi-

ences in the value creation process – value is context and experience-centric. Thus, in this view, 

ongoing interactions that enable consumers to co-create unique experiences with the firm and its 

products are key to unlocking new sources of competitive advantage.  

Apple is one example of a firm that focuses on experiences for facilitating the creation of value-in-

context and illustrates how retail stores are not just places that sell products, but can become en-

gagement platforms (Ramaswamy & Gouillart, 2010). Instead of a product-oriented layout, Apple’s 

retail stores are designed to get customers to play with products as they would use them if they al-

ready owned them. The store design is derived from the “processes through which customers in-

teract with electronic products and create their experience of those products” (Ramaswamy & 

Gouillart, 2010: 49). Central to the in-store interactions, however, is that Apple enables customers 

to bring the personal context of their own experiences to the store, offering consumers the oppor-

tunity to learn how to use the product before the actual purchase (Ramaswamy & Gouillart, 2010). 

With their retail stores, Apple facilitates the creation of value-in-context and augments real value 

for consumers.   

 

4.2.3 The Co-Creation of Knowledge 

In order for the firm to continually co-create value it must continually co-create new knowledge. 

The opportunities for co-creating new knowledge (and hence value) range from solving a particular 

problem to identifying major emerging opportunities. While the experience environment is co-

creation from the consumer perspective, the managerial perspective of co-creation is knowledge 

environments (Prahalad & Ramaswamy, 2004). The co-creation of value occurs in the locus of 

these environments. 

  

The knowledge co-creation literature can be divided into a number of sub-categories: 1) new prod-

uct innovation, 2) communities of creation, 3) marketing, and 4) customer knowledge management 

(Lawer, 2005).  As some of the most important aspects of the marketing literature were covered in 

the previous section (S-D logic), the following section will focus on exploring the co-creation of 

knowledge in new product innovation and communities of creation. 
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First, co-creation in product innovation is rooted in the lead user concept developed by Eric von 

Hippel (1986), and the open innovation paradigm, of which Henry Chesbrough (2003) is one of the 

main proponents. Although both concepts recognize the need for opening up the innovation pro-

cess to external stakeholders they differ from co-creation product innovation in the degree to which 

they include the external stakeholder as well as the emphasis on dialogue in the co-creation pro-

cess.  In the customers-as-innovators approach (Thomke & von Hippel, 2002) a supplier provides 

customers with the necessary tools to design and develop the application-specific part of a product 

of their own. The company is responsible for the advanced development and the platform that ena-

bles the customer to design, build (prototypes) and test (feedback) the product. Moreover, as dia-

logue is central to the co-creation concept, the company must enable the customers to engage in a 

dialogue throughout the process. This customers-as-innovators approach facilitates knowledge co-

creation by enabling the firm to bypass the costly and unreliable effort to understand customer 

needs in detail. It also enables a faster progressing of the trial-and-error cycles during the product 

development process, as the iterations are performed by the customers (Thomke & von Hippel, 

2002).  

 

Second, Sawhney and Prendelli (2000) developed the communities of creation model – a new gov-

ernance mechanism for managing distributed innovation – as an alternative to the traditional in-

novation model and its shortcomings in a world where innovation, change, and uncertainty rules.  

The traditional innovation model (internal R&D departments) limits innovation to the internal of 

the company’s boundaries. The benefit of a closed innovation system is to minimize risks from vol-

atility, turbulence, and change. However, using this innovation system will prevent the company 

from benefitting from external stakeholders’ creativity, diversity, and agility (Sawhney & Prandelli, 

2000). The ‘communities of creation’ model is grounded in “ba”, a concept presented by Nonaka 

and Konno (1998). A ba refers to a shared space – physical, mental or a combination – for emerg-

ing relationships. Ba provides a platform for advancing individual and/or collective knowledge 

(Nonaka & Konno, 1998). By participating in a community of creation, the individual’s personal 

knowledge is socialized, contributing to the creation of a joint output that is superior to the sum of 

individual outputs as new knowledge is created through the emerging relationships (Sawhney & 

Prandelli, 2000).    

 

4.2.4 Research Gap: Co-Creation in Context 
The body of literature that has accumulated on co-creation is substantial, especially considering its 

relatively recent conception. Nevertheless, there are still some areas that remain un-researched, 

particularly the managerial or operational aspects of co-creation. One such area is how co-creation 
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can be utilized to manage specific problems or challenges, such as those presented by in specific 

contexts. Akaka, Schau and Vargo (2013: 266) explore “how the actions and interactions of multi-

ple stakeholders contribute to the co-creation of value and the cultural context through which val-

ue is derived” and thus attempt to move the research agenda toward a “context-attentive episte-

mology”. However, more research is still needed to further this research agenda and expand the 

knowledge of practical applications of co-creation. 

 

4.3 Theoretical Framework  

Based on the considerations outlined in the preceding sections, the thesis proposes a theoretical 

framework for achieving sustained competitive advantage in (Asian) emerging markets. The theo-

retical framework is summarized in figure x. 

 

The ultimate objective for any firm is to achieve competitive advantage in the long-term. Achieving 

sustained competitive advantage in markets that are volatile, opaque, and rapidly changing is par-

ticularly difficult. However, in some cases, these difficulties come with several opportunities as 

well. This is often what characterizes emerging markets as these markets offer significant business 

opportunities, but are going through economic, political and societal transitions and, as such, are 

rapidly changing, volatile and often highly unpredictable. In addition, for MNEs established in a 

Western developed context, these markets are most often also ‘opaque’, i.e. hard to understand – 

this holds particularly true for Asian emerging markets. 
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In order for Western MNEs to seize some of the opportunities that these Asian emerging markets 

offer and ultimately achieve sustained competitive advantage here, they need to find a way to over-

come some of the most typical obstacles of these markets. Some of the major typical problems have 

been identified as cultural idiosyncrasies, intellectual property violation, and contextual volatility. 

Achieving sustained competitive advantage under the outlined conditions requires the MNEs to 

develop specific capabilities that enable the sensing of opportunities and threats, making changes 

to the resources base and doing so in a timely and market-oriented manner, that is, the organiza-

tion needs to create dynamic capabilities.  

 

This thesis argues that a co-creation approach enable the Western MNE to overcome some of the 

three pre-determined typical challenges found in (Asian) emerging markets. In other words, co-

creation is the means to achieve the necessary outcome – dynamic capabilities –enabling sustained 

competitive advantage for Western MNEs in the context of Asian emerging markets.  

 

In the subsequent section, the theoretical framework is used to develop a number of propositions, 

which aims to form the basis for future empirical research.  
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Figure 5.  Theoretical Framework 
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5 Methodology 

 

5.1 Research philosophy  

In order to answer the research question(s) it is necessary for the researcher to make some philo-

sophical assumptions about the way the world is perceived and how knowledge can be obtained. 

First, the ontological view concerns the nature of reality (Saunders et al., 2009). This thesis takes 

on a social constructivist view, meaning that reality is not objective and exterior, but rather subjec-

tively formed and given meaning by an individual dependent on their social context and their expe-

riences within this (Easterby-Smith et al., 2012). Accordingly, there is no universally true reality 

but only equally valuable perceptions of reality specific to the individual, based on internal assump-

tions and the specific social context. Taking a social constructivist view will allow the researcher 

appreciate the different constructions and meanings that individuals, in this case MNE managers 

and consumers, place upon their existence. 

Second, epistemological considerations are concerned with what constitutes acceptable knowledge 

in a particular field of study. One researcher may emphasize quantitative data to produce credible 

results, whereas another researcher may use less tangible data sources (i.e., feelings and attitudes) 

(Saunders et al., 2009). This thesis is bases the analysis on the latter, qualitative data sources to 

form conclusions. Consequently, this thesis adopts an interprevistic approach. In accordance with 

social constructionism, the interpretivist researcher focuses on the understanding the differences 

between humans as social actors.   

In the interpretivist paradigm knowledge is seen as subjective evidence from participants (Collis & 

Hussey, 2014). Findings are biased by the researchers subjective understanding of the world and it 

is therefore not necessarily possible, nor the intention, to generalize conclusions, or transfer them 

to other points in time. Thus, the aim of the thesis is not to find a universal truth about of Western 

MNEs use of a co-creation approach in emerging markets, but rather to present well-documented 

argumentation for how this type of company can utilize the approach to facilitate the creation of 

DCs.  

 

5.2 Research design and strategy 

The proposed research question and sub-questions are exploratory in nature as they seek to ad-

vance (explore) the understanding of how Western MNEs can achieve sustained competitive ad-

vantage in emerging markets with a co-creation approach by analyzing some specific, typical chal-

lenges that these markets represents for Western MNEs. More specifically, it seeks to explicate the 
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causal relationship between sustainable competitive advantage in emerging markets and concept of 

co-creation.  

 

The research approach is inductive as it seeks to develop theory based on empirical data. The thesis 

is mono-method as the analysis is based on secondary data. The data consists of the theories and 

empirical evidence described and discussed in the extended problem formulation. More specifical-

ly, the analysis is divided into a number of sub-problems, which relates to one of the three typical 

challenges described in the problem formulation. The nature each sub-problem will be discussed in 

detail. Next, the thesis will analyze how a co-creation approach can be used to avoid the challenge 

or reduce the consequences related the specific sub-problem. In addition, the nature of the specific 

challenges and a co-creation approach’s effect on these will be illustrated with a number of (styl-

ized) examples.  Finally, this will lead to the construction of a number of propositions for how co-

creation can be used to overcome each of the sub-problems described. Collectively, these proposi-

tions will provide the answer to each of the sub-questions and ultimately the overall research ques-

tion. 
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6 Analysis 
 

6.1 Culture 
 

6.1.1 Sub-problem 1.1: Knowledge creation 

In the new global economy “knowledge it the primary resource for individuals and for the econo-

my overall” (Drucker, 1995: 68). Creating and leveraging knowledge in the organization is crucial 

for enhancing innovation and performance and thus achieve sustainable competitive advantage 

(Esterhuizen, Schutte, & du Toit, 2012). Knowledge creation is no less important for MNEs doing 

business in emerging markets. Knowledge about the idiosyncrasies of the market and consumers 

are particularly important for these companies, but also challenging to acquire and take advantage 

of (to create). In a cross-cultural context, knowledge creation becomes exceedingly challenging as 

tacit knowledge (particularly the cognitive type) of host-market actors differs greatly from that of 

the MNEs home-market. In other words, the issues of knowledge creation are exacerbated in situa-

tions where the culture (context) of the firm’s home market and the host market are idiosyncratic – 

especially in the case of Western MNEs in Asian emerging markets, as these societies tend to em-

phasize tacit knowledge. For example, a Western company wants to start selling their products 

Chinese consumers but does not have any prior first-hand experience with the Chinese market. 

