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ABSTRACT

Reduced growth rates in saturated developed economies have put increasing pressure on
multinational companies (MNCs) to expand to rapidly developing emerging markets and
capitalize on their value potential. Yet, this value potential comes with several challenges which
are very different from what firms experience in developed countries, especially with regards
to the bottom of the pyramid. The Transnational Model, which is one of the most influential
internationalization frameworks argues that firms should be locally responsive in order to

reflect market specificities.

This study shows that firms need to be more than responsive to capture the full value potential
of emerging markets. Therefore, the authors of this study developed an external environment
framework for analysing emerging markets, based on an embedded case study about Nigeria

and its dairy industry.

The empirical findings show that in contrast to existing emerging market analysis frameworks,
external environment factors are not equally relevant at all levels. Key factors of a firm’s
general environment can prevent and support advancement of an industry whereas each element
of an emerging markets value network can be equally important as it requires a collective

cooperative progress in order to increase the network’s value potential.

Keywords: Internationalization, Transnational Model, bottom of the pyramid, emerging

markets, social embeddedness, environment analysis, value network, Nigeria, dairy
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1. INTRODUCTION

For decades, globalization has posed challenges on multinational corporations (MNCs), facing
critical decisions of which internationalization strategies to pursue in times of reduced growth
rates in saturated developed economies (International Monetary Fund, 2018). Consequently,
emerging markets have increasingly gained economic relevance for MNCs’ internationalization
strategies, primarily for their rapid pace of development together with tremendous growth and

resulting value potential for MNCs. (McKinsey & Company, 2012)

1.1 Background and Problematization

1.1.1 Empirical Background

Since the early 1990s, emerging countries have been considered the fastest growing markets in
the world (Khanna, et al., 2005). CEOs of MNCs have realized that emerging markets offer the
key to long-term competitiveness and economic success. Precisely, by 2025 annual
consumption in emerging markets is estimated to reach $30 trillion and is regarded “the biggest
growth opportunity in the history of capitalism” (McKinsey & Company, 2012). Where two
decades ago the consuming population accounted for 20% of the world’s population and the
majority was based in developed countries, by now the urbanization of emerging markets has
led the consuming class to double (2.4B in 2012). By 2025 the number is estimated to have
doubled again to 4.2B, which then represents almost 50% of the world’s population, making
consumers from emerging markets the driving force of the global economy (McKinsey &
Company, 2012; Prahalad & Hammond, 2002)

Among others, Prahalad and Hammond (2002) argue that a large portion of this growth will
stem from the bottom of the pyramid (BOP). Even though, according to the authors, people at
the base are classified to earn an equivalent of less than $2000 per year, their purchasing power
should not be underestimated due to the vast aggregated market size of a total of four billion
people of the world’s population. Therefore, they claim markets at the BOP can be regarded
substantially new sources of growth for MNCs. Even so, they critically assess that much of the
emerging market potential has remained untapped due to the assumption that the poorest of the
poor cannot afford products and services beyond basic needs. However, this misperception was
proven outdated, according to the authors. Besides the value potential for MNCs themselves,

they regard their role vital in triggering development at the BOP of emerging markets,



encouraging stability and economic prosperity through sustained involvement. (Prahalad and
Hammond, 2002)

1.1.1 Theoretical Background

Coinciding with the empirical background, global economic changes in the 1970s and 1980s
triggered researcher’s interest in the field of internationalization strategy literature to rise,
resulting in a large amount of contributions accessible at the time of this study (Raskovi¢, et
al., 2013). In this context, the authors of this study identified the Transnational Model (Bartlett
& Ghoshal, 1989) as one of the most influential and highly respected theories within the field
of internationalization strategies (Rugman, 2002). The framework includes three crucial
strategic goals for MNCs to be globally successful: (1) global efficiency, (2) local
responsiveness and (3) worldwide learning and knowledge sharing (Raskovi¢, et al., 2013).
Despite its proven track record of influence in the theoretical and practical fields of strategic
management and organizational theory (Rugman, 2002), the empirical validation with only nine
case studies led other authors of this study identify a research gap in empirical contributions to
the Transnational Model theory by Bartlett and Ghoshal (London & Hart, 2004). In line with
this, Bartlett and Ghoshal (2002) themselves credited much of their work’s success to the
general underdevelopment of international management literature. Even though the scientific
and managerial impact of the Transnational Model since 1989 is indisputable, the further
evolutionary development of Bartlett and Ghoshal’s concept cannot compare to its citation
record (Ferreira, 2011). This highlights the need to continue its evolution almost 30 years after
its original development, especially considering before mentioned current global economic

circumstances and challenges (Raskovi¢, et al., 2013).

Ofthe few evolutionary contributions to the Transnational Framework, London & Hart’s (2004)
work stands out in terms of its scientific impact and current economic relevance. The authors
addressed the original work’s weakness of lacking empirical contributions and not considering
within market differences between the TOP and the BOP. This led London and Hart (2004) to
extend the Transnational Model for emerging markets with special regards to the BOP and
claim with their case study that out of Bartlett & Ghoshal’s dimensions for the specific context
of emerging markets’ BOP, global efficiency is not suitable, local responsiveness is not
sufficient but an understanding and integrated development of the social context and structure
is needed. Within their framework, this extended dimension of local responsiveness which is
called social embeddedness. It refers to the importance of leveraging the existing market

environment through developing relationships with non-traditional partners, co-inventing



solutions and building local capacity as vital influencing factors for MNCs to become and
remain successful and competitive in global emerging markets (London & Hart, 2004; Wright,
et al., 2005). It is noteworthy, that similar to the original work by Bartlett and Ghoshal (1989),
despite the 24 cases for empirical validation the authors included in their study, London and

Hart’s (2004) extension of the Transnational Model lacks further empirical contributions.

1.1.1 Current Empirical and Theoretical Findings

Besides literature building on the Transnational Model approach, an increasing number of
publications in the field of emerging market strategy strengthen the growing importance of
interest in emerging markets: The first publication in this field was an overview by Hoskisson
et al. in 2000, applying three different theoretical perspectives (Institutional, Transaction Cost
Economics and Resource-Based) to develop strategies for successful expansion to emerging
economies. In their work, they emphasize the need to consider the institutional context in
emerging economies and outline several considerable constraints. Wright et al. (2005) argue
that in order for strategy research in this field to achieve a sustainable impact, emerging
markets’ “unique social, political, and economic contexts” (p.2) need to be considered.
Accordingly, it has become evident to practitioners that there is no one-fits-all strategy.
(Khanna, et al., 2005)

However, a Harvard-Business-Review study revealed that many MNCs are struggling when it
comes to entering emerging markets successfully. Accordingly, rather standardized approaches
or minor local adjustments to existing strategies have worked for most companies expanding to
developed countries but failed in developing ones. (Khanna, et al., 2005) It has been
scientifically proven, that successful expansion to those markets requires managers to radically
rethink their business models (Prahalad & Hammond, 2002). Another fundamental challenge
is the fact that most MNCs’ global strategies are tailored to the needs of the top-of-the-pyramid
(TOP) while confronting the growing importance of the bottom of the pyramid (BOP) in
emerging markets on both the supply and demand side. (Wright, et al., 2005) Therefore, Wright
et al. argue (2005), more strategic attention should be given to targeting business models to the
needs of the BOP in emerging markets as an adaptation of TOP strategies may not be sufficient
to capture the entire market value potential. This is reinforced by other author’s claims that
MNCs might be misguided by a superficial commonality between developed and developing
economies (such as the cell phone coverage), which only refers to the TOP but neglects the
BOP which often accounts for the majority of the market (Dawar & Chattopadhyay, 2002). A

contribution by London (2009) further supports this contextual market approach by outlining



constraints that need to be addressed by MNCs in markets where the BOP is not only a relevant

lever of demand but also supply as the main force of production in an emerging market.

1.1.1 Problematization

From an empirical view, the above-mentioned aspects emphasize the powerful challenge
emerging economies and especially their BOP pose on traditional approaches to
internationalization strategies but also the tremendous untapped potential that is simply “too

great to ignore” (Prahalad & Hammond, 2002).

From a theoretical perspective, leading international strategy research building on Bartlett and
Ghoshal’s (1989) influential Transnational Model has found that success in these markets can
only be achieved through adapting to the specific market contexts. However, despite the
empirically motivated need for an increased understanding of emerging market expansion and
theoretical findings directing towards understanding external environment factors, the authors
regard global internationalization strategy research to lack clear implications on which external
environment factors to leverage for successful expansion to emerging economies. Hence, the
authors of this study regard the scientifically highly respected and influential Transnational
Model for internationalization strategies outdated to sufficiently support MNCs to deal with

current global challenges.

Moreover, besides the overall interest in this topic, not all regions and countries have been
covered equally. Limited research on African and Middle Eastern economies calls for future
expansion (Wright, et al., 2005; Hoskisson, et al., 2000).

1.2 Research Purpose

The empirical and theoretical problematization motivated the authors of this study to contribute
to international strategy research, by complementing The Transnational Model (Bartlett &
Ghoshal, 1989) with an emerging markets perspective and consequently develop a framework
to identify considerable external environment factors for emerging markets. In this sense, the
empirically and scientifically highly relevant but poorly understood problem of which driving

factors to leverage for an MNC to capture emerging economies’ potential is addressed.

We claim that Bartlett and Ghoshal (1989) kept a strong focus on internal capabilities for
successful globalization while neglecting the definition of specifically required external
environment factors of the target country. Similarly, London and Hart (2004) among others

emphasize the importance of social embeddedness but despite defining general considerations
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such as the social context, performance and infrastructure lack a further specification of vital

factors.

The authors of this study regard an understanding of crucial external environment factors
necessary to understand the vital considerations needed for MNCs’ expansion to those markets.
This is supported by Simanis and Hart’s (2008) recognition that market-based approaches
should be applied to address low-income economies.

This research gap is visualized as the intersection 1 between the relevant research dimensions

Transnational Model Approach and Emerging Markets in Figure 1.

Transnational Model
Approach

\

. . . 1
Emerging Markets African Economies 1
I

I

Figure 1: Research domains and resulting gaps (own compilation)

Furthermore, the study aims to contribute to existing research within the fields of
internationalization strategy to emerging markets by focusing on the specific emerging
economies in Africa as the third research dimension. The resulting intersection 2 in Figure 1
represents external environment factors within an African emerging economy, which are to be
defined as the purpose of this study. In addition, a consideration of the so far insufficiently
researched African emerging economies can help to increase the understanding of whether
previous learnings from emerging economies can be generalized to apply to all emerging
economies development trajectories. Despite their heterogeneity and differences in size and
structural composition, Wright et al. (2005) suggest that there exists sufficient underlying logic
to develop a common understanding of categorizing expansion to emerging countries versus

developing countries.
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As elaborated in more detail in section 3.2.2 Case Study, the Nigerian dairy industry serves as
a representative case for the purpose of this study and therefore additionally contributes to the
lack of empirical evidence from Bartlett and Ghoshal’s (1989) work and other studies in African

economies and the dairy sector.

Derived from the previously described research purpose, the authors aim to analyze the

following research question:

Which external environment factors should MNCs consider for internationalization to

emerging markets?

To conclude this paragraph, the authors of this study target to complement the concept of the
Transnational Model (Bartlett & Ghoshal, 1989) with an external environment analysis tool for
the expansion to emerging markets. Thus, the study aims to make a contribution to research in
global strategic management with special regards to internationalization theories in emerging

markets considering within country differences and hereby the vital BOP.

1.3 Aim and Objectives

Motivated by the previous empirical and theoretical problematization and research purpose, the
aim of this study is to develop an emerging market framework defining relevant external
environment factors and hereby increasing the understanding of the complexity of emerging
economies for MNCs, with special consideration of the BOP. Therefore, the research objectives

are,

(1) to complement the Transnational Model (Bartlett & Ghoshal, 1989) and its
extension by London and Hart (2004) with an external environment analysis framework

for emerging markets,

(2) to identify considerable external environment factors with special consideration of
the BOP,

(3) to analyze the theoretical findings in the case of Nigeria and its dairy industry and

assess their individual relevance.
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1.4 Outline of the Thesis

The paper commences with the theoretical study reviewing literature on the Transnational
Model (Bartlett and Ghoshal, 1989) as well as findings on emerging markets, the BOP and
considerable market factors. Theoretical findings result in a preliminary framework of
considerable external environment factors. Thereafter, the methodology applied in this study is
outlined. Subsequently, the empirical study summarizes the main findings on all external
environment factors, providing insights which will be analyzed and discussed with regards to
the theoretical findings hereafter. The analysis and discussion part ends with an adaptation of
the preliminary framework to reflect all discovered drivers and interrelations in the final
framework. Lastly, reflections on aims and objectives, practical implications, research

limitations and future research potentials are highlighted.
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2. THEORETICAL STUDY

Motivated by the empirical and theoretical problematization and serving the research purpose
of this study, the literature review will begin with the evolution of Bartlett & Ghoshal’s (1989)
Transnational Model. Thereupon, the authors seek to complement it with contemporary
findings on internationalization strategy research tailored to the specific needs of emerging
economies and the BOP. Relevant definitions will ensure a common understanding of the

discussed topics.

2.1 Definitions
2.1.1 Emerging markets

The authors of this study regard it necessary to define the term emerging markets, also referred
to as emerging economies, to create a common understanding for the purpose. That is because
despite its wide usage, a commonly agreed definition of the term emerging country does not
exist. Yet, all attempts agree that emerging markets can be characterized through high economic
growth rates (Saccone, 2017).

The term was first used by the World Bank Economist Antoine van Agtmael to describe less
developed countries. In the following years, several researchers emphasized further
characteristics such as underdeveloped market-supporting institutions (Khanna & Palepu,
2000), government policies favoring economic liberalization (Arnold & Quelch, 1998) or
dysfunctional macro environmental conditions (Sheth, 2011). Hoskisson and colleagues (2000)
tried to integrate multiple hypotheses defining emerging economy as a low-income, rapid-
growth country using economic liberalization as its primary engine of growth (Bruton, et al.,
2013).

The authors of this study follow this notion and therefore define emerging markets as less
developed economies characterized by a low-income per capita, rapid economic growth and

economic liberalization.

2.1.2 Bottom of the Pyramid (BOP)

As a critical part of an emerging market and a special segment of consideration for the purpose
of this study, the authors regard it necessary to create a common definition of the bottom of the
pyramid, in short BOP. Similar, as for the previously defined term emerging markets, no

universal definition for the BOP concept exists. This is caused by varying income levels, living
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standards, rural-urban splits or access to goods and services, depending on the respective low-

income country (Euromonitor International, 2018a).