While the managers intuitively know that this market is different, they do not know what exactly 

these differences are and how to manage these differences to ensure that their products will be suc-

cessful; that is, they lack proper knowledge of the market and its consumers. Without this 

knowledge, they cannot make the necessary adaptations to the product and marketing, so that it 

will appeal to the target consumers. 

 

The challenges of knowledge creation that Western MNEs face in emerging markets can be illus-

trated by the following example: Suppose that a Western travel agency wish to enter the Chinese 

market. Since they cannot compete on price with local firms they instead need to build competitive 

advantage by differentiating themselves. They invest extensive resources in traditional market re-

search resulting in a large amount of information about their target market. For example, survey 

results and in-depth interviews with focus groups reveals that target customers had an interest in 

immersing themselves in the culture of the country or region they travelled to. Based on this in-

formation, the agency create package tours that include trips to museums, historical sights etc. 

These package tours, however, does not account for individual interests. Suppose, for example, that 

one customer were more interested in local art, but less keen on ancient history, and another cus-
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tomer were more interested in food culture, while being indifferent to art. First, either customer 

might not buy the product despite being interested in the benefits, such as sharing experiences with 

other travelers, because a large part of it is dedicated to experiences that the individual customer is 

not interested in. Second, if they decide to buy the product, they might not come back or refer 

friends and family, if they only fully enjoyed half the trip. This illustrates that in some cases, 

knowledge creation via traditional market research techniques is insufficient – it cannot capture 

customers’ tacit knowledge.  

 

According to Nonaka and Takeuchi’s (1995) model of organizational knowledge conversion, tacit to 

tacit knowledge conversion occurs through socialization – a process of sharing experiences through 

observation, imitation, and practice. According to this theory, sharing experiences is key to acquir-

ing tacit knowledge. In a cross-cultural context, the socialization process needs to be deepened to 

enable tacit knowledge sharing. It follows that continuous socialization enhances and deepens tacit 

to tacit knowledge sharing and understanding. Socialization is a central aspect of co-creation. In 

the co-creative enterprise dialogue and collective experience is facilitated through an engagement 

environment where knowledge can be co-created and shared continuously.  

 

In practical terms, the challenge of knowledge creation is to first gather information, make sense of 

that information, and apply this to appropriate operations throughout the organization. Traditional 

means of acquiring this tacit knowledge are time-consuming, costly and often inaccurate, because 

constant and continuous socialization is not practical with these methods – the socialization pro-

cess is necessarily finite. In contrast, the co-creation environment inherently emphasizes continu-

ous customer-company interaction and therefore there is no time limit and no additional costs to 

the socialization process – knowledge results from the continuous interaction between the compa-

ny and its customers. In the co-creation experience environment customers are their own suppliers 

and “sensemakers” of information.  

So suppose that the travel agency from the previous example, instead of using traditional market 

research techniques, launch an online platform – a firm-hosted community – where travel enthusi-

asts can organize themselves into thematic sub-communities depending on their interests. Here 

employees constantly interact and engage with the different communities to brainstorm ideas 

about new trips, modification to existing trips, and desirable new experiences. Airlines and hotel 

chains can also join to offer special deals to customers. Furthermore, in order to gain an even deep-

er understanding of customers, the agency can host occasional real-life events, where community 

member and employees can share experiences and ideas face-to-face. Through these socialization 

processes – virtual and in real-life – managers and employees can acquire tacit knowledge from the 

members. In other words, by utilizing a co-creation approach a Western MNEs challenges of creat-
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ing knowledge of consumers in emerging markets are minimized and co-creation enables the com-

pany to create “better”, or more accurate, knowledge of consumers faster and at a lower cost.  

 

The preceding discussion leads to the first proposition:  

Proposition 3.1: A co-creation approach reduces the costs of and improves the conditions for, 

the creation of knowledge about local conditions by facilitating tacit knowledge creation through 

sharing through continuous socialization with customers. 

 

6.1.2 Sub-problem 1.2: Product innovation and development 
In the traditional firm-centric value proposition it is the key task of the firm to create products that 

satisfy a number of consumers’ or other businesses’ (perceived) needs in either a b-2-c or a b-2-b 

constellation (Prahalad & Ramaswamy, 2004). For the firms taking this approach, developing new 

products usually include linear or semi-linear processes of idea generation and screening, concept 

development and testing, marketing strategy, business analysis, product development, market test-

ing, and commercialization (Kotler & Armstrong, 2006). Each of these stages requires the firm to 

undertake extensive research and analysis. For example, during the idea generation stage, ideas for 

new products are sought either internally in R&D labs or from external sources, such as from 

watching and listening to consumers and then analyze the resulting customer questions and com-

plaints (Kotler & Armstrong, 2006). However, this process is expensive, time-consuming, and risk 

of failure is high. Only a very small amount of new product ideas generated in this stage are actual-

ly marketed – and even fewer become successful: around 250,000 new products are launched 

globally every year and the failure rate is between 85% -95% (Wong, 2010).  

 

The main cause of high product failure rates has been a lack of understanding customer needs. In 

other words, many products fail not because of technical shortcomings but because they simply 

have no market (Ogawa & Piller, 2006). Western MNEs doing business in emerging markets has 

the added challenge of developing products to customers that are embedded in a completely differ-

ent economic and cultural context – customers with idiosyncratic tastes and needs. Cultural differ-

ences exacerbate the problems encountering in the initial stages of the traditional product devel-

opment process. Internal idea sources and processes may be too far removed – both physically and 

psychologically – from the customers and thus not be able to thoroughly understand their needs 

and the context of these needs. Similarly, external ideation processes focusing on researching, ob-

serving, segmenting, and targeting consumers do not capture these consumers’ tacit knowledge of 

the cultural context they are embedded in. MNE researchers, managers, and marketers can only 

translate acquired knowledge of these consumers on the basis on their own (cultural) context. This 
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creates a high risk of mistranslating data and results becoming skewed or biased. Traditional mar-

ket research, such as focus groups, relies on feedback from only a small sample of consumers, 

which is rarely an indicator of the broader populations’ reactions. Moreover, this method only re-

veals information about consumers’ attitude toward a new product but cannot measure customers’ 

real purchasing behavior. Test marketing is a more reliable measure, but this process is expensive, 

time-consuming, and is subject to a high level of noise (Ogawa & Piller, 2006).  

 

To illustrate these challenges suppose that a Western-based fashion retailer wants to develop a new 

line that appeal to Chinese consumers. Since these consumers are embedded in a different cultural 

context than the managers of the MNE, it becomes a challenge to fully understand the preferences 

of these consumers, in terms of design, fit, etc. While the MNE can spend a lot time and money on 

traditional market research, the information resulting from this will be interpreted based on the 

managers’ own cultural context and thus risks being in skewed. For example, the MNEs market 

research shows that their target market “feminine, girly aesthetic”, which might mean one thing for 

the MNE managers but something completely different for the consumers. Thus, developing the 

product based on managers’ interpretation will perhaps not result in the desired outcome – appeal-

ing to their target market. Furthermore, while the MNE might succeed eventually through trial and 

error, this is a costly learning process that only few firms can afford to go through.  

 

Central to the co-creation process is enabling customers to extract value by creating their own ex-

periences based on their own idiosyncratic needs and resources, independent on their cultural con-

text. More specifically, co-creating products with consumers enable the firm to minimize the risks 

of the traditional product development process by: 1) letting customers develop products based on 

their own needs, 2) experimenting with new products quickly, and 3) reducing firm risk and capital 

needs. First, co-creation enables consumers to create experiences based on their own idiosyncratic 

needs, as well as their individual interest and ability to participate. Instead of creating products for 

or “towards” consumers firms co-create products with consumers. The research and analysis of the 

perceived needs are eliminated since customers carry out this analysis themselves continually on a 

subconscious level. With co-creation the product development strategy is inherently ‘global’, since 

the co-creation platform is “standardized” and content is determined by individuals and therefore 

tailored – not only to the local market, but at the individual level. Second, co-creation enables the 

firm to test new product ideas as they emerge by presenting them to the customers who immediate-

ly evaluate and refine the design. For example, the fashion retailer can enable customers to submit 

their own designs, through regular competitions where other customers can vote on their favorites 

and comment on all designs. This way, the manufacturing process is not initiated until customers 

have shown a commitment to make a purchase. Moreover, they can establish a platform where cus-
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tomers (and other users) can create virtual collages with the retailers clothing as well as items from 

other retailers. This will enable the firm to gain a deeper understanding of how customers use their 

products (where, when, in what situations, etc.), tapping into their tacit knowledge. Third, co-

creation reduces costs of the initial product development stages by substituting idea generation 

from employees with continuous input and feedback from customers. The acquisition of ideas from 

customers is more or less without any added costs and reduces or eliminates the need for inputs 

from traditional market research. Co-creation also reduces risk of product failure by “testing” 

products before producing them. A co-creation approach for product innovation and development 

are particularly effective for MNEs doing business in emerging markets, because it enable these 

firms to 1) test innovative products where little customer experience exists, and thus market re-

search is vague, and 2) develop products for small and heterogeneous market segments.  

 

Utilizing a co-creation approach customers are co-creators of content; i.e. the product or service, 

which means that the costs of interpretation bias will be minimized. For the abovementioned fash-

ion-retailer, involving customers in the design process have a better chance of creating a product 

that is based on consumers’ actual wants and needs, instead of what managers interpret that their 

needs are. In the ideation and product development stages, co-creation can result in cost reduction 

by using inexpensive input from customers and increased effectiveness of the products through a 

closer fit to consumer needs, better differentiation, and higher perceived quality/novelty.  

 

As a result of the preceding discussion, the thesis submits the following proposition:  

Proposition 1.2: A co-creation approach reduces cost and risks associated with new product 

development by reducing the adverse effects of cultural idiosyncrasies on the process. 

 

6.1.3 Sub-problem 1.3: Branding  
Increasing competitive pressure has increased interest and importance of forming consumer-brand 

relationships as one of the most effective ways to achieve sustainable competitive advantage. The 

brand acts as a mechanism for engaging firm and consumer in a long-term relationship (Chang & 

Chieng, 2006). Strong relationships can benefit the firm through, for example, increased brand 

loyalty and evangelism and word-of-mouth advocacy (Fetscherin, Fournier, & Breazeale, 2012). 

However, creating brand relationships can be a challenging task as brand relations are complex 

“psychological and cultural phenomena”. Brand meanings (a combination of brand personality, 

brand association, brand attitude, and brand image) in the minds of the consumers provide the 

foundation for successful consumer-brand relationships (Chang & Chieng, 2006). However, how 

the firm chooses to positions of a brand does not necessarily correspond with how the customer 
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perceives the brand. This is because brand meaning is determined by how the brand is perceived by 

the public at a conscious level and how the brand resonates with them at a semi- or subconscious 

level (Batey, 2012).  

 

Creating brand meanings in a cross-cultural context can be complicated if the cultural context of 

the host market is significantly different from the context in which the brand originated; that is, the 

brand meaning might be interpreted different depending on the consumer’s context. For example, 

in a individualistic culture, such as in America, “rebellious” might be associated with freedom and 

initiative (positive), while a person from a collectivist culture, e.g. China might associate it with 

critique and rejection of the society/community (negative). Thus, a brand associated with e.g. ‘re-

bellious behavior’ might fail to convey the intended positive message in an Asian context. In other 

words, communication is central to the challenges of branding that MNEs face in emerging mar-

kets; that is, to communicate the brand’s essence so that it is interpreted by consumers in different 

cultural contexts, so that is correspond with the MNE’s intentions. In traditional marketing the 

main form of communicating the brand essence and creating brand awareness is through advertis-

ing to such as TV commercials, print ads etc. However, there are particularly two types of risks with 

using traditional advertising for branding in a different cultural context: the risk of no or insuffi-

cient returns on investment, and the risk of misinterpretation or mistranslation of the local con-

text. First, it can be exceptionally costly, particularly for a MNE that potentially needs to adapt its 

advertising to multiple markets, and there is no guarantee that resources spend correlates with 

relative successfulness of the campaign; i.e. the returns advertising investment. Second, there is a 

considerable risk of managers either misinterpreting the local environment and build a brand 

strategy based on this, which can result in an unintended – and perhaps negative – brand meaning 

in this particular context. Similarly, if managers base their knowledge of the (host) local context on 

their own cultural context they may mistranslate the brand essence, resulting in an unintended 

brand meaning (assuming that the MNE has done researched the target market at all). Conse-

quently, using advertising based only on traditional market research to create brand relationships 

with consumers in culturally distant market is a risky method of creating brand relationships.  

 

Franzen (1999) suggested that the consumer-brand relationship is formed by consumer experience 

and brand knowledge. Experiences are defined as “private events that occur in response to stimu-

lation and often result from direct observation and/or participation in events, whether real, vir-

tual, or in dreams” (Chang & Chieng, 2006: 931). In contrast to traditional “features-and-benefits” 

marketing that views customers as rational decision-makers, experiential marketing focuses on 

consumer experiences, treating consumption as a holistic experience, and recognizes that consum-

ers are influenced by both rational and emotional drivers (Schmitt, 1999). Research by Chang and 
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Chieng (2006) suggested that experience marketing can facilitate the formation of, and strengthen 

consumer-brand relationships through the establishment of brand meaning.  

This conclusion is consistent with the co-creation paradigm as it emphasizes the importance of 

individual and collective experiences for value creation. Thus, it can be argued that co-creation is 

an advanced form of experiences marketing. In the co-creation approach, the key task for MNEs is 

not to formulate and communicate a complete message to passive receiver based on extensive mar-

ket research. Instead, the MNEs main goal is to create an experience environment where customers 

have experiences by interact with each other. These continuous interactions facilitate the formation 

of the customer-brand relationship by involving customers in the brand creation process. For ex-

ample, suppose that a multinational motorcycle manufacturer wants to build a stronger brand in 

the Indian market. To do so, they create an online community built around a few central themes 

related to motorcycles, based on some (superficial) traditional market research. Current and poten-

tial customers, as well as other motorcycle enthusiasts, can discuss motorcycle related topics and 

share experiences. This enables the MNE to gain a better, deeper understanding of what consumers 

in the Indian market associating with owning and riding motorcycles and what are important to 

them. This knowledge can be used to infuse the brand with the right essence. Thus, through this co-

creation process the contributors create their own brand meaning. 

 

Based the above discussion, the third proposition is as follows: 

Proposition 1.3: A co-creation approach reduces the risks of brand development and manage-

ment in emerging markets by enabling the formation of strong consumer-brand relationship. 

 

To sum up, the overall cultural challenges that Western MNEs face emerging markets are related to 

cultural distance; that is, differences in perceptions about reality based on social and cultural con-

texts. Co-creation overcomes this challenge and narrows the cultural gap in three ways: First, a co-

creation experience environment facilitates continuous socialization and thus tacit knowledge shar-

ing, which reduces the need for costly, and often inaccurate, market research. Second, the risks and 

costs of innovating and developing new products are reduced with a co-creation approach by inte-

grating customers into the product development process. Finally, a co-creation approach enables 

the MNE to form deeper consumer-brand relationships. Thus, co-creation improves the MNEs 

knowledge of the local market and the responsiveness to this knowledge.  
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6.2 Intellectual Property Rights 

 

6.2.1 Sub-problem 2.1: Imitation and counterfeit products 
One of the main intellectual property-related problems that MNEs face in emerging markets is the 

risk of competitors imitating their products. Product counterfeiting is big business in the interna-

tional economy but especially in emerging markets. In China, for example, counterfeit operations 

are estimated to account for around 10-20% of all consumer goods manufactured in the country 

(OECD, 2007). While rising incomes in China have resulted in increased interest in foreign goods 

and brands, Chinese customers have become so accustomed to cheap, pirated goods that they are 

reluctant to pay full prices for the real thing (Hoecht & Trott, 2014). The problem arises as the na-

ture of emerging market economies forces MNEs to collaborate with local businesses. Contract 

manufacturing and joint venture production in emerging markets is often organized in a way that 

gives the local partners not only design blueprints, but also the necessary production tooling infra-

structure in order to compensate their initial lack of know-how and infrastructure at the onset of 

joint venture collaboration (Hobday et al., 2004). There is a real risk that some of these partner 

companies will engage in producing and distributing similar or inferior quality products – using 

MNEs’ proprietary trademarks – without paying royalties.  

 

There are multiple consequences of counterfeit products, not only for firms, but also for consumers 

and the overall society in emerging markets. First, imitation and counterfeiting damages firms by 

reducing profits and market share; it can damage the reputation of the brand resulting in a loss of 

goodwill; it can reduce innovation, as firms’ ability to fund further R&D is limited because of re-

duced profits; and it can increase firms’ cost base because of the need to fight counterfeiters. For 

consumers, imitation can cause increased safety risks as there is no one to take responsibility for 

the product; it can increase confusion for consumers through poor service; and it can undermine 

consumer trust in brands. Societal consequences include loss of government revenue; it can in-

crease criminal activity, which is sometimes funded by counterfeits; and it can damage the local 

economy and employment (Hoecht & Trott, 2014). 

 

The central problem of IPR theft and infringements for a Western MNE in emerging markets can 

be illustrated by the following example: Suppose a Western-based ICT company wants to enter the 

Chinese market with their new mobile phone. The abundance of cheap products makes it impossi-

ble for them to follow a cost leadership strategy and therefore they would need to achieve competi-

tive advantage in another area. However, their options are severely limited by the fact that the Chi-

nese market is plagued by theft and infringement of companies’ IP. Thus, following e.g. a technolo-
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gy- or design-centric differentiation strategy the company faces considerable risks of their intellec-

tual capital and/or technology being stolen or misappropriated – and thus competitive advantage – 

if the technology/design is copied and sold at a lower cost.  As a result, the Western MNE cannot 

securely and confidently enter a market with weak protection of IPR without establishing a solid 

anti-counterfeiting strategy.  

 

The most commonly recommended anti-counterfeiting strategy focuses on legislation and legal 

enforcement in case of counterfeiting (Hoecht & Trott, 2014). In the dominant legal perspective, 

counterfeiters and imitators are seen as “parasites” that siphon knowledge and intellect from 

healthy companies that have invested scarce resources in developing products and services with a 

competitive advantage. Thus, counterfeit products are those products that have been shown to in-

fringe an owner’s IPRs. The legal enforcement strategy advocates the use of IP law to enforce the 

rights to patents or trademarks (Hoecht & Trott, 2014). For example, suppose that the abovemen-

tioned Western ICT company has entered the Chinese market with the intent to legally prosecute 

potential counterfeiters. The goal is to first get compensation for lost revenue and, in the long term, 

hopefully deter other, future counterfeiters.  

 

While the Chinese government has put IP legislation into place, enforcement is still severely lack-

ing and thus the problem persists. The fundamental problem with legal remedies is that they are 

overall too slow and too costly, particularly in fast moving technology intensive industries (Hoecht 

& Trott, 2014). The consequence for the MNE is that, not only will increased revenue resulting 

from a larger customer base be eroded by costs spend on lawyers, legal fees etc., there is also a sig-

nificant risk that until (or if) the legal dispute is resolved, the MNE will still lose customers who 

will buy the counterfeit/imitation mobile phone. In addition, if the MNE wins the dispute, there is 

no guarantee that the new terms are adequately enforced, meaning that the funds the MNE have 

“invested” in the legal case will be lost. 

 

Counterfeiting can be seen as a rational behavior responding to incentives, rewards and penalties, 

and thus, counterfeiters make a rational calculation of when their activities will be beneficial to 

them. As a result, a strategy that is based on deterrent and prosecution will not be effective as long 

as the likelihood for counterfeiters of being caught remains distant and low (Hoecht & Trott, 2014). 

Any strategy that is over-reliant on legal enforcement needs to take into account both the existence 

of effective legal frameworks, and the ability and willingness to prosecute is required to ensure the 

success of such an approach (Hoecht & Trott, 2014). Besides legislative measures, there are a num-

ber of alternative anti-counterfeiting strategies, such as aggressive advertising for promoting the 

damaging effects of counterfeit products, investigation and surveillance to detect and expose imita-
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tors and counterfeiters, or simply either do nothing or, at the other extreme, withdraw completely 

from the market (Hoecht & Trott, 2014). These strategies however have not proven to be particu-

larly effective in combating the consequences of counterfeiting to the firm, as the majority are at 

best costly to implement or inadequate, which can in the worst cases lead to market failure (Hoecht 

& Trott, 2014).  

 

The traditional approach to innovation is to develop new technologies in an R&D lab. Here, the 

goal is to design products or processes in-house, produce them at low cost, better quality, at higher 

speed, and then delivering it to consumers (Takeuchi, 2006). In this approach, products and ser-

vices form the basis of value. However, with the right knowledge products and services can be imi-

tated relatively easily, which means that the firm’s basis for value – and the competitive advantage 

derived from this – can be imitated as well.  

Thus, innovating on operational effectiveness and product upgrading fails to lead to sustainable 

competitive advantage in markets where IPRs are not sufficiently protected from infringement and 

misappropriation. Particularly in these cases firms need to think about innovation in other ways.  

Co-creation can be used to minimize the risk and consequences of counterfeiting in two ways: First 

by by shortening product life-cycles, creating a “moving target”; and second facilitating hard-to-

imitate innovations. These two approaches will be discussed in the following sections. 