Generally speaking, the BOP is describing the ‘poorest of the poor’ in a country or society and
thus describes the lowest socio-economic segment (Euromonitor International, 2018a). This
part of society in a low-income country accounts for the vast majority of the population but

possesses the lowest disposable income in the market (Prahalad & Hammond, 2002).
There are different definitions of how much income per capita precisely counts as BOP-level.

The Euromonitor International’s Wealth Income Distribution Model provides one of the most
upscale income levels and defines the BOP as adults living on a yearly disposable income per
capita of less than US$5,000 (around $14 per day) and a net wealth per capita of below
US$10,000, based on data from 21 key emerging markets (Euromonitor International, 2018a).

One of the lowest income levels is used by the World Bank which considers 2.5 Billion people
living on a daily income of less than $2.50 per day as part of this segment. Slightly broader, the
BOP Hub regards 4 Billion people living on less than $10 per day to be considered the BOP.

(Euromonitor International, 2018a)

International business literature provides a more coherent mid-level definition. Most influential
for subsequent studies, Prahalad and Hammond (2002) define the BOP as the 4 Billion people
earning an annual purchasing power parity (PPP) of equivalent to less than US$2,000 (around
US$5,5 per day). Other authors define the BOP as the four Billion people in emerging markets
living on below US$3,000 annually per capita (around US$8 per day). Furthermore, these
authors claim that BOP markets are considered to be mostly rural, with prevailing informal
economies, possessing largely unmet needs and therefore lacking efficiency and

competitiveness. (Hammond, et al., 2008)

Accordingly, the authors of this study follow the definition used in international business
literature and characterize the BOP as the socio-economic segment of emerging market earning
between US$2000-3000 in annual income per capita and possessing the previously mentioned

market characteristics.

Moreover, it is notable that to describe the term BOP other terms are deployed interchangeably
in literature such as LIS (low income sectors) and LIC (low income consumers) (Pels & Kidd,
2012). In line with this application, the authors of this study also refer to the BOP as LIS or
LIC.
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2.1.3 Dairy Products

According to Euromonitor (Euromonitor International, 2018) the Nigerian Dairy industry can
be divided into four product categories: Drinking Milk (89% powdered milk), Other Dairy
(100% condensed/evaporated milk), Yoghurt and Sour Milk, and Cheese.

Comparing the market sizes (bases on recommended selling price) of each product category,
Other Dairy accounts for NGN158 billion, Drinking Milk for Nigerian Naira (NGN)140 billion,
Yoghurt and Sour Milk for NGN25 billion, and Cheese for NGN310 million (Euromonitor
International, 2018).

As Drinking Milk, in the following referred to as powdered milk, and Other Dairy, in the course
of this thesis referred to as evaporated milk, represent the biggest market size and this thesis
aims to gain insights into how to analyze a countries general environment and an industry’s
value network, both product categories have been chosen to be relevant for this study. Due to
their large market size, they are expected to reflect common characteristics of the emerging

market.

Furthermore, UHT Milk was identified as third relevant product category, as sales volumes are
very limited (Euromonitor International, 2017a) but shows potential once general environment
factors (e.g. electricity supply) as well as value network factors (e.g. processing equipment)

improve (PricewaterhouseCoopers Limited, 2017b).

2.1.4 Multinational Company (MNC)

Following the definition of the Transnational Model approach (Bartlett & Ghoshal, 1989, p. 1)

this study is based on, the authors define a multinational company (MNC) as follows:

“A multinational corporation consists of a group of geographically dispersed and goal-disparate
organizations that include its headquarters and the different national subsidiaries. Such an entity can
be conceptualized as an interorganizational network that is embedded in an external network consisting
of all other organizations such as customers, suppliers, regulators, and so on, with which the different

units of the multinational must interact.”

Several authors in international business literature attempted to characterize different types of
MNCs such as “polycentric, ethnocentric, multidomestic, international, global and

transnational” (Harzing, 2000, p. 101), aiming to understand the complexity of global
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international structures (Harzing, 2000). Further, according to Prahalad and Doz (1987), a
“multifocal MNC” seeks to “balance local and global demands”, with the resources to manage
dynamic strategic approaches to meet global challenges. Building on this understanding,
Bartlett and Ghoshal (1989), define four types of MNCs with different manifestations within
the two dimensions global integration (centralization) and local responsiveness
(decentralization), out of which they regard the optimal form in a “transnational MNC”. The

two authors perceive this form of organization as ideally balanced.

2.2 Literature Review

Motivated by London & Hart (2004) who analyze the Transnational Model (Bartlett & Ghoshal,
1989) in the specific setting of the BOP in emerging countries as well as the empirical and
theoretical problematization of this study, the authors aim to operationalize the importance of
adopting an internationalization strategy based on an understanding of an emerging market’s
external environment. Therefore, the literature review aims to highlight relevant considerations
to understand the driving factors of emerging markets by reviewing different theoretical lenses
through a market perspective. Among those, the general environment and task environment

factors (Pels & Kidd, 2012) emerge as a central outcome.

To conclude, the literature review covers the following domains: the evolution of the
Transnational Model, emerging markets and the bottom of the pyramid, before identifying
considerable external environment factors in emerging markets. In the context of emerging
markets, the Institutional Theory serves as a relevant management theory for the application in
emerging economies. An overview of the key areas of research included in this literature review

are visualized below in Figure 2.

Transnational Model BOP Emerging Markets External environment
> Evolution » Importance of considering the BOP »  Acknowledging specificities > General environment
» Strengths » Understanding and leveraging » Role of institutions » Task environment
»  Limitations social context and structures »  Factor prioritization
(social embeddedness)

PRELIMINARY FRAMEWORK

Figure 2: Literature Review Structure (own compilation)
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2.2.1 The Transnational Model
Evolution, Strengths and Limitations

The Transnational Model (Bartlett & Ghoshal, 1989) has proven to be one of the most
influential and highly respected theories within the field of internationalization strategies
(Harzing, 2000; Tallman & Yip, 2001; Rugman, 2002; Raskovi¢, et al., 2013). It evolved as the
outcome of over a decade of academic discourse on international strategies including several
antecedent concepts (Raskovig¢, et al., 2013). The framework suggests three crucial strategic
goals for MNCs to internationalize successfully: (1) global efficiency, (2) local responsiveness
and (3) worldwide learning and knowledge sharing. This suggests for international MNC
strategy to either consider exploiting global efficiencies through economies of scale or fostering

local responsiveness, or a combination of both. (Bartlett & Ghoshal, 1989)

According to Harzing (2000), the model’s value lies in the comprehensiveness of typologies of
MNCs, which is rarely to be found and tested in other studies (Raskovi¢, et al., 2013).
Moreover, other authors regard the particular value of Bartlett and Ghoshal’s work in the
“linkage of the theoretical integration/national responsiveness matrix with nine case studies of
organizational structures of multinational enterprises” (Rugman, 2002, p. 37). Furthermore,
the Transnational Model has a proven track record of influence in the theoretical and practical
fields of strategic management and organizational theory (Rugman, 2002). While other
typologies and frameworks exist today, their work sticks out for its extreme bibliographic
impact (Ferreira, 2011), a certain degree of empirical validation (Harzing, 2000) and
compatibility with other academic perspectives such as economic sociology (Heidenreich,
2012).

Nevertheless, the empirical validation with only nine case studies lead other authors to identify
a research gap in little empirical contributions to the Transnational Model theory by Bartlett
and Ghoshal (London & Hart, 2004). Self-critically, Bartlett and Ghoshal (2002) themselves
credited much of their work’s influence on the general underdevelopment of international
management literature. Moreover, Bartlett and Ghoshal’s (1989) framework is criticized for its
limitations with regards to providing a universal best-practice approach for internationalizing

MNCs since it neglects within country differences (London & Hart, 2004).

Despite the Transnational Model’s indisputable scientific and managerial impact since its
introduction in 1989, the subsequent evolutionary development of Bartlett and Ghoshal’s
concept does not compare to its citation record (Ferreira, 2011). Moreover, even though the

model was valued by many researchers as outlined before, another limitation with regards to
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providing a best-practice organizational type for MNCs aiming to internationalize was
acknowledged by both the authors themselves (Bartlett & Ghoshal, 1989) and other researchers
(Leong & Tan, 1993; Zaheer, 2002). This highlights the need to continue its evolution almost
30 years after its original development, especially considering current global economic

circumstances and challenges (Raskovi¢, et al., 2013).

In line with above mentioned aspects, the authors of this study acknowledge the scientific
influence of Bartlett and Ghoshal’s (1989) Transnational Model and follow the claim of
Rugman and Verbeke (1992), who consider the most appropriate use of the framework to
benefit from its global integration/local responsiveness dimensions through an inter-
organizational perspective. In contrast, the framework lacks to adopt a market perspective that
goes beyond the dimension of local responsiveness from an MNC perspective. This follows the
our criticism of an insufficient consideration of specific external environment factors for MNCs
to consider in Bartlett and Ghoshal’s original work (1989). More specifically, the empirically
and scientifically motivated relevance of emerging markets for MNCs in the introduction leads
the authors of this study to aim at expanding the Transnational Model with an emerging market
perspective. Accordingly, the next section will cover relevant international strategy literature

with a focus on emerging markets.

2.2.2 Emerging Markets
Subsequent to the introduction of the Transnational Model (Bartlett & Ghoshal, 1989), several

authors have been identified with relevant contributions within the field of internationalization
strategies to emerging markets for the purpose of this study. The rising empirical relevance of
this topic for MNCs from developed countries has resulted in a growing number of literature
specialized in emerging market research (London & Hart, 2004; Meyer, 2004; Ramamurti,
2004; Ricart, et al., 2004).

Acknowledging emerging market specificities

Hammond (1998) realized that successful strategies for emerging markets cannot follow the
same logic as those for MNCs expanding to developed countries as the gap between rich and
poor is fundamental and continuously increasing. In line with this, Hart and Milstein (1999)
explored the context of survival economies and found that companies need to focus on
developing their product and services to fulfill basic needs. They considered applying state-of-

the-art technology from Western economies in a new way and simply transplanting business
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models from developed to emerging an ineffective approach. Other authors further stress that
in order for strategy research in this field to achieve a sustainable impact, emerging markets’
“unique social, political, and economic contexts” need to be considered (Wright, et al., 2005,
p. 2). As an additional supporting study for this notion, Burgess and Steenkamp (2006) claim
that emerging markets miss specific functions that allow markets to function efficiently, which
consequently makes it difficult for MNCs to apply existing business strategies from developed
economies (Gradl, et al., 2008). But not only do emerging economies’ general specificities
compared to developed economies need to be considered, Wright et al. (2005) further argue
that within the field of emerging markets there are significant differences in their development
progress. Thus, they stress the importance of understanding each market’s specific

characteristics. (Wright, et al., 2005)

It is noteworthy at this point, that despite the argued need to adjust to emerging market
specificities, this could simultaneously impose a constraint of exploiting economies of scale to
MNCs (Bruni Celli, et al., 2010). Therefore, Prahalad (2010) claims that there are two different
co-existing assumptions about emerging markets, regarding them as either mainly a value

opportunity or a value barrier.

All aspects considered, the authors of this study acknowledge the undisputable need to adjust
to the particularly unique context of emerging markets, as argued by previously mentioned
authors. Therefore, the above-mentioned findings point towards the importance for MNCs to
switch from an inter organizational approach, which dominated Bartlett and Ghoshal’s (1989)
studies, towards adopting a market perspective. For the authors of this study, this implies to not
only adjust existing strategies from developed economies (local responsiveness) but develop a
deep understanding of the social, political, and economic contexts (Wright, et al., 2005). This
leads the authors of this study to examine the role of institutions in emerging markets in the

next section.

Role of institutions in emerging markets

Unlike international business research in developed countries, which predominantly identified
two perspectives on successful strategy and performance, (1) an industry-view (Porter, 1980)
and (2) a resource-based view (Barney, 1991), the institutional-view was defined the dominant
theory in emerging countries (Hoskisson, et al., 2000; Ricart, et al., 2004; Leung, et al., 2005;
Redding, 2005; Peng, et al., 2008). In the special case of foreign MNCs entering an emerging
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market, the sustained prominence of the economic institutional theory, hereafter referred to as
INT, was also scientifically proven (Wright, et al., 2005). In brief, the economic INT covers
political, economic and social systems collectively influencing firms in a market environment
by defining the “rules of the game” as the underlying determinant of economic performance
(North, 1990). Similarly, Coase (1998) refers to INT as dealing with the systems or institutions
that govern the exchange of resources and therefore impact economic performance. Typically,
these systems are very volatile and partially unknown in emerging economies (Peng, et al.,
2008).

Contrasting INT with other influential theories from international business literature, Resource
Based View (RBV), Agency Theory (AT) and Transaction Cost Economics (TCE) are
considered relevant but only in an interlinked context with the INT to which their individual
influence cannot compare (Wright, et al., 2005). This finding is in accordance with Hoskisson
et al.’s (2000) recognition that TCE and RBV are relevant but individually insufficient to make
substantial contributions to emerging markets and only useful when combined with and under
the influence of INT. Therefore, they advocate the proposition that scarce resources and
obsolescence in emerging markets, related to the RBT, vary according to the volatile
institutional frame. In this context, they regard “organizational arrangements such as business
groups and networks” as a way for MNCs to hedge against the volatility of emerging markets’

institutional environment. (Wright, et al., 2005)

The above-mentioned argumentation gives the authors of this study reason to consider the
(economic) Institutional Theory to be the dominant theory for strategy research in emerging
economies. That is why the authors see no relevance in further discussion of other general

international business and management theories.

However, Hoskisson et al. (2000, p.253) claim critically that “The number of theoretical and
empirical studies using an institutional perspective in emerging countries is limited.”. Peng et
al. (2008) further argue that despite a focus on INT, all studies lack to define the fundamental
question of critical drivers and therefore, how the institutional context matters. In line with this,
Wright et al. (2005) see a major deficit in previous studies that “barely scratched the surface”

of understanding the role of institutions.

To the authors of this study, the above-mentioned findings point towards the vital role of
adopting an institution-based view and subsequently the importance of understanding and
considering the volatile and partially unknown political, economic and social systems

collectively influencing firm performance in an emerging market environment. Since the
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authors critically note that previous studies have lacked to consider the latter in more depth,
they aim to include institutional factors in the preliminary framework of this study. Moreover,
we emphasize that partnerships and business networks as a way to hedge against the

institutional volatility in emerging markets should be considered.

2.2.3 Bottom of the Pyramid (BOP)

Besides Peng et al.’s (2008) substantial finding that the institutional context is fundamental to
consider for MNCs as a driving force for the successful entry of emerging markets, they
emphasize that this poses a tremendous challenge on simply adjusting existing strategies from
developed economies to emerging market specificities. Thus, they call for strategic attention to
be drawn to business strategies building on addressing the BOP. (Peng, et al., 2008)
Accordingly, the consideration of the BOP gained increasing attention in international strategy
research on emerging markets and became the unit of analysis for a number of highly respected
studies (Rumelt, et al., 1994; Prahalad & Hammond, 2002; Prahalad, 2010).

Importance of considering the BOP

In line with this, Prahalad and Lieberthal (1998) stated that the real value in emerging
economies does not lie in targeting the wealthy few but the masses at the bottom of the pyramid.
Similarly, Hart and Christensen (2002) considered the BOP to be the most promising future
growth opportunity for MNCs, due to its uniquely fast population growth. Adding on to this,
Hart & Prahalad (2002) emphasize the high value potential of BOP markets’ large but often
untapped territory for private MNC’s, which they regard as not just a governments’ and NGOs’
area of interest. Accordingly, London and Hart (2004) claimed that although the BOP had
become an increasingly interesting source of value for MNCs, strategies for those specific
markets had not been researched sufficiently in global strategy literature. Prahalad (2004)
emphasizes the BOP’s fragile disposable income conditions but argues that the fortune lies in

the aggregation of the many.
Understanding and leveraging existing social context and structures

Despite the BOP’s vital role in emerging markets, Hart and Prahalad (2002) emphasize that
MNC’s cannot exploit this potential without radically rethinking their existing methods and
suggest that an effective combination of local and global knowledge is needed. In this sense,
the authors stress that for building local knowledge it is crucial to engage in relationships with
local business partners, communities and NGOs. According to Hart and Milstein (1999), firms

succeed in emerging and survival economies because their managers are aware of need to build
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future customer bases from the ground up. Therefore, they recommend MNCs to invest in
small-scale local community investments, rather than engage in large scale centralized
structures that degrade rural communities. Confirming the previous notion, other authors
stressed the need for MNCs to consider emerging markets’ social contracts, informal rules and
shared asset use (de Soto, 2000). Therefore, at the BOP it is key for MNCs to develop
relationships with crucial stakeholders, allowing them to better understand the invisible social
context (Chambers, 1997; Dawar & Chattopadhyay, 2002; Hart & Sharma, 2004).

Another vital theoretical work for the specific purpose of this study was published by London
and Hart (2004). The authors extended the Transnational Model for emerging markets with
special regards to the BOP. They claim with their case study that out of Bartlett and Ghoshal’s
dimensions for the specific characteristics of emerging markets global integration is not
suitable, local responsiveness is not sufficient, but a new capability of an understanding and
integrated development of the social context and structure is needed: Social embeddedness.
London and Hart (2004) argue that MNCs must adapt to emerging markets dominance of social
contracts and information asymmetry through a participatory approach of local capacity
building. According to the authors, this requires MNCs to go beyond Bartlett and Ghoshal’s
(1989) internally oriented dimension of local responsiveness, defined as adjusting pre-existing
strategies to the local environment. Consequently, they emphasize the Transnational Model’s
limitations for MNCs interested in emerging, low-income markets and at the same time regard
addressing the BOP through social embeddedness as vital for success in emerging markets.
(London and Hart, 2004) As a valuable outcome of their study, London and Hart (2004) defined
the necessary consideration of an emerging market’s BOP’s social context more precisely in

terms of social embeddedness.

However, besides lacking further empirical contributions and validations, the authors of this
study regard the concept of social embeddedness to be missing clearly defined implications for
MNCs to consider when aiming to address the BOP via social embeddedness. Therefore, this
study seeks to operationalize social embeddedness, the extended form of Bartlett and Ghoshal’s

(1989) local responsiveness, in more detail and in this sense contribute to both studies.

The research findings mentioned above emphasize the importance of a special consideration of
the BOP in emerging markets. Furthermore, it becomes evident to the authors of this study that
the consideration of emerging markets’ social context and structures is key for adequately

addressing the BOP. In the following section, it will be further explored which factors to
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consider in order to understand, leverage and develop an emerging market’s context and

structures.

2.2.4 External Environment

London and Hart (2004), recommend to “understand, leverage and build on existing social
infrastructure” (p.364) in order to develop a source of competitive advantage in an emerging
market. Therefore, the authors suggest creating partnerships with local non-traditional
stakeholders such as NGOs or local government on a village level as it allows to understand the
business environment from multiple perspectives, far beyond customers and suppliers
(Andersson, et al., 2002). However, they provide no further detail about which perspectives to
consider when analyzing an emerging market. Similarly, Prahalad and Hart (2002) as well as
Prahalad and Hammond (2002) quickly proceed to recommendations based on best practice
examples and the actual market analysis is rather case driven and builds upon few environment
factors. In the same sense, Peng et al. (2008) emphasize the importance to consider volatile and
partially unknown social structures in emerging markets but do not further define which specific

institutional factors to consider.

Motivated by the previously mentioned research findings, the authors of this study critically

note the lack of a clearly defined tool for the analysis of emerging markets.

Many management researches consider Aguilar (1967) as a pioneering researcher for analyzing
the external environment of an organization (Saleh & Wang, 1993). According to Aguilar
(1967) there is a causal relationship between external industry conditions and trends which have
implications and consequences on industries. Therefore, firms need to understand “what is
happening” before defining “what should happen”. As a result, he defined four areas of external

information: Economic, Technical, Political and Social influences (ETPS).

In the following years, the basic idea of Aguilar about the relevance of external information did
not change, yet letter sequence and number of areas varied between authors. Whereas Fahey &
Narayanan (1986) called it PEST and changed Technical into Technological, numerous
researcher used PESTLE (adding Legal and Environment) to analyze external information areas
(Kolios & Read, 2013; Zalengera, et al., 2014; Sridhar, et al., 2016). Other researchers such as
More et al. (2015) used a STEEPLE framework adding Ethical to the PESTLE. All these

different versions of Aguilera’s ETPS factors and its advancement by Fahey and Narayanan
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(1986) indicate a wide usage and a lack of clear theoretical evolution with regards to defining

the context in which to use which outgrowth of the ETPS model.

Other authors such as Hatch and Cunliffe (2006) and Pels and Kidd (2012) pursued a different
approach to external environment analysis. They build upon Duncan (1972) who defined
external environment as "the relevant physical and social factors outside the boundaries of the
organization”. This definition perfectly addresses the research question of this thesis concerned
with which environment factors to consider to successfully internationalize to emerging
markets. The authors note that the internal environment (Dill, 1958) or organization

environment (Negandhi, 1983) can be neglected for the research purpose of this study.

Dill (1958) and Miller (1984) provide a further breakdown of the term external environment by

dividing it into “general/societal environment” and “task environment”.
General environment

According to Pels and Kidd (2012) and based on Hatch and Cunliffe (2006), an organization’s
general environment can be divided into six factors: (1) Socio-economic System (2) Socio
Political Governance; (3) Technology, (4) Physical infrastructure, (5) Regulative System and

(6) Cultural System, as captured in Figure 3.

Physical
Infrastructure

Regulative

Socio-political
System

Governance

Organization

Socio-economic

Technology System

[T]  General environment

[T]  Task environment
Cultural System

Figure 3: General environment factors (based on Hatch and Cunliffe (2006); Pels and Kidd (2012))
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There are several terms which are synonymously referring to the general environment of a firm.
Whereas Dill (1958), Hatch and Cunliffe (2006) and Pels and Kidd (2012) use the term general
environment, Miller (1984) refers to it as societal environment and Thorelli (1995) as macro-
environment. Despite the terminology difference, all mentioned researchers define similar
categories, factors or systems to describe the general environment!. The same applies to the
previously mentioned PESTLE analysis, which may suggest a different wording, but still refers
to the same factors. The only exception is the environment factor of PESTLE, which refers to
increasing concerns about waste and pollution and is not reflected in the above-mentioned

general environment factors by Pels & Kidd (2012).

Yet, as this study is particularly referring to the BOP in emerging countries, one could question
the relevance of environmental concerns. Hart and Milstein (1999) argue that for the BOP, a
firm's main objective should be to meet its members’ basic needs?, where environmental
concerns are still very important, but not as relevant as for the growing middle class. Yet, once
basic meets of the large population in the BOP are met, scarce resources and emissions become
a serious problem (Hart & Milstein, 1999). Other researchers such as Miguel Angel et al. (2015)
and Dasgupta and Méler (2000) confirm this issue and emphasize the challenge of increasing

waste, emissions and high resource usage in emerging economies.

Therefore, we argue that although environmental factors are not a primary concern at the BOP,
they should still be carefully monitored as they become more relevant once basic needs are met.

Therefore, the factor “Sustainability” is added to the given general environment factors by
Hatch and Cunliffe (2006) and Pels and Kidd (2012).

Consequently, the authors of this study identified the following external environment factors

for emerging market:

(1) Socio-economic system
(2) Socio-political governance
(3) Infrastructure

(4) Cultural system

(5) Technology

(6) Regulative system

(7) Sustainability

! For simplification purposes, henceforward the term “general environment” will be used exclusively.

2 For further details on basic needs, see Maslow (1943)
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Task Environment

An organization’s task environment can be divided into four factors: customer (distributor &
user); suppliers; competitors and regulatory groups (Dill, 1958; Thompson, 1967). Pels and
Kidd (2012) built upon these factors and named them (1) consumer (end-users), (2) supplier
(material, labor, capital, equipment and workspace), (3) competitor (markets and resources),
and (4) distributor. As Dill’s (1958) definition of task environment “parts of the environment
which are relevant or potentially relevant to goal setting or goal attainment” (p.410) is very
broad, the authors of this study prefer Miller’s (1984) viewpoint who defines task environment
as the “total setting within which the organization is competing and transacting” (p.75). This
definition makes clear that task environment and industry environment as referred to by Haiss
(2013) can be used synonymously.

The authors of this study follow the approach by Pels and Kidd (2012) to describe the task

environment of an emerging market, as visualized in Figure 4:

(1) Consumers
(2) Distributors
(3) Suppliers
(4) Competitors

Physical
Infrastructure
Socio-political Distribution Suppliers Regulative
Governance System
Technol Socio-economic
echnology . ,
£ Competitors Consumers System

|:| General environment
[] Task environment

Cultural System

Figure 4: Task and general environment categorization (based on Hatch and Cunliffe (2006); Pels and Kidd (2012))
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A very common tool to industry analysis and an alternative to the term task environment is the
value chain by Porter (1985). Yet, the value chain mostly serves as a tool to analyze processes
within the organization to identify elements of competitive advantage and little to the external
environment of the firm. However, in the same book Porter (1985) expanded the idea of value
chains and introduced the term value systems to describe an entire set of interlinked industry
value chains. He claims that value creation takes place at each step of the industry value chain
and that each value chain of a firm is embedded in a larger value system including value chains
of customers and suppliers. According to Shank and Govindarajan (1993), a value system

corresponds to a linear process from producer to “End-Use Customer”.

Stabell and Fjeldstad (1998) claim that in addition to the linear transformation of materials into
products typically represented by value chains, there exists an alternative value configuration
which is called value network. A value network reflects an interdependency between its
different elements as it does not describe the relationships between actors as suppliers and

customers but as “simultaneously co-performing levels of mediation service” (p.429).

Further supporting the usage of the term value network instead of value chain or task
environment, we argue for the previously mentioned importance to consider an emerging
market’s institutional context, in the sense that business groups and networks are a way to
reduce volatility in emerging markets (Wright, et al., 2005). For Vyas et al. (1995) the strategy
of going alone in emerging markets is no longer up-to-date and consequently led to the
emergence of an “octopus” strategy. Therefore, Park et al. (2014) derive a high relevance of

networks to achieve success.

Considering that Pels and Kidd (2012) also elaborate on interdependences and interrelatedness
between task environment factors, we claim that the terminology value network expresses the
interrelatedness more explicitly than task environment and therefore employ it henceforward to

express the industry environment of a firm.

Substituting the term task environment with value network implies further relevant
considerations for this study with regards to the component of competitors. Compared to a value
chain, the value network’s strength lies in its connections and overall interrelatedness of all
players within the network (Stabell & Fjelstad, 1998).This is complemented by a considerable
finding by Hammond et al. (2008) who do not regard competition an issue in emerging markets

due to their generally underserved and underpenetrated markets.

Therefore, we argue that in a rather non-competitive but interrelated value network

environment, competitors should not be considered an individual component of the value
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network as suggested in Pels and Kidd’s (2012) original framework but are to be found at all
parts of the value network. Moreover, due to the volatility of institutional contexts in emerging
markets, as mentioned before, there is a need for competitors to cooperate and create a network
of industry partnerships to create stability as a base for development (Wright, et al., 2005).
Furthermore, strategic alliances are claimed to increase overall competitiveness of emerging
countries (Garelli, 2003) and create “tremendous group-based advantages” (Adelakun, 2009, p.
653).

However, the authors of this study do not claim that there is no rivalry between firms in
emerging markets. Analyzing corporate rate of returns in emerging markets in the process of
liberalization during the 1990s, Glen et al. (1999) come to the conclusion that profit margins
decreased and the intensity of competition was similar to those of developed countries. In
addition, Khajeheian et al. (2018) claim that the global activities of Multinational corporations
led to an increased competition in emerging markets. Nevertheless, Khajeheian et al. (2018)
also mention the potential of co-creation and co-marketing as a form of strategic alliance, which

creates a mutual value for involved parties.

This gives the authors of this study reason to eliminate competitors as an individual component
from the value network model and assign them a rather superordinate role at all parts of the

value network - as a potential partner or a rival.

Factor prioritization
Considering the large variety of factors, one could assume that not every factor of the general
environment and the value network is equally important. Yet, from the explanations and

illustration by Pels and Kidd (2012), no difference in importance can be derived.

London et al. (2009), who build on London and Hart’s (2004) work, argue differently. As the
outcome of their research, they identified two categories of BOP producer constraints: (1)
productivity constraints (raw material resources, financial resources and production resources)
and (2) transactional constraints (market access, market power and market security). These
constraints are found to keep both MNCs and emerging market producers from mutual value
creation. Depending on the development stage of the emerging market, MNCs are suggested to
address different constraints. (London, et al., 2009) Due to these “sequencing strategies” (p.
587), the authors of this study argue that not all factors within the value network and the general

environment are equally important.
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Furthermore, Hatch and Cunliffe (2006) argue that general environment factors may “have an
effect throughout the [value] network” (p.68). Pels and Kidd (2012) adds to that claim that also
the value network affects the general environment as well as the general environment and value

network are interrelated within themselves.

Therefore, we argue that the factors obtain different levels of importance based on the factor

itself and the impact they have on other factors.