 

6.2.2 Short product life-cycles 
Another anti-counterfeiting strategy is to shorten product lifecycles (PLCs) in order to limit the 

viability of counterfeit products. Short PLCs are characterized by only being on the market for a 

short time, a lack of maturity stage, and a steep decline stage (Goldman, 1982). Counterfeiting 

causes an unnaturally high competitive pressure because counterfeiters can produce imitations and 

copies at a substantially lower price. This competitive pressure forces firms to continually innovate 

and develop new products in order to sustain competitive advantage. Shortening PLCs creates a 

moving target by introducing product upgrades at regular and rapid intervals. This minimizes the 

time in which competitors and counterfeiters can copy the product before an updated version is 

introduced to the market (Hoecht & Trott, 2014). In other words, in order to sustain competitive 

advantage in markets with widespread counterfeiting, the firm needs to rapidly and continuously 

innovate. However, the constant need for innovation increases the risk of falling into a commodity 

trap where differentiation from competitors’ products becomes negligible and innovation is fo-

cused on creating “smaller, faster, and cheaper” features that are relatively easy to imitate. Thus, 

the firm needs shorten PLCs while also creating innovation and product updates that enable them 

to avoid the commodity trap.  
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Co-creation can facilitate rapid product development/innovation and short product lifecycles by 

speeding up the innovation conception phase (requirement analysis, ideation/idea generation, idea 

evaluation). Co-creation enables rapid generation of new ideas through continuous ‘ideation’ (idea 

generation) in close collaboration with consumers. With a co-creation approach ideation occurs in 

the engagement environment, meaning that co-creation “product” itself is used as the main source 

of ideas for new products. The innovation process consist of a combination of creative individuals, 

the firm’s operating firms and activities, and the firm’s architecture and external linkages, as well 

as inputs from external scientific and technological developments and societal changes (Trott, 

2012). Innovation is seen not as the generation of new ideas by individuals and small groups but 

also as the flow of knowledge and capabilities into and across an organization to identify problems 

and foresee new opportunities (Tankha, 2008). For example, a virtual community allows custom-

ers to continually share their experiences with e.g. using a product and suggest and discuss solu-

tions. These conversations enable the firm to gain a better understanding of the customers’ needs 

and thus be used to generate ideas for new products and services. Suppose that the aforementioned 

ICT firm creates an on-line tech-support forum where users can contribute with solutions to prob-

lems and exchange technical knowledge. Through the dialogue that takes place in this forum, the 

firm is able to discover how customers uses the product, identify problems as they occur, identify 

limitations as soon they are discovered by the customer, discuss opportunities for solutions, and 

enable customers to evaluate ideas for new innovations directly.  

 

By its nature, co-created products and services cannot become commoditized. That is because the 

main source of value is not the physical product but the customers’ experiences with the prod-

uct/service. “Traditional” product upgrades are not central to value creation; instead the firm 

should on continuously improving the experience platform. Experience platforms are generally not 

based on physical products but either a virtual or physical location where customers and firms 

come together. Thus, upgrading the main source of value is relatively simple. 

 

This discussion leads to the fourth proposition 

Proposition 2.1: A co-creation approach reduces the risk of imitation and counterfeiting by 

facilitating short product lifecycles while avoiding the commoditization-trap. 

 

6.2.3 Hard-to-imitate innovations 
Another possible response to imitation and counterfeiting threats can be to create innovations – 

products and services – that are difficult for competitors to imitate.  The result of hard-to-imitate 
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innovations is that the company’s competitive advantage will also be difficult to reproduce. The 

direct benefits of hard-to-imitate innovations is that they reduce the risk of the company falling 

into the commodity trap, raises customers willingness to pay, and direct companies onto new 

growth paths (Takeuchi, 2006). Takeuchi (2006: 85) describes innovation as a “highly subjective 

process of personal and organizational self-renewal”.  This means that the basis for hard-to-

imitate innovation is tacit knowledge, rather than explicit knowledge, as the former is personal and 

subjective. When value is tangible and derived from explicit knowledge, for example in the form of 

a physical product or a specific process, it is relatively easily replicated because the knowledge the 

value is based on can be transferred without much difficulty. In contrast, intangible value derived 

from tacit knowledge it is hard to imitate. Tacit knowledge is derived from experiences, which are 

context dependent. Tacit knowledge is transferred through interactions, which means that creating 

innovations based on tacit knowledge requires constant collaboration, cooperation, interconnectiv-

ity, exchanges, and networking among both internal and external participants. In other words, this 

innovation process requires the involvement of a lot of different actors people, both within and 

outside the company in a ”networked society” (Takeuchi, 2006).  

 

The co-creation process facilitates the formation of (thematic) communities, or network societies, 

where customers can share experiences. The core principle of co-creation is “engaging people to 

create valuable experiences together” (Ramaswamy & Gouillart, 2010). Utilizing a co-creation ap-

proach to innovation redirects the innovation goal from products and processes to experience envi-

ronments that enables consumers to co-construct their own experiences on demand in a specific 

context (Prahalad & Ramaswamy, 2004). Suppose for example that the Western ICT MNE in the 

previous example refocused their main source of competitive advantage from a specific technology 

or design and instead created an experience environment in their retail stores instead of focusing 

on the moment of purchase transaction. Employees contribute with tacit knowledge about the 

company and customers can bring the personal context of their own experiences – collaborating, 

cooperating, connecting, exchanging and networking throughout before, during and after the pur-

chase process. Thus, value is no longer created by the firm but co-created by the firm and the con-

sumer and becomes individual-centric (Prahalad & Ramaswamy, 2004).  

When the firm and consumer co-creates experiences they are jointly creating value that is unique to 

the individual consumer, that is, they are co-creating value through personalized experiences. 

When the main outcome of innovation processes is experience environments, value is no longer 

embedded in a physical product or a specific service, and it becomes tacit, intangible, and personal. 

Consequently, the basis for value and the competitive advantage resulting from this becomes diffi-

cult to imitate. Moreover, the co-creation process facilitates the formation of (thematic) communi-

ties, or network societies, where firms and customers can share experiences.  
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Based on this discussion, the fifth proposition is submitted 

Proposition 2.1: A co-creation reduces approach the risk of imitation and counterfeiting by 

emphasizing hard-to-imitate experience environments as the main source of value. 

 

The challenges of protecting IPR in emerging markets are a result of poorly developed institutional 

frameworks and/or inadequately enforced laws and regulations. A co-creation approach can over-

come this challenge in two ways: by speeding up innovation and product lifecycles and by empha-

sizing value derived from experience environments that are complex and tacit, and thus difficult to 

imitate. A co-creation approach can protect the MNEs market share by preventing local competi-

tors producing low-cost imitations or counterfeits. As a result, the firm’s evolutionary fitness is 

improved.  

 

6.3. Risk 
 

6.3.1 Sub-problem 3.1: Socio-cultural transformation 
All societies are constantly evolving, but the speed and sequence of this evolution varies. Most 

change is slow, gradual, and evolutionary. Conversely, rapid and revolutionary change is much rar-

er. Transformations – as specific types of rapid social change – are defined broadly as “fundamen-

tal societal upheavals leading to system change” (Kubik, 2012: 1). In emerging markets, this socio-

cultural transformation is driven by rapid economic, political, and technological developments. The 

result of these developments is that socio-cultural factors such as customs, lifestyles, values, and 

attitudes, changes, which causes consumer buyer behavior to change (Blackwell, Miniard, Engel, 

2001). For example, ancient Chinese belief systems rooted in Confucianism and Taoism are mixed 

with Western ideologies, especially with regard to consumption, consumerism and brands (Davis, 

2000). Culture is a significant influence on why and how people buy and consume products 

(Blackwell, Miniard, Engel, 2001). This means that rapid changes to the underlying causes of socio-

cultural transformation (globalization, economic development, etc.) will also result in rapid chang-

es to consumer behavior and consumption patterns.  Consequently, markets that are undergoing 

rapid socio-cultural transformation are likely to demonstrate more frequent changes in consumer 

behavior, preferences, etc. in both the short and long term.  

 

Doing business in transformative society has implications for the company’s marketing strategies. 

For example, research suggests that socio-cultural transformation can result in different brand 
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meanings; that is, there is a risk that the meaning that consumers attach to a brand name can 

change “in societies where cultural norms are in flux” (Eckhardt & Houston, 2002: 79). Moreover, 

while emerging consumer trends can be forecasted to some extent, consumers can be unpredicta-

ble. Today’s business environment ensure that “as soon as consumer behavior in any field is on 

the verge of stability and explainability, new products and services are introduced to destabilize 

the consumer behavior model so as to create competitive openings for challengers, niche players, 

and other contenders” (Firat, Dholakia, & Venkatesh, 1995: 44).  Thus, the core challenge of socio-

cultural transformation is related to the inability to accurately conduct demand forecasting and 

repositioning. This is illustrated by the following example: A Western toy manufacturer has decid-

ed to enter the Indian market. In urban areas there has been a change from large families with 

many children towards smaller families with only a couple of children (Agarwal, 2013). However, 

while this is a move towards a typical Western style nuclear-family, the MNE cannot market their 

products to these consumers based on the knowledge of the nuclear family in their home market. 

Moreover, they cannot expect the Indian consumers to react to new trends in a similar way to the 

home-market consumers. But in order to sustain competitive advantage it is necessary for the MNE 

to react to new trends before (local) competitors. The MNEs ability to successfully forecast for 

market opportunities and adjust competitive positioning (reposition) accordingly is reduced. It is 

both expensive and risky to undertake large-scale repositioning as success cannot be guaranteed.  

 

Changes to the perceptions of a firm’s existing market requires changing entrenched attitudes and 

views, which generally requires an immense investment in an integrated marketing communica-

tions initiative (Kotler, 2012). For Western MNEs doing business in emerging markets, the rapid 

and revolutionary socio-cultural change that these markets are undergoing exacerbates the chal-

lenges the MNEs. In order to achieve sustainable competitive advantage in emerging markets, 

MNEs must constantly reconsider their position in the market and adapt to the environmental 

changes before competitors do.  