2.2.5 Preliminary Conceptual Framework

To conclude the theoretical study, a review of related emerging market literature led the authors
of this study to adjust Pels and Kidd’s (2012) original framework for characterizing emerging

markets as follows:

1) Sustainability was added to complement the general environment factors.

2) The category task environment was renamed to value network.

3) The value network was reduced from four to three factors - competitor becomes an
integral part of the three remaining factors and is regarded a superordinate element of

primarily partnership.

Consequently, the general environment and the value network have been identified to provide
the base for a framework serving the analysis of emerging markets: the general environment of
a firm including (1) Socio-economic system, (2) Socio-political governance, (3) Infrastructure,
(4) Cultural system, (5) Technology, (6) Regulative system and (7) Sustainability and the value
network of a firm including (1) consumer, (2) supplier and (3) distributor.

Furthermore, theoretical findings led to the assumption that specific factors within the general
environment and the value network are more relevant than others which will be confirmed or

rejected based on the findings of the empirical study.

In line with this study’s research purpose, we argue that the preliminary framework
complements the Transnational Model (Bartlett & Ghoshal, 1989), by serving as an external
environment analysis tool in emerging markets. As argued before, emerging markets require an
extended degree of local responsiveness (Bartlett & Ghoshal, 1989) which London and Hart

(2004) frame social embeddedness. Consequently, we regard this analysis tool to provide a
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means supporting MNCs in their pursuit to become socially embedded in an emerging market

by offering specific environment factors guiding their analysis. This approach is visualized in

figure 5:
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Figure 5: Theoretical approach to external environment framework for emerging markets (own compilation)

In the course of this study, the preliminary framework will serve as the base for the empirical
study. Through empirical findings, the authors aim to identify which external market factors
from the theoretical framework are inevitable to consider for MNCs expanding to emerging
economies, at the example of the Nigerian dairy market. We therefore strive for prioritization

to identify the driving factors and understand interrelations.

Therefore, a strength of this framework lies in the interrelatedness of its components and its
holistic view on an emerging market’s environment. As conveyed in the theoretical study, the
preliminary framework builds on the market factors originally characterized by Pels and Kidd
(2012). We therefore regard it worth mentioning at this point that the strength of this framework
does not lie in the pure identification of external environment factors. Frankly, these could be
applied for the analysis of any market, but the true contribution of this framework lies in the
complementation of the Transnational Model (1989) and other before mentioned scientific
contributions with a market-based approach. Moreover, the analysis of respective driving
factors in the Nigerian market leads to an increased understanding of the considerable factors
in the emerging Nigerian economy and its dairy industry and is regarded a further central
contribution of this study. Additionally, this will support the authors initial intention to increase
the understanding for African emerging markets and therefore contribute to another

considerable gap in international strategy literature.
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Consequently, we regard the preliminary framework to serve this study’s purpose of increasing
the understanding of external environment factors for internationally expanding MNCs with
special consideration of the BOP in emerging markets. In this sense, it supports the authors of
this study in addressing the research question of which external environment factors MNCs
should consider for internationalization to emerging markets. Visualized, the preliminary

framework looks as follows:

Infrastructure

Regulative

Sustainability 3
/ ystem

Distribution

. .. Socio-economic
Socio-political System
Governance
Supplier Consumer

|| General environment

Technology Cultural System Task environment
B Organization

B Adjustments to Pels and Kidd (2012)

Figure 6: Preliminary framework for the analysis of emerging markets (adjusted from Hatch and Cunliffe (2006); Pels and
Kidd (2012))

Interlinked nodes indicate the interdependencies within the value network. The outlining circle
indicates the influence of the general environment on the entire value network. The circle
surrounding the general environment further shows that all of the corresponding dimensions

are interrelated as well.
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3. METHODOLOGY

In the following, the methodology of this study is described, discussed and evaluated. First, the
research approach and the research design are presented. Subsequently, the applied data
collection methods as well as the method for presentation and analysis are discussed. Lastly,

the validity and reliability of the study are evaluated.

3.1 Research Approach

The purpose of this qualitative case study is to determine external environment factors for
MNCs expanding to emerging markets. This is pursued by analyzing Nigeria as the main unit
of analysis. Thereby, this thesis provides an empirical contribution to Bartlett & Ghoshal’s
Transnational Model and its extension by London & Hart (2004) as outlined in the introduction.
Furthermore, it expands the framework of Pels and Kidd (2012) about emerging market

characteristics based on key findings in the theoretical the empirical study.

Bartlett & Ghoshal’s Transnational Model (1989) is one of the most influential frameworks for
internationalization strategies (Harzing, 2000; Rugman, 2002; Raskovi¢, et al., 2013) and hence
was the starting point for the theoretical approach in this study. Subsequently, the literature
review covered linked the Transnational Model to the specificities of emerging markets and the
bottom of the pyramid. After that, factors describing the external environment of the firm were
identified.

In the next phase, following the recommendations of Creswell (2013) and Ying (2009), pilot
testings with Nigerian experts were conducted to verify initial working hypotheses, refine data
collection plans and familiarize with Nigerian cultural characteristics. Difficult data access and
low data availability about the Nigerian dairy market made this step particularly relevant in

order to confirm the feasibility of the study’s research objectives at an early stage.

In the last phase, a “single instrumental case study” (Yin, 2009) about the Nigerian dairy market
was conducted. The authors of this study decided to focus on one single case as it allows a
strong sector and country focus and hence an in-depth understanding of the case. Increasing the
number of cases higher than one would have led to a dilution to the required level of detail
(Wolcott, 2008).

The challenges of the broad scope of Nigeria as the main unit of analysis were anticipated by

setting clear boundaries to data collection and analysis (Creswell, 2013). This is expressed in a
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clear industry focus and an empirical data collection, which was limited to interview analysis

and document analysis.

This study’s research approach was of deductive nature as it developed a preliminary
framework based on theoretical findings and then revised it by the findings of the empirical
study. Therefore, the qualitative research approach of this study is best described by a
qualitative content analysis as it aims to confirm or reject previously developed theory or even

create new theory (Jackson, et al., 2015).

3.2 Research Design

Jackson et. al (2015) describes the essence of research design to be about choices about what
and how it will be observed. Furthermore, Morse & Richards (2002) point out that to compose
a methodologically congruent thesis, purposes, questions and methods of the research need to

be interconnected and interrelated.

Based on the study’s research purpose to complement the Transnational Model (Bartlett &
Ghoshal, 1989) with a perspective on emerging markets and consequently develop an external
environment analysis tool for emerging markets as well as the research question, which external
environment factors MNCs should consider for internationalization to emerging markets, the
design of the thesis can be divided in a theoretical and a case study. After elaborating on both

types of study, the reasons for selecting the case of the Nigerian dairy industry are outlined.

3.2.1 Theoretical study

This thesis’ theoretical study reflects the qualitative research definition by Creswell (2013) who
emphasizes the relevance of the research process which begins with the use of theoretical
frameworks, subsequently collects context-sensitive data and ends with a contribution to

literature or a call for change.

As earlier mentioned in the literature review, the Transnational Model (Bartlett & Ghoshal,
1989), despite its undisputed relevance in international strategy research, has its limitations with
regards to dealing with specific characteristics of the external environment of the firm as it

rather focuses on internal organizational requirements for successful globalization.

The theoretical study of this thesis aims to address the Transnational Model’s limitations by
investigating general environment and value network factors of the emerging markets of
Nigeria. Therefore, studies dealing with the Transnational Model and emerging markets

separately as well as collectively have been researched. Concepts such as bottom of the
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pyramid, general environment as well as value chain and value network have been identified
as highly relevant to explain country and industry specificities and thus have been included in
the theoretical study.

As aresult, the theoretical study contributed to an understanding of current research about MNC
internationalization strategies, emerging markets and its collective deficiencies. By privileging
a deductive literature review over a systematic review, an in-depth understanding of the state

of knowledge at the time of the conduct of study has been made possible (Yin, 2009).

3.2.2 Case study

A case study focuses on individuality and uniqueness of a case and allows a thorough
comprehension of its complexity (Byrman & Bell, 2015). Yin (2009) underlines the benefit of
case studies in research projects requiring an in-depth analysis with a high relevance of
contextual factors. Creswell (2013) explicitly highlights its potential of gathering data from

multiple sources of information.

Due to the uniqueness of circumstances in many emerging countries with regards to general
environment factors and value network factors (Wright, et al., 2005), a case study according to
the previous definitions was considered most adequate. An alternative approach such as
narrative study, phenomenology, grounded theory or ethnography would not have allowed the

same level of detail (Creswell, 2013).

Regarding the type of case study, this thesis uses one single case as it aims to fully understand
all relevant characteristics of one emerging country. A multiple case study would have provided
a more comparative outcome instead of in-depth knowledge. (Byrman & Bell, 2015) Yet, this
would have been of little value for the purpose of this study as emerging markets have specific
national challenges, which are significantly different from those of other emerging economies
(London & Hart, 2004) and hence decrease their degree of comparability within a multiple case
study. Furthermore, a thorough analysis of relevant general environment and value network
factors for emerging markets require a high degree of aspect richness, which can only be

achieved by a low number of cases (Larsson, 1993).

Nevertheless, the authors of this study recognize the value of a study going beyond one single
case without reducing the degree of aspect richness. Therefore, we see this in-depth case study
as a starting point to be followed up by additional in-depth case studies about other emerging

countries or industries in future research.
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The case study’s purpose can be best described by an exploratory case study aiming to identify
what to be learned from the Nigerian dairy sector and hence draw inferences about what factors
to be potentially relevant when expanding to emerging markets. Nevertheless, it also reflects
descriptive elements by presenting general environment and dairy value network of Nigeria.
The use of both exploratory and descriptive elements reflects the different levels of units of

analysis in an embedded case study design (Yin, 2009), which has been applied for this study.

An embedded case study design consists of multiple units of analysis (Jackson, et al., 2015).
Referring to the research purpose of this study, the country of Nigeria is the main unit of
analysis as it reflects the characteristics of an emerging country whereas the smallest units were
the components of its general environment and its dairy value network (e.g. consumer,
processor etc.) (Yin, 2009). As a result, the study’s embedded case study design reflects both
country and sector specific elements, as visualized in Figure 7.

Main unit of analysis m
Value Network
Environment

Smallest units of
analysis

Regulative system

Figure 7: Case study design (own compilation)

Common criticism of case studies is often referring to a lack of generalizability (Creswell, 2013;
Silverman, 2014; Yin, 2009). Yet, this thesis does not aim for a “statistical generalization”,
where inferences are made about a population. It rather aims for an “analytic generalization”,
in which a previously developed theory is compared to the collected data of the case study (Yin,
2009). In addition, Silverman (2014) emphasizes the relevance of case studies not only in
creating theories, but also in revising or rejecting scientific propositions, which is fulfilled by
this study with regards to the framework for characterizing emerging market by Pels and Kidd
(2012).
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3.2.3 Case selection

Reasoned with the selection of a single instrumental case study, we aimed to choose one specific

emerging country and one respective industry value chain as the units of analysis.

The introduction elaborates on the relevance of emerging markets. The empirical relevance of
the Nigerian economy and its national dairy sector led the authors of this study to focus their
choice of the units of analysis on (1) Nigeria as the specific emerging country and (2) the dairy

industry as a particularly relevant industry value chain, reasoned as follows.
Nigeria as a representative emerging market

This study follows the emerging market definition by Hoskisson et. al (2000) who integrate
multiple hypotheses defining emerging economy as a low-income, rapid-growth country using
economic liberalization as its primary engine of growth. According to this definition, Nigeria
belongs to the group of emerging economies, as ranked 134th out of 194 countries in the world
with an average annual income of 5.401$ per person (IMF, 2017), an estimated real GDP
growth of 4.2% until 2021 (PricewaterhouseCoopers Limited, 2017) and an increasing

economic liberalization (Okoye, et al., 2016).

Moreover, respected institutions such as the IMF and the World Bank rank Nigeria among

emerging and developing countries (IMF, 2017; World Bank, 2018)

Besides the country’s classification as an emerging market, Nigeria is considered one of the
most promising emerging markets of current times, motivated by the economic forces of
population growth and an increasing consuming class. Precisely, Nigeria is Africa’s highest
populated country of close to 190M people in 2017 and has one of the fastest growing
populations in the world estimated to reach over 400M in 2050. (Dr. Celistine, 2015)
Furthermore, Nigeria is expected to be the first African country among the top 15 global

economies (PricewaterhouseCoopers Limited, 2017).

The before mentioned aspects give reason for the authors to choose the promising emerging

market of Nigeria as their unit of analysis in this study.

The Nigerian dairy industry as a representative sector

The following aspects demonstrate that the Nigerian dairy sector reflects crucial elements of a

market analysis such as Socio-political factors (government attention), Socio-economic factors
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(imports, income inequalities, traditional and commercial production), Technology (processing

requirements) and infrastructure (transportation):

(1) Milk in general is a generic product, consumed by the entire population of Nigeria,
independent from their individual income level. Further taking into consideration that the
country’s population will increase significantly in the upcoming years, total domestic milk
demand is expected to increase rapidly. (PricewaterhouseCoopers Limited, 2017b) It should be
mentioned, that the dairy sector already contributes almost one third (24%) to Nigeria’s GDP
and is therefore of considerable importance for the country. (PricewaterhouseCoopers Limited,
2017).

Considering the promising development of dairy demand together with the immense domestic
supply deficit, a government policy has been established with the aim to increase local dairy

production and decrease dairy imports considerably until 2019 (Oyeyemi, 2018).

(2) The Nigerian dairy value chain is very fragmented across all its components of production,
distribution and consumers (PricewaterhouseCoopers Limited, 2017b) and thus, the dairy
industry mirrors broader national social and economic characteristics of Nigeria. (Euromonitor
International, 2016)

(3) The product characteristics of milk require advanced processing technology for improved
preservability. In addition, due to the high relevance of timely processing, the dairy industry
needs an advanced infrastructure allowing quick transportation within the dairy value chain.

(PricewaterhouseCoopers Limited, 2017b)

3.3 Data Collection Method

There are four data collection approaches in qualitative research, namely observations,
interviews, documents and audiovisual materials. In qualitative studies, it is common to use
multiple methods instead of focusing on one single data source (Creswell, 2013). This study

collects data through interviews and documents.

3.3.1 Interviews

Data collected in interviews is one of the most important sources of case studies. Not only do
they provide important insights into human affairs and events, but also shortcuts to prior history
of these situation (Yin, 2009).

Interviewee selection criteria
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This study consisted of a pilot testing phase as well as an actual data collection phase.

The pilot testing aimed for an early approval or adjustment of initial findings in secondary
literature about the Nigerian dairy market together with a first familiarization with the Nigerian
culture. This allowed to anticipate potential challenges in social interaction to overcome access
barriers when approaching potential interviewees for the actual data collection. The authors
considered this a fruitful method since the geographical distance to Nigeria complicated the
establishment of contact with local individuals, so that every single interview was highly

valuable. The pilot testing consisted of three remote interviews via telephone.

With regards to the actual data collection, interviewees were approached and selected based on
their role in the general environment and the dairy value network. With regards to the value
network, all relevant stakeholder groups: (1) producers, (2) processors, (3) retailers and (4)
consumers were reflected in the sample. In addition, experts were divided in insiders (employed
in the respective field of expertise) or outsiders (employed in another area, yet still having
expert knowledge about the respective field of expertise).® This allowed to cross-check
collected data from one interviewee within another. Therefore, interviews were sampled

purposefully (Creswell, 2013).

In addition, snowball sampling was applied to benefit from the local network of confirmed

interviewees and thus reach a bigger sample size (Jackson, et al., 2015).
Interview preparation

In a first step, the study’s line of inquiry was defined. According to Yin (2009) case study
interviews mostly consist of level 1 and level 2 questions. Level 1 questions are verbalized
during the actual interview, whereas level 2 questions are only the mental line of inquiry
reflecting the overall research purpose. For this thesis, which studies a single embedded case,
this differentiation is of considerable relevance because some interviewee will discuss about
smaller units of analysis (e.g. dairy technology), whereas the inference to the main unit of

analysis (Nigeria) will be made by the authors.

Due to the strong relationships between each element of the dairy value chain and the macro-
environmental factors, a semi-structured interview type was used as it allows the interviewer to
quickly react to unexpected information and thus reflect the common fluid character of case
study interviews (Rubin & Rubin, 1995).

3 For further details on the selected interviewees, see Appendix C
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According to (Yin, 2009) there are three types of interviews: In-depth interview, focused
interview and a formal survey. This study uses in depth-interviews through communication
with the respective interviewees over an extended period of time by conducting kick-off
interviews and the actual interview as well as exchanging secondary data. A common problem
with in depth interviews is the strong reliability on key informants. This risk was reflected in a
careful selection of interview partners from different backgrounds (Creswell, 2013; Yin, 2009),
so that for instance risk of self-interested biases (Kahnemann, et al., 2011) could be mostly
mitigated by the responses of other interviewees. Furthermore, open questions were asked to
reduce the influence of the interviewer’s reference frame. However, in a pilot testing interview,
an industry expert (Jonathan Strdm) mentioned a tendency for recognition of Nigerian
interviewees and recommended to ask very specific questions if precise information was
required. For this purpose, the researchers applied techniques such as probing and laddering

which helped to improve interview data quality (Jackson, et al., 2015).

With regards to the interview types, all except of one interview were conducted personally in
one-to-one interviews in Nigeria.* The relevance of being on-site was emphasized by all three
pilot interviewees as they experienced personal interaction as a significant success factor of
one-to-one interviews. In addition, Creswell (2013) and Jackson et al. (2015) underline the
necessity of conducting interviews in a convenient setting for the interviewee as it supports

informal communication, which is hardly possible in telephone interviews.

An alternative approach could have been video interviews as they allow contextualization of
face-to-face interviews (Jackson, et al., 2015). Yet, bad local internet connection in the selected
case country Nigeria led to a delay in voice transmission as well as decrease in sound quality

so that this option was hardly applicable.
Interview guide

In qualitative interviews, prepared questions are usually used for guiding purposes and thus
leave room for adjustments during the interview (Silverman, 2014). For this purpose, Jackson
et al. (2015) suggest the development of a topic guide, which defines relevant topics or issues

for the respective interview.

This study’s topic guide is divided into three different phases (Creswell, 2013; Jackson, et al.,
2015):

4 One interview had to be rescheduled at short notice and therefore could not happen personally as planned.
Therefore, the interview was done via phone.
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(1) an opening phase of introduction and creating trust,
(2) a main phase of the actual data collection about key topics for the particular interviewee
(3) a closing phase of recap, potential further contacts and expression of thanks

The expertise of each interviewee was identified in kick-off interviews or e-mail exchange prior
to the interview so that only those topics were discussed in the main phase where the

interviewees had expertise in.

In addition, each interviewee received an overview of the topic guide (Appendix A) for
preparation purposes. Yet, this overview was simplified compared to the interviewer’s topic
guide (Appendix B) which included several sub items of each topic. In the actual interviews,
these sub items were used by the authors to guide the discussion if the interviewee deviated
from the actual topic or the interviewee’s response lacked relevant detail. A generic set-up of

the interview phases is visualized in Figure 8.

1 H
Opening phase Main phase Closing phase
> Consent to be recorded > Emerging market > Are there any topic we have
characteristics not touched upon so far?

> Self-presentation
— General environment > Do you have any further
contacts we should speak to?

> Communicate thesis focus on
liquid UHT milk, evaporated * Several sub items

milk and milk powder > Appreciation

— Task environment
¢ Several sub items

— Further questions

Figure 8: Generic interview structure (own compilation)

Recording and Transcribing

With the permission of every interviewee, all interviews have been recorded and digitally
stored. Recording is the most common form of data collection because it allows the interviewer
to fully focus on conducting the discussion. (Yin, 2009; Creswell, 2013; Jackson, et al., 2015).
For further details, key messages, quotes and audio files are available upon request from the

authors of this study.

41



3.3.2 Documentation

Besides the primary data collected in interviews, this study also reflects key findings in

secondary data. Secondary data was used in the literature review and the empirical study.

The literature review reflects the current academic level of knowledge about
internationalization strategies for emerging countries. As a result, a preliminary theoretical
framework was developed which provided the basis for the interview guide and the presentation

method of the interview data.

With regards to the empirical study, secondary data such as industry reports by institutions and
consultancies, annual reports and media articles were used to acquire a solid knowledge of the
country as well as the respective industry. The thorough preparation helped to obtain trust from
the interviewees and allowed a discussion on similar or same eye level due to the researcher’s
previously acquired knowledge in the interviewees area of expertise (Zaltman & Moorman,
1988). Furthermore, prior knowledge from secondary data enabled the researcher to identify
biases (e.g. self-interested bias) more easily and ladder down during the interview (Jackson, et
al., 2015).

Furthermore, secondary data was a driver to contextualize and enrich the collected interview
data in the empirical study. Therefore, secondary data ensured that inferences to the main unit
of analysis were supported from multiple angles whereas primary data was mostly collected

from smaller units of analysis.

3.4 Data analysis

With regards to how collected data was analyzed, the authors of this study applied a qualitative
content analysis which means “drawing systematic inferences from qualitative data that have

been structured by a set of ideas or concepts” (Jackson, et al., 2015, p. 188).

The qualitative content analysis of this study was conducted by applying a pattern-matching
logic according to Yin (2009). Pattern-matching allows to compare a predicted pattern with an
empirically based pattern. The predicted pattern was the result of the literature review,
synthesizing different existing theories a preliminary framework, which served as a structure
for the study’s Analysis and Discussion (Chapter 5). By comparing coinciding or conflicting
patterns of this study’s preliminary framework with empirically based patterns identified in
primary and secondary data collection, elements of the predicted pattern were confirmed,

adjusted or rejected. As a result, a final framework was developed.
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Therefore, this case study fulfilled both objectives of content analysis according to Jackson et

al. (2015), which are confirming or rejecting pre-existing theory as theory building.

3.5 Validity and Reliability

Yin (2009) mentions four common tests to assess the quality of case studies: Construct validity,
internal validity, external validity, Reliability. Silverman (2014) and Creswell (2013) focus
only on the two terms validity and reliability, whereas Jackson et al. (2015) adds a third term
named generalizability to assess the quality of research design. Nevertheless, all authors
mention similar techniques and strategies to increase research quality, so that all approaches
represent an adequate quality assessment. The research design quality of this study was assessed
based on the four tests mentioned by Yin (2009) as they allow a more differentiated view on
validity and reliability.

Construct validity is about identifying the correct operational measures for the concept being
studied and with respect to case studies specifically avoiding subjective judgement to collect
data (Yin, 2009). Therefore, he recommends using triangulation. Whereas Jackson et al. (2015)
solely mentions triangulation in the context of mixed quantitative and qualitative method
studies, Creswell (2013) recommends triangulation by using different data sources also in a
purely qualitative context. Therefore, the usage of primary and secondary data in this study can
be described as triangulation and hence further increased construct validity of this study. In
addition, construct validity was of this study was further increased by ensuring that the concept
being studied (Nigeria’s general environment and dairy value network) was aligned with the
initial aim of the study (develop external environment framework for emerging markets) as it
is suggested by Yin (2009).

Internal validity is about whether the inferences made from the collected data within the study
are correct and all rival explanations and possibilities have been considered (Yin, 2009).
Jackson et al. (2015) describe internal validity as assurance about quality of a study’s results
and conclusions. A common way to increase internal validity is by implementing pattern
matching, which corresponds to the method of this study as a predicted pattern (preliminary
framework) was matched with an empirically based pattern in order to develop a final
framework. In addition, rival explanations were tested during interviews which is another lever

for increased internal validity. (Yin, 2009)

External validity describes the generalizability of a study’s findings to other contexts beyond
the immediate case study (Yin, 2009; Jackson, et al., 2015). With respect to this study, it is
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crucial to emphasize the author’s aim for analytic generalization as commonly used for case
studies. Hence, this study does not make any inferences to a larger population which is the case
in statistical generalizations in survey research. Nevertheless, building a broader theory based
on an analytical generalization requires replicating findings in other contexts. (Yin, 2009) Due
to the necessary in-depth character of this case study, this was not possible given the scope and
constraints of this thesis. However, the lack of replication does not question the internal validity

of the study and hence this thesis should be used as starting point for further research.

Kirk and Miller (1986) define reliability as the degree to which results are influenced by
accidental circumstances. Therefore, they use the term replicability and whether other
researchers could repeat the research project leading to the same outcome. Y'in (2009) describes

the goal of reliability to minimize errors and biases.

Therefore, all of this study’s interviews were based on the same topic guide leading to a similar
interview structure for each interviewee. Overlapping competences of the interviewees as well
as the application of triangulation by using secondary data, allowed to critically assess collected
data and reduced the impact of biases in data collection as well as analysis. Due to the
recordings of all interviews and the detailed presentation in the empirical study, this thesis’
collected data is accessible to other researchers. Furthermore, it was assured that both
researchers always participate in the execution of interviews, so that findings could be
controversially discussed after the interview and compared to the recorded data. As a result,
this study fulfills the criteria of external reliability, which is to assess whether a study can be
replicated as well as internal reliability, which measures whether different observer would agree
about their observations. (Byrman & Bell, 2015)
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4. EMPIRICAL STUDY

The empirical findings serve to promote an understanding of the general environment and value
network factors and in line with the purpose of this study enable the authors to identify the
driving factors of the Nigerian dairy sector. The findings will be structured according to the
emerging market categories covered by the preliminary framework: (1) general environment

and (2) value network.

4.1 General Environment

A Harvard Business and McKinsey & Company research project revealed that successful
MNCs customize their strategies for operating in emerging countries according to the market
specifics and the respective institutional context. Thus, they invest in understanding
institutional contexts as the key to successful market entry, strategy execution and long-term

economic success. (Khanna, et al., 2005)

The great importance of understanding the general environment of the firm in Nigeria was
confirmed by multiple interviewees. A dairy industry consultant exemplarily claims that “You
have to really understand the environment and its dynamics to address it right." (Interviewee
6). Further, an entrepreneur (interviewee 7) provides an illustrative example for how a lack of
understanding can lead to bad business decision: "Since the logistics issue, we thought it would
be good to sell insurances online [...]. The problem [in Nigeria] is that there is no trust in
insurance, so people are not really buying insurance online [...]. The mass market will not even
use insurance [...]. If you are in a car accident you would get into a fight and scream at the

guy, but never exchange any papers."

Subsequently we will cover each of the identified factors for the general environment in more

depth are, according to the preliminary theoretical framework.

4.1.1 Socio-economic System

GDP Development

The Nigerian economy grew at an average rate of 5.7% between 2006 and 2016 (Collins, 2018)
until falling into its first recession in more than two decades in 2016 at -1.5 real GDP growth
(Barungi, et al., 2017) and is regarded the largest economy in Africa (PricewaterhouseCoopers
Limited, 2017).
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Increasing governmental investments in infrastructure development and oil production together
with diversification initiatives towards agriculture led to a post-recession GDP growth of +0.7%

in 2017 (PricewaterhouseCoopers Limited, 2017a).

Force of population growth

A key driver of long-term growth, according to (McKinsey & Company, 2012) and
(PricewaterhouseCoopers LLP, 2017), is the economic force of the enormous population
(190M people in 2017) and its rapid growth, estimated to reach over 400M in 2050, (Dr.
Celistine, 2015).

The resulting market potential plays a significant role in the activities of companies as outlined
by an executive of the Nigerian retail franchise of Spar (Interviewee 2): “This country has the
largest GDP of the continent [...]. Why not be in Nigeria, before it explodes?”, as well as an
executive of Africa’s leading food supplier Promasidor: "We have a 2,5% population growth
every year, which corresponds to 5 million additional people that you need to feed"

(Interviewee 1).

BOP Potential

Yet, "due to its extremely large population, Nigeria [...] has to be subdivided into clusters”
(Sunday, 2018). Divided by income level, 48% (44 million) of all Nigerians adults (>18y) are
living with less than $5,000 and a wealth of less than $10,000, making Nigeria to the largest
relative BOP market worldwide and the 4th largest in absolute numbers. This share is not
expected to decrease until 2030. (Euromonitor International, 2016a) The low income of
Nigerian adults leads to a total of 7 million households living with less than $2,500 of annual
disposable income, where the average daily disposable income per household member is $1,37.
(Euromonitor International, 2016). Nevertheless, despite the low income, the BOP provides
significant business opportunities as it represents a large and stable number of potential
customers. Therefore, Nigeria is claimed to be one of the most important BOP markets due to
its large size in both relative and absolute terms, with promising value potential of a growing

and economically rising BOP population (Euromonitor International, 2016a).

Accordingly, a Dairy Sales Manager claims, "The mass market (BOP) is everything. You have
to address the critical mass to benefit from the huge underlying value potential.” (Interviewee
5)
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Besides Nigeria’s large BOP sector, it is worth mentioning Nigeria’s growing middle class is
estimated to account for one third of the total population by 2020, becoming one of the target
segments for retail chains (Fiorini, et al., 2013). The interviewees support that it allows
companies to avoid the price sensitivity of the mass market (Interviewee 7) and benefit from an

increased desire for fast and convenient food preparation (Interviewee 1).