 

In the traditional firm-centric view of the market firms and consumers have distinct and separate 

roles. Consumers are passive receivers of the firm’s offerings. This means that demand is conceived 

and forecast in terms of what firms can sell to the consumer at a particular price (Prahalad & 

Ramaswamy, 2010). In the co-creation concept the market is a forum where the firm and consumer 

come together, which means that the relative roles of the firm and the consumer at a specific point 

in time cannot be predicted. Thus, with a co-creation approach allocating vast resources to fore-

casting future trends becomes redundant because the customers are co-creators of the product and 

therefore the customers make the decision about what will result in value for them – both now and 

in the future. For the toy manufacturer in India, this means that they should focus efforts on creat-
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ing a compelling co-creation platform – either virtual, physical or a combination. For example, 

taking advantage of the increased popularity of tablets, they can create an app that allows children 

(and their parents) to “play” online. Through this they can observe how children interact with the 

(virtual) toy and adapt both physical and virtual products to suit these ‘needs’. While the firm may 

still produce a physical product the experience is the real source of value, shifting the focus to the 

characteristic of the total experience environment where the firm and consumer converge. This 

means that demand becomes contextual – supply is associated with facilitating a unique consumer 

experience on demand (Ramaswamy & Gouillart, 2010). Given that customers cannot predict their 

own experiences, traditional forecasting becomes ineffectual. Thus, instead of forecasting, manag-

ers must view the market as a space of potential co-creation experiences in which individual con-

straints and choices define their willingness to pay for experiences.  

 

This discussion leads to the following proposition: 

Proposition 3.1: A co-creation approach reduces the risks and costs of traditional market fore-

casting by reducing the dependence on these methods for knowledge about environmental condi-

tions. 

 

6.3.2 Sub-problem 3.2: Technology and innovation 
For businesses, competitive advantage and long-term profitability are often a result of innovation, 

and in many cases such innovation is based on technology: “Creating new products, processes and 

services is recognized as a major source of competitive advantage and technology is often the 

enabler of such innovations” (Chiesa, 2001: 1). Moreover, the nature of technological progress 

changes the premises for technological innovation. Firms must accept this to develop and prioritize 

technological innovation processes and strategies that can meet the dem theands of dynamic envi-

ronments. Thus, the rapid pace of technological change constitutes both one of the key challenges 

to firms but also immense opportunities for growth: “A revolution of technology is business and 

the ways individuals live and work. It’s essential to adapt to the changes that lie ahead” (The Cen-

tre for Future Studies, 2011). Thus, if technological development continues to accelerate, the uncer-

tainties related to innovation process increases and investing in innovation and technology will 

become more risky. 

  

While emerging markets are on the whole not as technologically developed as industrialized coun-

tries, but they are rapidly catching up. The rise of emerging markets will radically change the busi-

ness market as a billion new consumers will emerge, bringing radically different views of products 

and services. However, contextual circumstances affect the path of technological development in 
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emerging markets so that it will be vastly different from the one developed countries have experi-

ences. For example, in many emerging markets mobile technology (mobile phones, smartphones, 

tablets, etc.) have essentially leapfrogged “traditional technology” such as landline PCs and tele-

phones; the market for PCs in China, which only a few years ago looked extremely promising, has 

begun a downward path due to smartphones and tablets (Arthur, 2013). This means that business-

es that have not invested sufficiently in mobile technology will be facing severe difficulties in the 

future. There has been a disconnect between PC manufacturers perception of consumer needs and 

the actual needs and preferences of the consumers: “many users of portable computers long ago 

migrated to battery life, compactness, and weight as crucial product specifications, while manu-

facturers continued to focus on processor speed, memory, and storage” (Prahalad & Ramaswamy, 

2004: 225). This illustrates that inappropriate technology investment decision constitute a serious 

risk for businesses.  

 

Rapid technological change complicates the technological ‘decision-making’ processes (i.e., deci-

sions about which technologies to invest in). It therefore becoming increasingly important for firms 

to formulate a robust technology strategy that will enable them to adopt and internalize technolo-

gies and innovation that continue to create sustainable competitive advantage. This requires a 

technology strategy that enables the MNE to make difficult decisions about which technologies to 

invest in and when to introduce them to the market. A co-creation approach can enable the MNE to 

make these decisions more rapidly, at lower costs, as well as reduce the risk of investing in non-

viable technologies.  

 

The most important foundations for making decisions about which technologies to invest in (and 

when to introduce new technologies) is an analysis of the internal and external environment; that 

is, its context. The goal of the context analysis is context foresight (Chiesa, 2001). The first step of 

this analysis is to identify how markets will be shaped in the future and how customer needs will 

evolve. A key input in the external analysis is consumption patterns and consumer behavior. Sec-

ond step is to identify the technologies that are required to fulfill customer needs (Chiesa, 2001).  

 

Co-creation can integrates the customers into the value-creation process and the customer be-

comes part of the value constellation. This means consumption patterns and consumer behavior 

directly influences how the experience environment will evolve. Thus, the firm can get continuous 

and direct feedback from consumers, both via verbal feedback and actions, such as analyzing which 

features are most popular and what functions they serve for the individual user. The result of this 

initial discovery process provides the firm with knowledge about what basic needs users might 

have. In order to discover what innovative technologies can be applied to satisfy this need, the firm 
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needs to fain additional insights. However, a co-creation environment can also function as a plat-

form for experts and ‘lead users’ to come together and discuss more advanced topics. For example, 

a firm can create a (closed) virtual platform (which can be supported by real-life events) inviting a 

mix of internal employees, lead users, researchers, other experts etc., to discuss breakthrough in-

novations. This co-creation process can facilitate a secondary discovery process and increase the 

opportunity of finding new growth areas to explore. Moreover, it enables employees to discuss how 

new technologies could be internalized and utilized to solve the user needs. The insights gained 

from these co-creation processes can then be presented to the broader co-creation environ-

ment/user community to test initial reactions from ‘regular’ end users. This illustrates how co-

creation can enable continuous external context analysis at a lower cost than with traditional envi-

ronmental scanning processes. This improves the foundation for making strategic decisions about 

which technologies to invest in. 

 

Thus, the seventh proposition is as follows:  

Proposition 3.2: A co-creation enables the firm to reduce costs of external context analysis in 

technology strategy and improves the basis for making strategic decisions about technological 

investment. 

 

6.3.3 Sub-problem 3.3: Macro-environmental turbulence 
The interconnectedness of today’s international business environment creates numerous opportu-

nities, but it also significantly raises the level of risk: “An event or change in the circumstances of 

one country – whether a bank failure, a stock market or real estate crash, a political assassina-

tion, or a currency default – can spread to many other countries and create significant market 

turbulence” (Kotler & Caslione, 2009: 5). Business turbulence is defined as unpredictable and rap-

id changes in the external and internal environment of an organization (Kotler & Caslione, 2009). 

Turbulent macro environments cause high levels of unpredictability resulting in an increase in risk 

and uncertainty for business (Kotler & Caslione, 2009). More specifically, turbulent macro-

environment makes it very challenging for businesses to make strategic decisions for the long-term. 

Moreover, emerging markets often lack the stabilizing effect of a robust institutional framework 

and MNEs doing business under these conditions are therefore even more disposed to many types 

of risk. In other words, macro-environmental turbulence and uncertainty make makes it more dif-

ficult for MNEs to strategically plan for the future. 

 

The traditional approach to strategic planning assumes that by applying a set of analytical tools 

enables managers to make precise predictions about the future, and choose a clear strategic direc-
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tion and allocate firms resources based on this (Kotler & Caslione, 2009).  The turbulent business 

environment has made this kind of rigid, formal strategic planning risky and firms can no longer 

rely solely on these methods for long-term sustainable competitive advantage. 

 

Turbulence and uncertainty means an increased need for strategic flexibility. Wang & Li-Hua 

(2007: 16) refers to strategic flexibility as “the ability of the organization to adapt to substantial, 

uncertain, and fast occurring environmental changes that have a meaningful impact on corpo-

rate strategy and organizational performance, which enable a firm to manage uncertain and 

fast-occurring markets effectively”. Strategic flexibility creates a definitive advantage in an unpre-

dictable and turbulent business environment as it enables firms to re-configure their business 

model and reposition their brands to sustain competitive advantage (Wang & Li-Hua, 2007).  

Wang and Li-Hua (2007) identify strategic flexibility as consisting of four elements: resource flexi-

bility, coordination flexibility, excess resources, profiting from diversity/change. Strategic flexibil-

ity is dependent on (1) how quickly the firm can adapt to changes in the market (speed of change); 

(2) the cost of flexibility in relation to the expected benefits increased flexibility (cost of change), 

and (3) how constrained the firm is in its degree of flexibility (degree of change) (Wang & Li-Hua).  

 

First, resource flexibility enable the firm to pursue alternative courses of actions in response to en-

vironmental changes and is resource flexibility is influenced by the range of alternative uses, the 

cost and difficulty of switching from one use of resource to an alternative use, and the time re-

quired in switching to an alternative resource use (Sanchez, 1995). Co-creation broadens the view 

of resources from the firm’s internal resources to include external actors such as customers, suppli-

ers, and partners. These potential collaborators represent great sources of competencies and 

knowledge, but also their investment capacity and infrastructure. External actors can be included 

in nearly every process in the firm. For example, a car manufacturer creates a design contest for at 

community of amateur designers. Contributors submit their own designs and other users can vote 

on their favorite design. After a winning design is chosen, the firm uses an open supply chain plat-

form in which any supplier of components, parts or subassemblies can participate. Finally, the end-

customers can customize the “skin” and personalize accessories at the firm’s website. Thus, focus 

shifts from owning resources to accessing and leveraging resources through an extended network. 

This increases significantly the resources available to the firm but eliminates the risk of sunk costs. 

Co-creation enables the firm to rapidly reconfigure these resources while ensuring reliability.  

Second, flexibility in coordinating the uses of product creation resources – coordination flexibility 

– involves three processes: (1) redefine product strategies (2) reconfigure chains of resources; and 

(3) redeploy (‘resynthesize’) resources effectively (Sanchez, 1995). The car manufacturer example 

also illustrates the coordination flexibility that co-creation enables: First, the product strategy is 



67 
 

defined by the external actors in collaborations – they collectively make decisions about product 

design and manufacturing and thus redefine product strategy according to their needs. Second, the 

firm’s main task is to coordinate the external actors via the experience platforms. As other costs are 

lowered they can focus on investing in continuously improving the condition for coordinating these 

external actors. Third, contributors (the “resources”) insert themselves into the process of their 

choice and redeploying these resources is not the firm’s task or responsibility.  

A co-creation approach involves multiple contributors – managers, employees, customers, suppli-

ers, and other stakeholders – in forming the value creation processes. Instead of owning and incor-

porating parts of the supply chain, emphasis is on accessing it when it is needed to create specific 

products. This way, the firm avoids suffering high sunk costs and retains flexibility to quickly re-

spond to changes in the macro-environment.   

 

The preceding discussion leads to the following proposition: 

Proposition 3.3: A co-creation approach reduces the risk of macroeconomic turbulence by in-

creasing strategic flexibility of the firm.  

 

The final set of challenges that Western MNEs face in emerging markets are related to risk; or the 

high degree of turbulence and change that these markets entail and the unpredictability that this 

produces. Overall, the final three propositions support the findings of the cultural and IPR chal-

lenges; that is, that efforts of costs and efforts of knowledge creation is reduced, and thus can be 

more easily obtained; and responsiveness to changes in both the local and macro environment is 

made more effortless and thus improved.  

 

In the following, final section these findings will be discussed leading to final conclusion.  
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7 Concluding Remarks 
 

7.1. Discussion 

The findings suggest that Western-managed MNEs can utilize a co-creation approach to overcome 

three of the main challenges that these MNEs are typically met with when doing business in emerg-

ing markets by (1) acting as a facilitator for knowledge creation, and (2) create increased respon-

siveness to shifts in the market. More specifically, the propositions suggest that a co-creation ap-

proach enables the MNEs to: increase width and depth of knowledge about local consumers and 

conditions; lower risks and costs of developing products; form stronger brand-consumer relation-

ships; facilitate short product life cycles without the risk of commoditization; create hard-to-

imitate sources of value; lower costs and risks by of traditional market research processes; improve 

the basis for technological decision-making; and increase strategic flexibility.  

Based on these findings, it can be argued that co-creation facilitates the creation of dynamic capa-

bilities by enabling the firm to constantly scan, search, and explore markets, increasing the capabil-

ity ‘opportunity sensing and shaping’. Moreover, a co-creation approach enables a flexible re-

source base, thus the firm improve its capability to ‘change the resource base’. Finally, co-creation 

improves both the capabilities for making ‘timely decision’ as well as the capabilities for making 

‘market-oriented decision’ by enabling the firm to rapidly reconfigure and transforms the main 

source of value (i.e., the experience platform), and continuously evaluate how value for both firms 

and customers can be improved.  

So far the exact methods and source of creating dynamic capabilities have not been identified. This 

thesis’ findings suggest a specific approach – co-creation – for firms to create dynamic capabilities 

and thus achieve sustainable competitive advantage in rapidly changing environments, such as 

emerging markets. Thus, the thesis expands the research agenda in two main areas: co-creation 

and dynamic capabilitiess. More specifically, it proposes a specific context in which co-creation 

might be beneficial (emerging markets), and it put forwards a specific strategy that may facilitate 

the creation of dynamic capabilities. Similarly, the findings offer MNE managers with a more spe-

cific goal – creating a co-creative platform – to increase the potential of creating sustainable com-

petitive advantage in an emerging market context.  

 

The chosen research question(s) naturally limits the scope of the research and thus the findings.  

First, the perspective of is Western MNEs and the specific challenges that these firms face. Howev-

er, in itself, this group includes countries with vastly different cultures and business practices. 
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Thus, the thesis only views the macro-differences between the developed Western and emerging 

Asian contexts. Similar generalization has been made about Asian emerging markets.  

Second, the focus was specifically on Asian emerging markets, meaning that the research areas – 

the three typical challenges – does not necessarily correspond with challenges of doing business in 

e.g. African or South American emerging markets. While other emerging markets may exhibit the 

inefficiencies related to the three challenges outlined in this thesis, there are perhaps additional 

and/or more serious problem, or insufficient opportunities of growth to offset these challenges. 

This thesis has not considered the effectiveness of the co-creation approach in overcoming other 

challenges than those outlined in the research questions and thus does not necessarily apply to 

other emerging markets. However, neither does it dismiss that a co-creation approach can provide 

the same benefits in other contexts.  

 

The evidence suggests that a co-creation approach facilitates the creation of dynamic capabilities; 

however both the exact sources and the operational applications of dynamic capabilities remain 

unconfirmed. Co-creation is necessarily a highly individual experience. The experience environ-

ment is first created with a specific goal for value creation based on the “architect’s” (e.g. the firm) 

overarching vision and subsequently shaped by high degree by multiple contributors. It is therefore 

not feasible to provide a detailed plan of how a co-creation platform should look like and what pur-

pose it should fulfill. It is instead the firm that needs to define the purpose and thus the nature of 

the experience environment and this of course in itself can entail great effort, time, and costs for 

the firm, and the findings. Hence, the results of the thesis does not assert that co-creation is an easy 

and effortless method creating for short-term profits in emerging markets; instead is a long-term 

oriented strategy that can facilitate sustainable competitive advantage in dynamic contexts.  

 

More empirical data are needed to increase knowledge in this area. Firstly, it would be useful to 

test the propositions on observational data, e.g. on a case basis, to confirm their validity and fur-

ther add to the co-creation-dynamic capabilities research agenda. Moreover, future research could 

include the effectiveness of the co-creation approach to overcome different challenges of different 

emerging markets, such as the low availability of skilled labor, poor infrastructure, or excessive 

corruption.  

 

7.2 Conclusion 

The thesis set out to investigate how multinational enterprises founded in Western, developed 

countries (with predominantly Western executives, managers, and employees) can utilize a co-

creation approach to develop sustainable competitive advantage in Asian emerging markets. There 
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is a growing consensus that, to attain long-term profitability in rapidly changing environments, it is 

necessary for businesses to develop special capabilities, labeled dynamic capabilities. However, 

where exactly these capabilities can by be found have yet to be firmly established. Consequently, 

the question of which strategies are appropriate for businesses to create sustainable competitive 

advantage in dynamic, unfamiliar environments remains unanswered. This thesis has suggested a 

co-creation strategy for mitigating the three typical challenges that Western MNEs often encounter 

when doing business in Asian emerging markets. It found that a co-creation approach can facilitate 

the creation of dynamic capabilities and thus increase the prospect of achieving sustainable com-

petitive advantage in these markets.  

  



71 
 

References  
 

Accenture. (2013). Energizing global growth: Understanding 

the changing consumerAccenture.  

Accenture. (2014). Technology in development: Engaging 

with people in emerging marketsNet Hope.  

Adner, R., & Helfat, C. E. (2003). Corporate effects and dy-

namic managerial capabilities. Strategic Management 

Journal, 24(10), 1011-1025.  

Agarwal, V. (2013). Emerging socio-cultural trends and mar-

keting implications in indian context: An analysis. Open 

Access Journal, International Center for Business Re-

search, 2, 11. Retrieved from icbr.net/0204.35  

Akaka, M. A., Schau, H. J., & Vargo, S. L. (2013). The co-

creation of value-in-cultural-context. In R. W. Belk, L. 

Price & L. Pealoza (Eds.), Consumer culture theory (pp. 

265-284). Bingley, UK: Emerald.  

Alford, W., P. (1995). To steal a book is an elegant offense: 

Intellectual property law in chinese civilization. Stan-

ford, California: Stanford University Press.  

Ambrosini, V., Bowman, C., & Collier, N. (2009). Dynamic 

capabilities: An exploration of how firms renew their re-

source base. British Journal of Management, 20, S9-

S24.  

Armstrong Gary (ed.), & Kotler Philip (ed.). (2009). Market-

ing, an introduction (9. ed. ed.). Upper Saddle River, 

N.J: Pearson Prentice Hall.  

Arthur, C. (2013, August). The Guardian,  

Awad, E. M., & Ghaziri, H. M. (2004). Knowledge manage-

ment. New Jersey: Person Higher Education.  

Backman, M. (2008). Asia future shock, business crisis and 

opportunity in the coming years. Basingstoke: Palgrave 

Macmillan.  

Barkema, H. G., & Vermeulen, F. (1997). What differences in 

the cultural backgrounds of partners are detrimental for 

international joint ventures? Journal of International 

Business Studies, 28(4), 845.  

Barney, J. (1991). Firm resources and sustained competitive 

advantage. Journal of Management, 17(1), 99-120.  

Barreto, I. (2010). Dynamic capabilities: A review of past 

research and an agenda for the future. Journal of Man-

agement, 36(1), 256-280.  

Barton, D., Chen, Y., & Jin, A. (2013). Mapping china's middle 

class McKinsey & Company.  

Batey, M. (2012). Brand meaning. United Kingdom: Taylor & 

Francis Ltd.  

 

Bendapudi, N., & Leone, R. P. (2003). Psychological implica-

tions of customer participation in co-production. Jour-

nal of Marketing, 67(1), 14-28.  

Blackwell, R. D., Miniard, P. W., & Engel, J. F. (2000). Con-

sumer behavior (9. ed. ed.). Fort Worth, Tex:  

Briggs, C. (2012). Bridging brands and borders: Trends and 

tactics to connect global brands with asian consumers. 

Journal of Brand Strategy, 1(2), 126-130.  

BSA: Business Software Alliance. (2011). 2010 piracy study 

(8th edition ed.). Washington, D. C.: Business Software 

Alliance.  

Burns, T., & Stalker, G., M. (1994). The management of inno-

vation (Rev. ed. ed.). Oxford, UK: Oxford University 

Press.  

Business Monitor International. (2010). Emerging markets 

take centre stage: A dramatic shift in purchasing pow-

er. London, UK: Business Monitor International Ltd.  

Carlson, B. (2013, 23 September). Why big american business-

es fail in china. The Global Post,  

Carù Antonella (ed.), & Cova Bernard (ed.). (2007). Consum-

ing experience. London: Routledge.  

Cavusgil, S. T., Ghauri, P. N., & Agarwal, M. R. (2002). Doing 

business in emerging markets: Entry and negotiation 

strategies. Thousand Oaks, CA: SAGE.  

Chang, P., & Chieng, M. (2006). Building consumer– brand 

relationship: A cross‐cultural experiential view. Psychol-

ogy and Marketing, 23(11), 927-959.  

Chesbrough Henry, W. (2003). Open innovation, the new 

imperative for creating and profiting from technology. 

Boston, MA: Harvard Business School Publising.  

Chiesa, V. (2001). R&D strategy and organization, managing 

technical change in dynamic contexts. London: Imperi-

cal College Press.  

Chiesa, V., Coughlan, P., & Voss, C., A. (1996). Development of 

technical innovation audit. Journal of Product Innova-

tion Management, 13, 105-136.  

Collis, J., & Hussey, R. (2014). Business research, A practical 

guide for undergraduate and postgraduate students (4. 

ed. ed.). Basingstoke, Hampshire: Palgrave Macmillan.  

Collis, D. J. (1994). Research note: How valuable are organiza-

tional capabilities? Strategic Management Journal, 15, 

143-152.  

Deborah, O., & Griffiths, R. (2006). Mapping the markets; A 

guide to stockmarket analysis. New York: ebrary, Inc;.  

Debowski, S. (2006). Knowledge management. Milton, QLD: 

John Wiley & Sons.  



72 
 

Drahos, P., & Braithwaite, J. (2002). Industry strategies for 

intellectual property and trade: The quest for TRIPS and 

post-TRIPS strategies. In W. T. Gallegher (Ed.), Intellec-

tual property (pp. 451-80). Hampshire, England: Ash-

gate Publishing Limited.  