Lastly, there is also a significant high-income sector in Nigeria. In fact, Nigeria has one of the
largest income gaps worldwide and a Gini-Index of larger than 50% (Euromonitor International,
2017d) However, as this study focuses on the potential of lower income sectors, the high-

income sector will be of no further relevance for this study.

Urbanization

Similar to the income level, the urbanization trend provides further segmentation potential. As
job opportunities are better in the cities, there has been an ongoing urbanization rate of 4%,
which is one of the highest in the world. Quantitatively, the eight Nigerian cities which contain
16% of the population are predicted to drive 36% of consumption growth. Whereas Nigerians
living in urban areas are usually “time poor, but cash rich”, people living in rural areas are

rather “time rich, but cash poor”, according to a Dairy Marketing Manager (Interviewee 4).

Demographics

The median age in Nigeria was 17.8 years in 2017 making the country to one of the youngest
economies worldwide (Euromonitor International, 2017). Combined with the fact that parents
increasingly invest into the education of their children, a Dairy Marketing Manager claims that
“Nigerians under 18 represent a crucial target group” (Interviewee 4). Yet, despite increasing
investments of parents into the education of their children, there is still a lack of skilled labour

and a low degree of productivity (Euromonitor International, 2017c).

Inflation

Another big challenge of Nigeria is the high inflation rate which reached 17.0 % in 2016 owing
to increased food prices due to lack of own production and a lack of foreign exchange due to
lower oil prices (Euromonitor International, 2017c). Especially for the low disposable income
at the BoP, the devaluation of the Naira is a rising problem. (Amogu, 2018) In addition, the
high inflation led to an increase in lending cost with an interest rate of up to 35% for farmers in

rural areas (Erikstrup, 2018).
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The big challenges within the Nigerian economy are expressed in a decrease of Foreign Direct
investment of roughly 55% between 2011-2015 yet showing a slight increase in 2016.
Nevertheless, Amogu (2018) argues that investors are still very cautious to invest due to the
high volatility of the Nigerian economy. Secondary data also emphasizes the issue of high

corruption and security issues (Euromonitor International, 2017c).

Above all, driven by the enormous population growth (especially at the BOP), urbanization and
an increasing middle class as well as a slowly recovering foreign investments, Nigeria is a very
attractive market (PricewaterhouseCoopers Limited, 2017). It is expected to be the 6th fastest
growing economy until 2050 (PricewaterhouseCoopers LLP, 2017). Yet, the multiple
challenges mentioned above clearly indicate that the Nigerian economy is more complex than

a simple number of 200 million consumer.

As an entrepreneur illustrates, "A key success factor for this market is to understand it. You
can't just look at 200 million people and take that times the Naira you expect to make with
everyone. It is too simple to sit back in Europe and look at what is happening in the country

and say there is great potential” (Interviewee 7).

4.1.2 Socio-political Governance

General political environment

According to secondary findings, a stable political environment is claimed to be key to
maintaining Nigeria’s positive economic development (PricewaterhouseCoopers Limited,
2017a). A primary finding from a Ministry Counsellor adds that "a politically stable
environment is important to successfully enter the Nigerian market." (Interviewee 8) and
elections can lead to “economic instability in governmental priorities.” (Interviewee 5).
Nigeria’s political system is dominated by two major parties: All Progressives Congress (APC)
and Peoples Democratic Party (PDP) (Euromonitor International, 2017). But, new alliances are
created in order to reduce the dominance of the two major political parties. New coalitions

opportunities may arise (PricewaterhouseCoopers Limited, 2017a).

Yet, both major political parties share a political agenda of increasing diversification of

Nigeria’s economy, especially towards agriculture (Barungi, et al., 2017).

Especially, the extreme production deficit in the Nigerian dairy industry led the Nigerian

government to establish a government policy in March 2018, with the clear aim and associated
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investments to increase local dairy production and decrease dairy imports considerably until
2019 (Oyeyemi, 2018).

A dairy industry expert points out with regards to a cooperation with the Nigerian government
that ““[...], none of us [Danish dairy development experts] have experienced such efficiency,
professionalism, focus and dedication from a government or public institution, anywhere in the
world. If an issue has a high political priority, they are actually able to do it." (Interviewee 8).
Yet, he sets a ceiling to that statement by claiming that “everybody, including themselves [the
Nigerian government], knows that self-sufficiency will never happen /.../." But there are also
more critical comments towards the actual impact of the government initiatives such as "The
government has been telling the same story for many years but fails to execute measures to

promote conditions for dairy production” (Interviewee 4).

To conclude, there seems to be no doubt about the government’s will to support agriculture, yet
success in execution happens at a smaller scale and is not necessarily noticeable on a country
level. Moreover, secondary data reveals that no major success has been recorded until today

and the supply-demand gap continues to grow (PricewaterhouseCoopers Limited, 2017b).

Lobbyism

Analyzing Nigeria’s socio-political environment, the high influence of lobbyism needs to be
emphasized. An executive (Interviewee 1) emphasizes the influence of large Think-Tanks such
as the “Nigerian Economic Summit Group”, which is a group of executives trying to ensure
synergies between the private and public sector (NESG, 2018). Yet, another expert claims that
only "those sectors are supported which have heavy lobbying” (Interviewee 2). This is
confirmed the emphasized the need of “a big lever and potentially many overarching industries
in order to make an issue a priority for the government” (Interviewee 8). Yet, once a political
priority is set and it becomes a common target of influential individuals or companies and the
government, it has a high potential of success (Interviewee 6) as seen in numerous cooperations
between the public and private sector such as FrieslandCampina WAMCQO’s Dairy
Development Programme (DDP) (FrieslandCampina, 2018) or Arla’s Milky Way to
Development (Care Denkmark, 2015) and a stakeholder committee consisting of major dairy
companies cooperating with the Federal Government to boost the local Nigerian dairy industry
(Oyeyemi, 2018).
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Corruption
Secondary literature shows a serious corruption issue in Nigeria, hampering both consumer and
business sentiment (Euromonitor International, 2017c). Coincidingly, Nigeria is ranked 148th

of 180 in the corruption perception index (Transparency International, 2017).

The importance of the issue of corruption and facilitation fees is also stressed by an
entrepreneur’s opinion, saying that if a firm refuses to pay bribes and decides to do “things by

the book”, it will require more time (Interviewee 7).

Political disturbances

Another major aspect of Nigeria’s socio-political environment are political disturbances
reaching from strikes to severe security issues. For instance, strikes at ports are significantly
affecting storage cost as a lack of import reliability forces companies to increase their stock in
order to anticipate delays in delivery (Interviewee 1). Furthermore, violent conflicts between
herdsmen and farmers due to Boko Haram terrorist attacks have led to instability in North and
East Nigeria (Financial Times, 2018).

Until the upcoming elections in 2019, these security issues are expected to increase
(Euromonitor International, 2017) and potentially hamper policy continuity as well as foreign

investments (PricewaterhouseCoopers Limited, 2017a).

4.1.3 Infrastructure

The recent recession has negatively affected investments in Nigeria’s infrastructure
(Euromonitor International, 2017b), which led to transport cost which are “10 times higher than
in developed countries such as Germany “(Interviewee 1). According to a retail executive bad
road infrastructure does not only increase the production cost, but also prevents entire industries
such as the dairy sector from developing and another interviewee adds that if “the infrastructure

is not in place, the [dairy] value chain cannot function” (Interviewee 4).

According to the Nigeria Planning Commission, Nigeria requires infrastructure investments of
$2 trillion which corresponds to an increase of relative GDP spending in infrastructure between

4-6% (Euromonitor International, 2017).

Another infrastructural issue is the unreliable power supply. "[...] reliability is a major issue.
You cannot run a business without a backup generator”, as emphasized by an entrepreneur

(Interviewee 7). An experienced executive explains that “The power sector is privatized, but
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still strongly regulated by the government, [...] Shareholders [...] are now suing the government
for their regulation. This is a complete deadlock.” (Interviewee 1). He further adds that “Solar
power could be an alternative but is not possible due to [extremely heated winds] which create
a sort of dust over the solar panels and require a high level of maintenance which is not

available yet”.

Secondary data indicates the financial magnitude of the unreliable power supply. Cost of doing
business would reduce by more than 30%, if there was stable power supply (Euromonitor
International, 2017).

With regards to the specific case of the dairy industry analyzed in this study, the unreliable
power supply leads to a lack of cooling systems and therefore, “The major reason why the dairy
industry is underdeveloped is power supply [...] " (Interviewee 2). For this reason, an industry
expert recommends, "Dairy business concepts in Nigeria should be clustered locally to address
the issue of poor infrastructure and transportation opportunities. The respective technology
has to match the small-scale facilities and cannot be taken from developed markets."

(Interviewee 4).

4.1.4 Cultural System

The federal republic of Nigeria consists of 36 states with an estimated population of 190M in
2017 (Dr. Celistine, 2015). This enormous population is ethnically extremely diverse and
fragmented into more than 250 groups (Arla Foods, 2015). Empirical findings support the
cultural dispersion of the market, confirming that “Due to its extremely large population,
Nigeria is made up of different nation in itself and has to be subdivided into clusters to address
each region appropriately /... ”, as pointed out by a Dairy Marketing Manager (Interviewee
4). This motivated the authors to focus on only empirical data that is relevant for the context of

the Nigerian dairy value network.

Based on primary data findings from local Nigerian and Western European perceptions, one
cultural value priority that underlies the general Nigerian market environment is the people’s
relentless “fight for survival” (Interviewee 7), which is why “The Nigerian mindset is
[characterized by] the survival of the fittest. If you are not there, hustling, finding a way, you
are going to get eaten.” (Interviewee 1). Moreover, influenced by poor infrastructural and
overall underdeveloped conditions in the Nigerian market, “Everything is about solving
problems. There is always a fire somewhere and Nigerians are used to solving the problem.

Everything is kind of working. Not perfectly, but kind of.” (Interviewee 7). This, he addsm
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results in a “very people-driven market”, in terms of mutual support, a community focus and
network-orientation, where “partners are important”. Therefore, “Building trust with all
stakeholder groups is crucial to access the market and develop it from within”” as an industry

expert stresses (Interviewee 6).

Despite the universal orientation of the general environment category, in terms of cultural
system aspects, the authors of this study find it relevant to mention dairy market specific cultural
aspects as well. In this respect, “/...] the traditional understanding of local farmers is that cows
are not for milk production. Cows (meat) represent capital for BOP herdsmen with no access
to a financial system.” (Interviewee 4)). Consequently, “zo most farmers, traditionally milk is
only a by-product from the cow besides the meat” (Interviewee 1). For MNCs operating in the
Nigerian dairy market this is considered “a big challenge” (Interviewee 6), but he adds that
with “[...] proper management an increase in local production would be rather easy since it is

a technical issue.”

Besides the issue of traditional farmers understanding of cow management, family dynamics
are relevant to consider in terms of cultural aspects as well. As argued by market experts,
“Traditionally, milk is the responsibility of the women to feed the children. But the cows belong
to the herdsmen. These family dynamics are something MNCs have to understand and consider

when addressing to cooperate with local farmers.” (Interviewee 6).

415 Technology

With regards to technological opportunities and limitations, one noteworthy development is the
extreme household mobile phone penetration, which accounted for 87% in 2015 with a rising
trend (Euromonitor International, 2015). From a developed country perspective, one could have
assumed for this to indicate a development towards e-commerce, however, this impressive
number was found to be quite misleading, considering the fact that these phones are primarily
used for text messaging and as a messaging promotional marketing tool (Nielsen, 2011).This is
supported by a market insider’s stance stating that “/he] thought when [he] came [to Nigeria]
that e-commerce can be the next boom but that was 5 years ago. [...] Maybe in the next 10
years.” (Interviewee 7). On the positive side, increasing mobile use has led to an increasing
pace in information spread due to better connectivity and the culturally rooted communal

lifestyle (Interviewee 4).

With respect to technological advancements in the dairy industry, empirical findings reveal that

“A big problem [currently] is to scale-up the production from local farmers.”, as stated by a
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dairy industry consultant (Interviewee 6). The use of proper equipment could serve as a means
to increase productivity as it is regarded a cause for lower health and safety standards in the
production process (Arla Foods, 2015). Industry experts emphasize that “The respective
technology has to match the small-scale facilities and cannot be taken from developed
markets.” (Interviewee 4) but should be “/...] adjusted for small-scale production.”

(Interviewee 6).

4.1.6 Regulative System

According to the World Bank Group (2018) “Ease of doing business ranking”, Nigeria is on
the 145th of 190 rang with regards to how favorable the national regulatory environment is to
the starting and operation of a local firm (The World Bank, 2017). Collected expert data
underlines this judgement as a Ministry Counsellor (Interviewee 8) emphasizes the long

registration process for new products and a lack of law enforcement.

With regards to taxes, they are estimated at only 8% of GDP although the Sub-Saharan average
is 6 times higher. This is 4th lowest tax-to-GDP ratio worldwide (PricewaterhouseCoopers
LLP, 2017), providing a high potential of additional tax revenues. Therefore, the Nigerian

2 13

government’s “recovery and growth plan” (2017) includes a planned increase of tax collection
regarding non-oil revenues. Yet, the 15% target ratio is still below the average of Sub-Saharan
Africa of 18%. This however, would require a strong law enforcement which is a serious
challenge in Nigeria, especially in rural and informal areas (Interviewee 8). In urban areas, law

enforcement is more active, yet still heavily compromised by corruption (Interviewee 1).

4.1.7 Sustainability

In the discussion of critical market environment factors, the issue of environmental
sustainability considerations exists in the Nigerian dairy market as well but as the following
findings will prove, it does not appear to be a relevant consideration until further development

of the market in the long-term.

This is exemplified by an executive statement of the largest dairy producer in Africa, saying
“[Dairy producers] are filling the mouths of the people but this comes at the expense of the
environment.” (Interviewee 1). Similarly, he argues that “Sustainability issues are - not yet - a
major concern of government authorities.”, mainly due to the fact that sustainable agriculture

would require a skill level that currently cannot be met by local farmers. Even so, he adds that
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sustainability concerns are likely addressed by MNCs in the market, required to comply with

global standards.

However, for long-term success and establishment in the market, it is regarded vital to consider
environmental issues as “To succeed in this market, you should want to make it a business not
just another CSR thing’.” (Interviewee 6). Furthermore, sustainability not in terms of
environmental sustainability but a sustainable market presence and value network development
are considered vital for a company to establish itself in the market in the long-run (Arla Foods,
2015).

4.2 VValue Network

Empirical findings for the value network factors are structured according to the preliminary
theoretical framework components based on Pels and Kidd (2012): customer, distributor,

competitor and supplier.

With specific regards to the dairy value chain, Russel (1985) and Igwe (2002) overall divide
the dairy industry into (1) the production of raw milk together with its processing and (2) the
distribution of milk. A PwC study found more precisely that the Nigerian dairy value network
consists of five relevant stakeholder groups: (1) local producers (pastoralists) and commercial
producers, (2) local and commercial processors, (3) importing MNCs, (4) retailers and (5)
consumers. This finding is supported by an industry expert emphasizing that “the Nigerian
value chain is not as simplistic as stated in textbooks, there is much more to it that needs to be

understood” (Interviewee 6).

A holistic network view

Building on the above-mentioned understanding of the Nigerian dairy value network, primary
data congruently revealed as a key finding that “it is crucial to understand every part of the
value [network] to get the full benefit” (Interviewee 4). Further highlighting the interrelation
of both the demand and supply side of the value network, “you have to understand the
consumers’ needs and then find a way to address them cost-efficiently” (Interviewee 5). In the
same sense a dairy industry consultant stresses that "For sustainable success, MNCs have to
develop and enhance the whole value network. All parts are strongly interlinked and cannot be
considered separately.” and further adds that only “if the value [network] functions properly,

businesses can benefit from the increasing value potential in the market” (Interviewee 6). If
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this is the case, he regards the dairy value network a lever to “link business and rural

development and therefore link company’s interests with the government’s interest”.

But there is no universal approach to developing and benefitting from a value network since
experts regard it inevitable to “fully adapt to what the market conditions bring and use it in a
way that creates value” (Interviewee 1). As an additional finding in this context, experts
pointed out that “Things in this market take time. You cannot just take off in one part of the
chain, then you will break the chain. You have to develop all parts at the same pace. Every part

has to follow. But giving it the time will pay off.” (Interviewee 6).

However, “It is hard to control the whole value [network]. You need people you can trust.”, as
emphasized by an entrepreneur (Interviewee 7). This statement introduces the issue of trust as
a second key finding of considerable importance in Nigerian market’s value network. In this
sense, “stakeholders across the value [network], from end-to-end, should sit around a table to
discuss and solve issues together.”, as suggested by the dairy industry consultant (Interviewee
6). Similarly, it was emphasized that cooperating with (local) partners can help to build trust
and also comes with the benefit of potentially sharing the costs of large investments necessary

to develop the market and benefit from its value potential (Interviewee 7).

The role of competition
Empirical findings unanimously stress that in the Nigerian dairy industry “There is no

competition [...]. As long as the market is as big as it is, there is enough room for everyone.’

(Interviewee 6).

Other experts even frame competition as an opportunity in the sense that “Competitors can be
a potential partner to foster development and reduce costs.” and that “Knowledge-sharing

among competitors is valuable for a better market understanding of all players.” (Interviewee
8).

However, despite the large market size and the potential that it provides for many competitors
to co-exist, there is a permanent risk of competitors taking over a huge portion of market share
when they address the critical mass better, at a more attractive price, as "A company that
addresses the critical mass right, has proven to be able to instantly rob market share from
competitors.” (Interviewee 4). Consequently companies “track [their] competitors religiously”

to be able to adjust flexibly to the dynamic consumer market (Interviewee 1). Accordingly, an
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experienced executive emphasizes that he “/does] not think that [he has] ever seen a more
dynamic consumer market than [in Nigeria], so competitive for existing products. So far for

[him], for not to lose sight, [he has] to be [there].” (Interviewee 1)

After identifying general key findings from a holistic perspective of the value network, the
authors of this study will subsequently examine the findings for every stakeholder group from

the preliminary framework’s categorization of customer, distributor and supplier in more detail.

42.1 Consumers

Secondary data states that there was an estimated annual consumption of 1.7M tons in 2016.
Dairy consumption’s CAGR (compound annual growth rate) is expected to increase
continuously after the economic recession, resulting in a CAGR of +4.7% for 2017-2020
compared to -3.0% from 2014-2017. (PricewaterhouseCoopers Limited, 2017b) Driven by the
strongly increasing GDP, rising demography, urbanization and a growing middle class, industry
experts expect the dairy industry, as the second biggest sector in the Nigerian economy, to
experience a vast growth in demand. (Arla Foods, 2015) A dairy industry consultant supports
this, outlining that "From the demand perspective, Nigeria has a well-functioning market,

where consumption is in place and rising.” (Interviewee 6).

However, this steep increase in consumption, it is noteworthy that Nigeria’s per capita dairy
consumption is rather low at only 10 liters per person in relation to the African average of 28
liters per person. Hence, it is argued that the relevance of the Nigerian dairy market’s growth
is mainly an opportunity of scope caused by an extremely large and growing population.
(PricewaterhouseCoopers Limited, 2017b) These secondary findings are supported by primary
data indicating that "In terms of attractiveness for developing the dairy sector, Nigeria is not
more attractive than Greenland or any other country. But it is the massive population (growth)

which makes the market attractive for an MNC." (Interviewee 6).

As discussed previously under general environment, the BOP is a critical driver of Nigeria’s
tremendous growth in population. In terms of demand, it is important mentioning that this part
of the population spends over 70% of their share of wallet on food and non-alcoholic beverages
(Euromonitor International, 2018a). This underpins the enormous relevance of addressing the
BOP for the dairy industry, as illustrated by an industry expert’s stance, "Making a product
affordable for the critical mass is key in Nigeria and consequently for a business to thrive."”

(Interviewee 6). However, companies have to be aware that a large part of these customers buy
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through informal markets and are not suited for commercial business models and formal trade

(Euromonitor International, 2018a).

With regards to consumption preferences, region-based differences can be separated into (1)
the traditional customer segment in Northern Nigeria, where milk has been culturally embedded
as a nutritious product and (2) the developing middle class with better access to dairy products
(ArlaFoods, 2015). It is worth mentioning that the major part of dairy products in general (95%)
is based on milk powder, which prevails in the Nigerian market mainly due to its high
preservability but also traditional consumers’ taste preferences (PricewaterhouseCoopers
Limited, 2017b). Furthermore, the consumption of raw milk is not traditionally rooted in the
Nigerian culture, due to the limited access to this product, a missing cooling system,
infrastructure and storage (Arla Foods, 2015). This is regarded a considerable finding together
with industry experts’ supporting insights, among one stating that "The critical mass only knows
two kinds of milk - powdered and evaporated milk. Since birth, people are used to knowing milk
in this form and taste, which they are used to. These specifics in consumer's preferences are

important to consider when offering a new product.” (Dairy Sales Manager, Interviewee 5).

When it comes to general buying criteria, primary data reveals that for the critical mass (the
BOP) in the Nigerian dairy segment, affordability is paramount since people live on a daily
budget. This is exemplarily expressed by a consumer’s assertion that out of “two commodities
[...], you have one that is tagged 1000 [NGN] and one more is tagged 999 [NGN], people go
for the product that costs 999, without thinking.” (Interviewee 3) Therefore, “price sensitivity
makes or breaks businesses and "to address the critical mass adequately, companies have been
reducing product volumes to reduce prices and make products more accessible” (Interviewee
4).

The African dairy producer Promasidor turned this into an advantage and introduced a smaller
sized product, accessible at an extremely low price in late 2017 - so called “sachets”
(Interviewee 1). Sachet products are regarded a revolution for the BOP of Nigerian dairy

consumers and make dairy products available to the critical mass. (Interviewee 4)

Consequently, from a business perspective, executives assume that "If you can keep prices low,
there is a huge potential in this market for both, local and imported products.” (Interviewee 1).
But at the same time, it is "crucial to keep the costs of production low, so that products can be
sold at an affordable price to the critical mass. Only this will enable the company to successfully
benefit from the market's big volume and foster development of prosperity in the country.”

(Interviewee 8).
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Besides price, personal relationships fostering trust are a fundamental influence on consumers
buying choices in the Nigerian market. Thus, "word of mouth and a trusted person's
recommendation is key for buying decisions and drives demand, especially in the informal

sector™ (Interviewee 4).

4.2.2 Distributors

Two main categories of distribution channels exist in the Nigerian market, (1) traditional trade
(informal) and (2) modern trade (formal) (Arla Foods, 2015).

Traditionally, distribution in Nigeria is rooted in the first category of informal trade which until
today accounts for 95% of the market, based on revenues (Euromonitor International, 2017c).
Traditional trade is characterized by direct sales of raw milk by small- and medium-scale
farmers. In the food sector, about 70% of products are sold through informal trade (Euromonitor
International, 2018). A Spar executive, supports this finding by stating “The informal markets
cover 95-97% of the retail markets. Open markets, traditional markets, that is the retail in
Nigeria.” (Interviewee 2). For this reason, he adds, the commercial retail trade is not very
penetrated, and stores currently cover only 2% of what would be needed to serve the growing

part of the population above the poverty line.

The second category of formal trade is mostly represented by MNCs like FrieslandCampina,
Promasidor and Nestlé capturing the majority of the market with operations across the country
(Arla Foods, 2015).

The retail perspective is found to be directly linked to the customer’s perspective, as in terms
of meeting the demand of the mass’ preferred products. In this sense, primary data reveals that
“UHT [milk] gives [retailers] value, powder and evaporated milk give [them their] volume.”
(Interviewee 2). As outlined before, volume in terms of the enormous population (growth) is,
what makes the Nigerian market exceptionally attractive. Accordingly, a Spar executive “/...J
wants to localize as much as [he] can because this is how [he] can get the volume, the masses.
[...] [He] would much rather make 5% of a million, than make 100% of 500. Easy math!”

(Interviewee 2).

Despite the critical mass’ deeply rooted trust in their community, word-of-mouth and informal
trade (Interviewee 4), there is a growing trust in commercial retail products as “big supermarket

products often cheaper, [possess a] higher reliability”, as a customer reflects (Interviewee 3).

From a general environment perspective, as mentioned above, an industry consultant judges

that "The distribution system in the milk value chain is underdeveloped due to infrastructural
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and cooling issues." (Interviewee 6). This lacking market system for milk imposes a huge
challenge on the dairy value chain as subsequently discussed in the context of the stakeholder
group of suppliers (Arla Foods, 2015).

4.2.3 Suppliers

Besides the increasing importance of the dairy sector for Nigeria, in relative comparison to
Africa’s average of 0.9M tons, secondary data reveals that the dairy production of 0.6M tons in
Nigeria is fairly low and according to data from 2016 even the lowest in the world
(PricewaterhouseCoopers Limited, 2017b). 95% of raw milk output is produced by local
producers (traditional pastoralists). Due to a lack of infrastructure, storage and preservation
opportunities, 80% of the total raw milk output has to be consumed directly and 15% are
processed and then consumed without going through retailers. Consequently, only 5% of the
local raw milk outputs are handled by commercial processors and sold through retailers as
pasteurized or UHT evaporated milk, yogurt or ice cream (PricewaterhouseCoopers Limited,
2017h).

This highlights the crucial importance of especially local producers and processors in the
current Nigerian dairy value chain. Furthermore, it gives reasoning for the large dairy imports
(mainly milk powder which is further processed into other milk-based products) which have to
fill the immense gap of 65% of consumption that cannot be met by local production.
Reinforcing this, it was discovered that 80% of the issues in the dairy industry are rooted in the
production segment, which makes this part of the value network the key for the development

of the Nigerian dairy industry. (PricewaterhouseCoopers Limited, 2017b).

Even though 65% of increasing demand for dairy products are met by imports, there is extreme
growth potential in the local dairy sector as only 2.3M out of 20M cattle in total is currently
used for dairy production (Dr. Celistine, 2015). This demonstrates the current poor level of
advancement of the Nigerian agricultural sector and correspondingly the dairy value chain,
where a deficient infrastructure together with low investments and unfavorable government
policies are hampering the growth potential of this sector (PricewaterhouseCoopers Limited,
2017b).

In the same notion, primary data further outlines that “zo produce something in [Nigeria], it is
unbelievably hard because of the power supply” (Interviewee 1) and that “the biggest challenge
in the dairy supply chain is to ensure constant supply, given the climate, infrastructural and

cultural conditions for local herdsmen™ (Interviewee 4). Others argue that “There is no place
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in Nigeria where you could now produce milk locally in the amounts that are required to meet
demand.” and it will take at least another five to ten years until milk powder imports can be
outweighed by local production (Interviewee 8). Therefore, "suppliers are bound to import raw
milk powder due to the poor local conditions even though this is contra productive for the

country's economic development” (Interviewee 4).

Opposing opinions disregard this issue in the notion that “This is not a zero-sum game. There
is enough room for everybody [imports and local production].” (Interviewee 6). Even more
critical opinions regard the existence of milk powder imports as necessary due to the extreme
underdevelopment of the Nigerian dairy sector in the sense that “The return of the small farmer
will hardly affect the large urbanized markets [...]. | believe there can be a coexistence, but it
will never replace the need of powdered milk import.”, as stated by a Promasidor executive

(Interviewee 1).

Besides contradictory opinions on milk powder imports, industry experts agree by common
consent that “Local production and processing are currently not in place in the Nigerian
market.” and that ”This issue has to be solved for the market to be beneficial for MNCs in the
long-term.” (Interviewee 6). One of the argued reasons is that “It is crucial to develop the
supply side of the Nigerian dairy value chain to be able to benefit from and further build the

demand side (consumption).” (Interviewee 6).

In line with this, processing experts argue that “So far, increasing prosperity and therefore
consumption has benefited the economy, but it could have a much greater effect if raw materials

were sourced locally - for both, the economy and also MNCs through reduced costs.

(Interviewee 4).

Despite the need to localize, “Local conditions for milk production are difficult and require
large investments to develop the dairy sector to benefit both the country and MNCs.”
(Interviewee 4). Besides the investments for MNCs, another vital issue to be addressed is that
milk powder imports are cheap and therefore result in accessible prices for the critical mass,
since “The distribution of wealth is awful in Nigeria. There are a few rich people but a huge
group of poor people that will never be able to afford the local milk. That is why imported milk
is so important to sustain with the current income situation.” (Interviewee 6). Agreeing notions
argue that since “farmers do not have the infrastructure, the funds, the education to set up the
farm for [the demanded] quantities, instead of reaching the full yield potential, they only reach
35% of it. This makes the prices three times higher than it could be.” (Interviewee 2). Therefore,

“political instruments [such as customs] will not function unless the conditions in the countries
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for producing milk change. Otherwise, it will be the critical mass who pays the bills or cannot

afford access to nutritional milk anymore”. (Interviewee 8)

As a key finding, production has been identified by primary and also secondary findings as the
crucial element within the highly underdeveloped dairy value chain and a driver to close the
supply deficit. Furthermore, the findings commonly state that in order to foster the country’s
economic development, the agricultural sector and subsequently the dairy sector requires
immense investments to increase production and create value across crucial parts of the value
network. Similarly, experts argue that the development of the dairy industry is directly linked
to the population’s development. Hence, industry experts regard it crucial for the development
of the dairy sector and the country to localize the supply chain and argue that “BOP farmers
[traditional herdsmen] are crucial to consider, as they represent a key component of the
Nigerian dairy value chain. Sourcing locally will benefit the BOP and due to a multiplier effect

have positive impacts on the entire economy.” (Interviewee 5).