Drucker Peter, F. (1995). Managing in a time of great change. 

Oxford: Butterworth Heinemann.  

Duncan, G. (2011, May 25). Ballmer: 95 percent of chinese 

software revenue lost to piracy. Digital Trends,  

Eckhardt, G. M., & Houston, M. J. (2002). Cultural paradoxes 

reflected in brand meaning: McDonald's in shanghai, 

china. Journal of International Marketing, 10(2), 68-

82.  

Eisenhardt, K. M., & Martin, J. A. (2000). Dynamic capabili-

ties: What are they? Strategic Management Journal, 21, 

1105-1121.  

EIU: The Economist Intelligence Unit. (2013). Business across 

borders. troubled waters: The risks of international 

commercial disputes Reed Smith.  

Endeshaw, A. (2010). Intellectual property in asian emerging 

economies: Law and policy in the post-TRIPS era. 

United Kingdom: Ashgate Publishing Ltd.  

Ernst & Young. (2010). Competing for growth; winning in the 

new economy (White Paper  

Esterhuizen, D., Schutte, C. S. L., & du Toit, A. S. A. (2012). 

Knowledge creation processes as critical enablers for in-

novation. International Journal of Information Man-

agement, 32(4), 354-364.  

Fetscherin, M., Fournier, S., & Breazeale, M. (2012). Consum-

er-brand relationships, theory and practice. London: 

Routledge.  

Firat, A. F., Dholakia, N., & Venkatesh, A. (1995). Marketing in 

a postmodern world. European Journal of Marketing, 

29(1), 40.  

Franzen, G. (1999). Brands and advertising, how advertising 

effectiveness influences brand equity. Henley-on-

Thames: Admap.  

Geert, H. (2010). In Hofstede Gert Jan, Minkov Michael (Eds.), 

Cultures and organizations, software of the mind, in-

ternational cooperation and its importance for survival 

(3. ed. ed.). New York:  

Ghauri, P.,N., & Cateora, P. (2010). International marketing 

(3. ed. ed.). Maidenhead:  

Ghemawat, P. (2001). Distance still matters. the hard reality of 

global expansion. Harvard Business Review, 79(8), 137-

147.  

Gillespie, K., & Hennessey, D. H. (2011). Global marketing (3. 

ed. ed.). Mason, OH: Cengage South Western.  

Goldman, A. (1982). Short product life cycles: Implications for 

the marketing activities of small high-technology com-

panies. R & D Management, 12(2), 81-89.  

Guang, T., & Trotter, D. (2012). Key issues in cross-cultural 

business communication: Antropological approaches to 

international business. African Journal of Business 

Management, 6(22), 6456-6464.  

Halbert, D. (1997). Intellectual property piracy: The narrative 

construction of deviance. In W. T. Gallegher (Ed.), Intel-

lectual property (pp. 55-78). Hampshire, England: Ash-

gate Publishing Limited.  

Herbig Paul, A. (1998). Handbook of cross-cultural market-

ing. New York, N.Y: Haworth.  

Hobday, M., Rush, H., & Bessant, J. (2004). Approaching the 

innovation frontier in korea: The transition phase to 

leadership. Research Policy, 33(10), 1433-1457.  

Hoecht, A., & Trott, P. (2014). How should firms deal with 

counterfeiting?; A review of the success conditions of an-

ti- counterfeiting strategies. International Journal of 

Emerging Markets, 9(1), 98-119.  

Hofstede, G. (2001). Culture's consequences. comparing val-

ues, behaviors, institutions, and organizations across 

nations (2nd ed. ed.). London: SAGE.  

Ikujiro, N., & Takeuchi, H. (2006). Creating the dynamics of 

hard-to-imitate innovation. Advanced knowledge-

creating companies (pp. 83). Washington, D.C: World 

Bank.  

IMF. (2000). Transition economies: An IMF perspective on 

progess and prospects. Retrieved May 5, 2014, from 

http://www.imf.org/external/np/exr/ib/2000/110300.

htm#II  

Jackson, R., Howe, N., & Nakashima, K. (2011). Global aging 

and the future of emerging markets. Washington, D. C.: 

Center for Strategic & International Studies.  

Johanson, J., & Johanson, M. (2004). Entering emerging 

markets: Ignorance and discovery. In S. B. Prasad, & P. 

N. Ghauri (Eds.), Global firms and emerging markets in 

an age of anxiety (pp. 207). Conneticut: Praeger Pub-

lishers.  

Kenichi, O. (1985). Triad power. the coming shape of global 

competition. New York, NY: New YorK Free Press.  

Khanna, T., & Palepu, K., G. (2010). Winning in emerging 

markets: A road map for strategy and execution. Bos-

ton, MA: Harvard Business Press.  

Kharas, H. (2010). The emerging middle class in developing 

countries OECD Development Centre.  

Kluckhohn. (1951). The study of culture. In D. Lerner, & H. D. 

Lasswell (Eds.), The policy sciences:Recent develop-

http://www.imf.org/external/np/exr/ib/2000/110300.htm#II
http://www.imf.org/external/np/exr/ib/2000/110300.htm#II


73 
 

ments in scope and method (pp. 86). Stanford, CA: Stan-

ford University Press.  

Kohli, A. K., & Jaworski, B. J. (1990). Market orientation: The 

construct, research propositions, and managerial impli-

cations. Journal of Marketing, 54(2), 1-18.  

Kotler, P., & Caslione, J. (2009). Chaotics, the business of 

managing and marketing in the age of turbulence. New 

York: American Management Association.  

Kraidy, M. M. (2005). Hybridity, or the cultural logic of glob-

alization. Philidelphia, PA: United States: Temple Uni-

versity Press.  

Kubik, J. (2012). Cultural approaches. Unpublished manu-

script.  

Kvint, V. (2009). The global emerging market. strategic man-

agement and economics. London: Routledge.  

Lane, P. R. (2003). Business cycles and macroeconomic policy 

in emerging market economies. International Finance, 

6(1), 89-108.  

Langdana, F. (2009). Macroeconomic policy: Demystifying 

monetary and fiscal policy. Boston, MA: Springer US: 

Boston, MA.  

Lawer, C. (2005). On customer knowledge co-creation and 

dynamic capabilities. United Kingdom: Cranfield Uni-

versity.  

Lehman, J. (2006). Intellectual property rights and chinese 

tradition section: Philosophical foundations. Journal of 

Business Ethics, 69(1), 1-9.  

Lejeune, J. (2014). Weak enforcement of intellectual property 

rights in china: Integrating political, cultural and struc-

tural explanations. Journal of Contemporary China, , 1-

17.  

Levitt, T. (1991). The globalization of markets. In C. A. Mont-

gomery, & E. Porter Michael (Eds.), Strategy, seeking 

and securing competitive advantage (pp. 187). Boston, 

MA: Harvard Business Review.  

Loayza, N. V., Rancière, R., Servén, L., & Ventura, J. (2007). 

Macroeconomic volatility and welfare in developing 

countries: An introduction. The World Bank Economic 

Review, 21(3), 343-357.  

Long, C. (2000). Introduction. In C. Long (Ed.), Intellectual 

property rights in emerging markets (pp. 1). Washing-

ton, D.C: The AEI Press.  

Mattel. (2009). Annual report (Annual  

Matthews, D. (2002). Globalizing intellectual property rights, 

the TRIPs agreement. London: Taylor & Francis Books 

Ltd.  

Menguc, B., & Auh, S. (2006). Creating a firm-level dynamic 

capability through capitalizing on market orientation 

and innovativeness. Journal of the Academy of Market-

ing Science, 34(1), 63-73.  

Merz, M., He, Y., & Vargo, S. (2009). The evolving brand logic: 

A service-dominant logic perspective. Journal of the 

Academy of Marketing Science, 37(3), 328-344.  

Moliterno, T. P., & Wiersema, M. F. (2007). Firm performance, 

rent appropriation, and the strategic resource divest-

ment capability. Strategic Management Journal, 28(11), 

1065-1087.  

Monaghan, A. (2014, 30 April). China poised to overtake US as 

world's largest economy, research shows. The Guardian,  

Nakata, C., & Sivakumar, K. (1996). National culture and new 

product development: An integrative review. Journal of 

Marketing, 60(1), 61-72.  

Narver, J. C., & Slater, S. F. (1990). The effect of a market 

orientation on business profitability. Journal of Market-

ing, 54(4), 20-35.  

Nicholas, I., Fuller Clare, & Trevail, C. (2012). Brand together, 

how co-creation generates innovation and re-energizes 

brands. London: Kogan Page.  

Nonaka, I., & Konno, N. (1998). The concept of "ba": Building 

a foundation for knowledge creation. California Man-

agement Review, 40(3), 40-54.  

North Douglass, C. (1990). Institutions, institutional change 

and economic performance. Cambridge: Cambridge 

University Press.  

OECD. (2007). The economic impact of counterfeiting and 

piracy: SummaryOECD.  

Ogawa, S., & Piller, F. T. (2006, Reducing the risks of new 

product development. MIT Sloan Management Review, 

47, 63-71.  

Olaberria, E., & Rigolini, J. (2009). Managing east asia's 

macroeconomic volatiliy The World Bank.  

Pacek, N., & Thornily, D. (2007). In ebrary I. (Ed.), Emerging 

markets, lessons for business success and the outlook 

for different markets. London: ebrary, Inc;.  

Parker, S. (2008, Happy birthday, barbie. The Economist,  

Penrose, E. (2009). In ebrary I. (Ed.), The theory of the 

growth of the firm (4. ed., Rev. ed. ed.). Oxford New 

York; Oxford: ebrary, Inc;.  

Philip, K., Keller, K. L., Mairead, B., Goodman Malcolm, R. V., 

& Torben, H. (2012). Marketing management (2. ed. 

ed.). Harlow:  

Powell, W. W., & Snellman, K. (2004). The knowledge econo-

my. Annual Review of Sociology, 30(1), 199-220.  

Prahalad, C. K., & Ramaswamy, V. (2004). The future of com-

petition, co-creating unique value with customers. Bos-

ton, MA: Penguin Group.  



74 
 

Prahalad, C. K., & Ramaswamy, V. (2000). Co-opting customer 

competence. Harvard Business Review, 78(1), 79-87.  

Prange, C., & Verdier, S. (2011). Dynamic capabilities, interna-

tionalization processes and performance. Journal of 

World Business, 46(1), 126-133.  

Priem, R. L. (2007). A consumer perspective on value creation. 

Academy of Management Review, 32(1), 219-235.  

Property Rights Alliance. (2013). International property 

rights index. Washington, D.C: Property Rights Alliance.  

Ramaswamy, V., & Gouillart, F. (2010). The power of co-

creation. New York, NY: Free Press.  

Rein, S. (2010, 22 January). Where barbie went wrong in 

china. Forbes,  

Ritzer, G. (2010). The McDonaldization of society (4th ed.). 

Thousand Oaks, CA: Pine Forge Press.  

Rosenbloom, R. S. (2000). Leadership, capabilities, and tech-

nological change: The transformation of NCR in the 

electronic era. Strategic Management Journal, 21(10), 

1083-1103.  

Sanchez, R. (1995). Strategic flexibility in product competition. 

Strategic Management Journal, 16, 135-159.  

Sawhney, M., & Prandelli, E. (2000). Communities of creation: 

Managing distributed innovation in turbulent markets. 

California Management Review, 42(4), 24-54.  

Schmiele, A. (2013). Intellectual property infringements due to 

R&D abroad? A comparative analysis between firms with 

international and domestic innovation activities. Re-

search Policy, 42(8), 1482-1495.  

Schmitt, B. (1999). Experiential marketing. Journal of Market-

ing Management, 15(1-3), 53-67.  

Schumpeter, J. (1983). The theory of economic development 

(2nd ed.). Cambridge, MA: Harvard University Press.  

Shibata, T. 1. (2006). Advanced knowledge-creating compa-

nies. Washington, D.C: ebrary, Inc;.  

Slater, S. F., Olson, E. M., & Hult, G. T. (2006). The moderat-

ing influence of strategic orientation on the strategy 

formation capability- performance relationship. Strate-

gic Management Journal, 27(12), 1221-1231.  

Sull, D. N., & Escobari, M. (2004). Creating value in an unpre-

dictable world. Business Strategy Review, 15(3), 14-20.  

Tamer, C. S., Ghauri, P. N., & Akcal, A. A. (2013). Doing busi-

ness in emerging markets (2. ed. ed.). London: SAGE 

Publications.  

Tankha, A. (2008, July). Rapid innovation - accelating busi-

nesses to market. Silicon India,  

Teece, D. J. (1984). Economic analysis and strategic manage-

ment. California Management Review, 26(3), 87-110.  

Teece, D. J. (2000). Strategies for managing knowledge assets: 

The role of firm structure and industrial context. Long 

Range Planning, 33(1), 35-54.  

Teece, D. J. (2007). Explicating dynamic capabilities: The 

nature and microfoundations of ( sustainable) enterprise 

performance. Strategic Management Journal, 28(13), 

1319-1350.  

Teece, D. J., Pisano, G., & Shuen, A. (1997). Dynamic capabili-

ties and strategic management. Strategic Management 

Journal, 18(7), 509-533.  

The Centre for Future Studies. (2011). The future of technolo-

gy; transforming mid-market business operationsThe 

Access Group.  

The World Bank. (2014). World development indicators. 

Retrieved April 12, 2014, from 

http://data.worldbank.org/data-catalog/world-

development-indicators  

Thomke, S., & von Hippel, E. (2002). Customers as innovators: 

A new way to create value. Harvard Business Review, 

80(4), 74-81.  

US Census Bureau. (2013). International data base. Retrieved 

April 12, 2014, from 

http://www.census.gov/population/international/data/i

db/informationGateway.php  

Vargo, S. L., & Lusch, R. F. (2004). Evolving to a new domi-

nant logic for marketing. Journal of Marketing, 68, 1.  

Vargo, S. L., & Lusch, R. F. (2008). Service-dominant logic: 

Continuing the evolution. Journal of the Academy of 

Marketing Science, 36(1), 1-10.  

Vargo, S. L., & Lusch, R. F. (2014). Service-dominant logic: 

Premises, perspectives, possibilities. New York: Cam-

bridge University Press.  

Vargo, S. L., Maglio, P. P., & Akaka, M. A. (2008). On value 

and value co-creation: A service systems and service log-

ic perspective. European Management Journal, 26(3), 

145-152.  

Von Hippel, E. (1986). Lead users: A source of novel product 

concepts. Management Science, 32(7), 791-805.  

Wang, H. (2012, 10/24). Why barbie stumbled in china and 

how she could re-invent herself. Forbes, Retrieved from 

http://goo.gl/irHBrV  

Wang, Y., & Li-Hua, R. (2007). Marketing competences and 

strategic flexibility in china. Basingstoke: Palgrave 

Macmillan.  

Wilden, R., Gudergan, S., Nielsen, B. B., & Lings, I. (2012). 

Dynamic capabilities and performance: Strategy, struc-

ture and environment. Long Range Planning,  

Winter, S. G. (2003). Understanding dynamic capabilities. 

Strategic Management Journal, 24(10), 991-995.  

http://data.worldbank.org/data-catalog/world-development-indicators
http://data.worldbank.org/data-catalog/world-development-indicators
http://www.census.gov/population/international/data/idb/informationGateway.php
http://www.census.gov/population/international/data/idb/informationGateway.php
http://goo.gl/irHBrV


75 
 

WIPO. ([no date]). What is intellectual property?. Geneva, 

Switzerland: WIPO.  

Wong, V. (2010). Co-creation: Not just another focus group 

Bloomberg Businessweek.  

World Economic Forum. (2013). The global competitiveness 

report 2013-2014. Geneva: World Economic Forum.  

 

  



76 
 

Appendix I: Annual GDP Growth 
 
Annual GDP Growth (in %) in Asian emerging markets and selected Western emerging markets: 
additional calculations. The six highlighted countries represent the six countries included in the 
graph. 
 
  2004 2005 2006 2007 2008 2009 2010 2011 2012 
China 10 11,3 12,7 14,7 9,6 9,2 10,4 9,3 7,8 
India 7,9 9,3 9,3 9,8 3,9 8,5 10,3 6,6 4,7 
Indonesia 5 5,7 5,6 6,3 6 4,6 6,2 6,5 6,2 
Malaysia 6,8 5,3 5,6 6,3 4,8 -1,5 7,4 5,1 5,6 
Philippines  6,7 4,8 5,2 6,6 4,2 1,1 7,6 3,6 6,8 
Thailand  6,3 4,6 5,1 5 2,5 -2,3 7,8 0,1 6,5 
Average 7,1 6,8 7,3 8,1 5,2 3,3 8,3 5,2 6,3 
                    
Austria 2,6 2,4 3,7 3,7 1,4 -3,8 1,8 2,8 0,9 
Denmark 2,3 2,4 3,4 1,6 -0,8 -5,7 1,4 1,1 -0,4 
France 2,5 1,8 2,5 2,3 -0,1 3,1 1,7 2 0 
Germany 1,2 0,7 3,7 3,3 1,1 5,1 4 3,3 0,7 
Sweden 4,2 3,2 4,3 3,3 -0,6 -5 6,6 2,9 0,9 
United Kingdom 3,2 3,2 2,8 3,4 -0,8 -5,2 1,7 1,1 0,3 
United States 3,8 3,4 2,7 1,8 -0,3 -2,8 2,5 1,8 2,8 
Average 2,8 2,4 3,3 2,8 0,0 -2,0 2,8 2,1 0,7 
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Appendix II: Cultural Dimensions Index 
 
Cultural dimensions index: full calculations (average, standard deviation, median). The standard 
deviation measure represents the average difference between the countries within the region. A 
higher standard deviation signifies a larger difference between “culturally similar” countries. 
 

Asian emerging markets 
Power 
distance 

Individ-
ualism 

Mascu-
linity 

Uncertainty 
avoidance 

Prag-
matism 

Indul-
gence 

China 80 20 66 30 87 24 
Taiwan 58 17 45 69 93 49 
Confucian Asia (Average) 69 18,5 55,5 49,5 90 36,5 
Standard deviation 11 1,5 10,5 19,5 3 12,5 
Indonesia 78 14 46 48 61 38 
Malaysia 100 26 50 36 41 57 
Philippines 94 32 64 44 27 42 
Thailand 64 20 34 64 32 45 
India 77 48 56 40 51 26 
South East Asia (Average) 82,6 28 50 46,4 42,4 41,6 
Standard deviation 12,9 11,7 10,0 9,7 12,4 10,1 
Median (S.E. and C. Asia)  78 20 50 44 51 42 

              Western developed 
countries 

Power 
distance 

Individ-
ualism 

Mascu-
linity 

Uncertainty 
avoidance 

Prag-
matism 

Indul-
gence 

Austria 11 55 79 70 60 63 
Belgium 65 75 54 94 82 57 
France 68 71 43 86 63 48 
Germany 35 67 66 65 83 40 
Luxembourg 40 60 50 70 64 56 
The Netherlands 38 80 14 53 67 68 
Switzerland 34 68 70 58 74 66 
Western Europe (Average) 41,6 68,0 53,7 70,9 70,4 56,9 
Standard deviation 18,1 7,9 19,9 13,5 8,6 9,3 
Median 38 68 54 70 67 57 
Canada 39 80 52 48 36 68 
Ireland 28 70 68 35 24 65 
United Kingdom 35 89 66 35 51 69 
United States 40 91 62 46 26 68 
Anglo-America (Average) 35,5 82,5 62,0 41,0 34,3 67,5 
Standard deviation 4,7 8,3 6,2 6,0 10,7 1,5 
Median 37 84,5 64 40,5 31 68 
Denmark 18 74 16 23 35 70 
Finland 33 63 26 59 38 57 
Norway 31 69 8 50 35 55 
Sweden 31 71 5 29 53 78 
Nordic Countries (Average) 28,3 69,3 13,8 40,3 40,3 65,0 
Standard deviation 6,0 4,0 8,1 14,8 7,5 9,5 
Median 31 70 12 39,5 36,5 63,5 
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Appendix III: Key Concepts 
 

 

Co-creation 

This thesis defines the co-creation concept in accordance with Ramaswamy & Gouillart (2010: xx) 

as “the practice of developing systems, products, or services through collaboration with custom-

ers, managers, employees, and other company stakeholders”  

 

Dynamic capabilities 

A dynamic capability is defined in this thesis as “the firm’s potential to systematically solve prob-

lems, formed by its propensity to sense opportunities and threats, to make timely and market 

oriented decisions, and to change its resource base” (Barreto, 2010: 271). 

 

Emerging markets 

In this thesis, an emerging market is a society transitioning from a dictatorship to a free-market-

oriented economy with high economic growth, but still exhibiting institutional voids. 

 

Multinational enterprise 

A multinational enterprise (MNE) is defined as “a multiplant, multiactivity firm that engages in 

the foreign production of goods and services, as well as a variety of other businesses carried out 

across national borders” (Iammarino & McCann, 2013: 13).  

 

Sustainable competitive advantage 

Sustainable (or sustained) competitive advantage is long-term competitive advantage that is based 

on attributes, or a combination of attributes, that cannot easily be imitated or exceeded by com-

petitors (Porter, 1985) 
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