The above-mentioned aspects considered, providing raw materials domestically to foster local
milk production is regarded one of the key challenges in the Nigerian dairy value network from
a supply perspective (Interviewee 4). In this context, it is considered inevitable to adjust to what
existing market conditions offer and work with it cost-efficiently (Interviewee 5) as to “ro build

on what is there and leverage the existing conditions” (Interviewee 8).

4.2.4 Nigerian Dairy Industry Outlook

Until today, the Nigerian dairy market has not experienced a major uplift as especially
demonstrated by the still existing and continuously growing vast lack of supply. In the same
sense, it is noteworthy that experts predict the market to require high investments but give
caution that returns are not fast paced. Therefore, according to their judgement the dairy
industry might take another 20-30 years to develop (PricewaterhouseCoopers Limited, 2017b).
But at the same time, development is crucial and as previous efforts prove, there is no shortcut
to development (Ogbimi & Oyawale, 2000). An Agriculture Ministry Counsellor support this
prediction, estimating at least another 10-15 years until the local supply has a chance to become

self-sufficient (Interviewee 8).
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5. DISCUSSION

Before we discuss the conclusive findings, the previously developed preliminary framework
will briefly be recapitulated, since it serves as the guiding construct of this section.
Subsequently, the discussion will be structured according to how the empirical results confirm,
revise or contradict elements of the preliminary framework. In a last step, based on the hereby

developed findings, a final framework will be created.

5.1 The Preliminary Framework

As outlined in the theoretical study, the authors of this thesis decided to analyse the Nigerian
dairy sector based on external environment factors. Following the framework of Hatch and
Cunliffe (2016) as well as Pels and Kidd (2012) these external environment factors were
divided in two categories, namely general environment and task environment, as visualized
before in Figure 6. Furthermore, theoretical findings led to the assumption that specific factors
within the general environment and the value network are more relevant than others. This will

be further discussed in the following section.

5.2 External environment

The theoretical study suggested that MNCs need to go beyond local responsiveness in order to
to understand, leverage and build the external environment to successfully capitalize the value
potential at the BOP (London & Hart, 2004). Therefore, understanding the complexity of

emerging markets is a crucial first step for MNCs aiming to expand to emerging markets.

Empirical findings confirm the necessity of a profound understanding of the emerging market’s
unique environment as they are very different to what companies are used to in developed
economies. For instance, interviewee 2 claims that “If an approach worked in your home
market, it does not say it will work here in Nigeria.” and interviewee 6 adds that "In terms of
attractiveness for developing the dairy sector, Nigeria is not more attractive than Greenland
or any other country. But it is the massive population (growth) which makes the market

attractive for an MNC.”.

In addition, collected interview data emphasizes the relevance of local presence in order to fully

understand emerging markets, as outlined by a Tetra Pak Sales Manager:
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You have to understand the environment and adjust flexibly to dynamically changing

conditions. For these reasons, being present is key."

Elaborating on his lessons learned out of multiple business creations, an Entrepreneur explains:
“It is too simple to sit back in Europe and look at what is happening in the country and say

there is great potential.”

Although this finding does not lead to an adjustment of the preliminary framework, it is worth
mentioning as local presence is a requirement for truly understanding all external environment

factors and being able to react upon.

5.2.1 General environment

Based on London e al. (2009), the authors of this thesis questioned the design of Pels and Kidd’s
(2012) framework to analyze emerging markets since it illustrates every general environment
and value network factor as equally important. To prove or contradict this assumption, the
individual importance of each external environment factor and how extensively it affects the

dairy value network will be analyzed.

The theoretical study demonstrated that expanding to emerging markets and especially the
bottom of the pyramid lead to large value opportunities but also value barriers (Prahalad, 2010).
Both aspects, value opportunities and barriers regarding the dairy value network will serve as a
structure for the following discussion of general environment factors of the preliminary
framework. This approach serves selection criteria to fulfil the author’s aim to identify the most
crucial drivers in the emerging market framework. It is based on the assumption that, if the
impact of value opportunities and/or barriers of one general environment factor on the value
network is higher than another, the assumption of unequal importance within the general

environment factors can be confirmed and the factor will be considered a driver.

Socio-economic system

With regards to opportunities, authors such as Hart and Milstein (1999); London and Hart
(2004) and Prahalad and Hammond (2002) have a similar focus on the great value potential of
the large untapped and growing market at the BOP. This aspect is unanimously shared by all
interview partners in the empirical study. The socio-economic potential does not lie in the

individual consumer margins which are very low due to their price sensitivity, but in the
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accumulation of a large growing number of consumers with a low margin potential. This is well
summarized by the Spar Executive (Interviewee 2) who focuses his business activities on
reaching new customers and hence “enlarging the size of the pie” instead of fighting for every

individual customer of the “existing pie”.

Furthermore, the findings of the empirical study allowed a more detailed view on the socio-
economic potential. Not only is the constantly increasing “size of the pie” driven by population
growth based on longer life expectancy and high birth rates, but also is, according to the
Promasidor executive and the Tetra Pak Dairy Marketing Manager, a young and more urban

population a lever for new consumer patterns and hence new business opportunities.

With regards to barriers, reaching the BOP from a distribution perspective is very difficult, as
95% of the consumers do their shopping in traditional informal markets instead of formal
supermarkets (Euromonitor International, 2016). The Spar executive (Interviewee 2) states
“Open markets, traditional markets, that is the retail in Nigeria”, yet accessing them is very
difficult as it is a “margin game” (Interviewee 7, Entrepreneur) and you need to “find a way to

address them cost-efficiently” (Interviewee 5, Tetra Pak Sales Manager).

Furthermore, Interviewee 2 (Spar executive) explains that is very hard to find skilled labor, so
that many firms have to invest time to train their staff or compete heavily with other firms to
hire talents. Yet, this does not only affect larger companies, but also smaller businesses such as
farmers who lack know-how to drive their production more efficiently. And even if level of
education was sufficient, they often do not have access to financial markets and capital to scale

up their businesses (Interviewee 8, Agriculture Ministry Counsellor).

To conclude, the authors of this study derive that the Nigeria’s Socio-economic factors have a
significant overarching influence on the development of the dairy value network. They
represent number, wealth and age on the demand side as well as skill level and access to capital

on the production side.

Socio-political Governance

With regards to opportunities within the Socio-political Governance, the empirical findings
indicated a strong political agenda towards agriculture and especially dairy for both major

parties. Therefore, we assume that the upcoming general election in 2019 will have no negative
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impact on the governmental support of the dairy industry and successful projects such as the
dairy development programme in Kaduna will be further supported. (Interviewee 8, Agriculture

Ministry Counsellor)

Another aspect, challenge and opportunity equally depending on the size of the specific value
network factor, is the way firms can influence political decision by lobbyism. Whereas the Spar
Executive and the Promasidor Executive are already part of large business networks trying to
establish synergies between private and public interest, unorganized industries can hardly
influence political decisions as “it [lobbyism] is a question of the highest bidder” (Interviewee
2, Spar executive). Furthermore, this quote introduces another value barrier for the dairy
industry, namely corruption. All interviewees commonly expressed the frequent occurrence of
corruption and bribing which is illustrated by Nigeria’s low ranking (148th of 180) in the
corruption perception index (Transparency International, 2017). Therefore, Interviewee 7
claims that going by the books is very time consuming compared to the fast yet little sustainable
corruption (Interviewee 2, Spar Executive). Interviewee 1 (Promasidor Executive) further

explains that transporting trucks are frequently stopped in order to pay bribes.

Furthermore, violent conflicts with the militant organization Boko Haram in North Nigeria and
the rebellion of herdsmen in East Nigeria lead to instability and insecurity. The Dairy Industry
Consultant (Interviewee 6) states that visiting dairy production sites in the north are always
accompanied by military vehicles. In the upcoming year, security issues are expected to worsen

due to instabilities linked to the general election.

To conclude, the socio-political governance has an overarching influence on the dairy industry
since both opportunities (political agenda and lobbyism) and barriers (lobbyism, corruption and

stability) are affecting the individual industries or the entire value network.

Infrastructure
In the empirical study, no opportunities for the dairy industry could be identified with regards

to infrastructure.

In contrast, empirical data indicates a low quality of the Nigerian infrastructure which

represents a significant value barrier to the development of the dairy industry.

First, the low road quality across the country leads to a strong increase in transportation cost as

outlined by interviewee 1 and hence prevents the entire value network from functioning

65



(Interviewee 2, Spar Executive). In total, the Nigerian government accumulated an investment
backlog of $2 trillion in infrastructure. Therefore, the Agriculture Ministry Counsellor argues

that firms need to circumvent the bad road quality by focusing on local small-scale.

The second relevant value barrier linked to infrastructure is the unreliability in power supply,
leading to an increase of production cost by more than 30% (Euromonitor International, 2017).
The unreliable power supply and the resulting lack of cooling affect both producers and
consumer as it leads to spoilage of raw milk at the farm (Interviewee 8, Agriculture Ministry
Counsellor) and a substitution of UHT milk by powdered and evaporated milk (Interviewee 2,
Spar executive). UHT milk would quickly spoil after opening the pack whereas evaporated milk

and milk power provide a longer shelf life (PricewaterhouseCoopers Limited, 2017Db).

To conclude, Nigeria’s infrastructure value barriers have a strong negative influence on the

development of the dairy value chain.

Cultural System

As a clear opportunity, all empirical findings point towards the notable drive of the Nigerian
people, motivated by their “fight for survival” as an entrepreneur describes (Interviewee 7).
This is enhanced by their relentless willingness to solve problems and find solutions, since “/...J
Everything is kind of working. Not perfectly, but kind of.”, as he further argues. This leads to a
people-driven market, where relationships, partners and trust are regarded an important lever

to success (Interviewee 7).

Despite the upsides, there are also considerable barriers in the Nigerian cultural system,
especially when it comes to cow management and production, hindering the market from
developing. Since “/...] the traditional understanding of local farmers is that cows are not for
milk production, cows (meat) represent capital for BOP herdsmen with no access to a financial
system.”, as a dairy industry consultant claims. For MNCs operating in the Nigerian dairy

market he regards this “a big challenge”. (Interviewee 6)

As a second barrier, empirical findings motivated by dairy industry experts emphasize the
considerable importance of culturally rooted family dynamics. They argue that “Traditionally,
milk is the responsibility of the women to feed the children. But the cows belong to the
herdsmen. These family dynamics are something MNCs have to understand and consider when

addressing to cooperate with local farmers.” (Interviewee 6).
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To conclude, it was proven that the cultural system has an influence on the dairy industry,
especially in terms of barriers that are negatively affecting the supply side of the value network.
Despite the production barriers, opportunities are assumed to affect the dairy value network,
but not more than any other industry. The significance of the barriers’ influence however lets
the authors assume that the cultural system should primarily be considered by MNCs entering

the Nigerian dairy market.

Regulative System

Nigeria has the 4th lowest tax-to-GDP ratio worldwide (PricewaterhouseCoopers LLP, 2017).
This is a clear opportunity for companies operating in Nigeria. Although there are further plans

13

to increase this ratio in the government's “recovery and growth plan” (2017). Nevertheless, the
envisaged 15% ratio is still below the average of Sub-Saharan Africa of 18% and hence still
provides an opportunity for firms within the dairy value network. (PricewaterhouseCoopers
LLP, 2017) Yet, the poor law enforcement especially in rural areas as outlined by interviewee
8 will make it hard to implement this increase since tax increases will mostly target non-oil

revenues which is mostly driven by agriculture. (PricewaterhouseCoopers Limited, 2017)

Nevertheless, the fact that Nigeria is on the 145th of 190 rang of the World Bank’s “Ease of
doing business ranking” illustrates a value barrier to the development of the dairy sector. The
ranking covers inter alia aspects such as “Getting credit”, “Getting electricity” and “Trading
across borders”. Yet, current reforms in Nigeria will affect the ranking positively. (The World
Bank, 2017)

To conclude, the tax environment could provide an opportunity depending on the dairy specific
tax legislation that will be made in the upcoming years. Yet, the low ease of doing business
ranking illustrates a clear value barrier. Nevertheless, this is partially driven by Socio-economic
(Getting credit) and infrastructure (Getting electricity) factors and current reforms are expected
to increase the rank. Therefore, we assign a less overarching influence to the regulative systems

than for instance to the Infrastructure factor.
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Technology

With regards to opportunities, the empirical findings showed that the mobile phone household
penetration of 87% (Euromonitor International, 2015) can be misleading concerning its
business potential. Most of the Nigerians use their phones for offline messaging (Nielsen, 2011)
This does not claim that there is no potential in the increasing mobile phone penetration, but it
might still take 10 additional years until e-commerce kicks off, as stated by the Entrepreneur

(Interviewee 7).

A major challenge and opportunity for the development of the dairy industry is represented by
the underdevelopment of dairy processing equipment which prevents progress in productivity
and hygiene (Arla Foods, 2015). However, this is strongly dependent on further improvements

in power supply (Infrastructure), education and access to capital (Socio-economic system).

Above all, we conclude that the influence technology factors have on the dairy value network
is little as the e-commerce development is still uncertain and the processing strongly depends

on other general environment factors.

Sustainability

An agricultural ministry counsellor that “Sustainability issues are - not yet - a major concern
of government authorities. ”, mainly due to the fact that sustainable agriculture would require a
skill level that currently cannot be met by local farmers (Interviewee 8). This demonstrates the
strong link between the socio-political governance and sustainability factors, but also highlights
the time component of this factor of having future relevance - but not current. Once relevant,
sustainability can be seen as a regulative barrier or an opportunity in terms of environmental
sustainability or a sustainable market presence. The latter and the value network development
are considered vital for a company to establish itself in the market in the long-run (Arla Foods,
2015).

To conclude, the issue of environmental sustainability considerations exists in the Nigerian
dairy market as well but as the previous findings proved, it does not appear to be a relevant
consideration until further development of the market in the long-term. It is assumed to have
an impact on the value network but as the empirical findings prove this is not of relevance right

now.
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Conclusion

Looking at the empirical findings of every single general environment factor, it can be
confirmed that not all environment factors are equally important in Nigeria. The factors (1)
Socio-economic system, (2) Socio-political governance, (3) Infrastructure and 4) Cultural
system are considered to be more relevant for the development of the dairy industry than (5)
Regulative System, (6) Technology and (7) Sustainability. The different importance of both

groups of general environment factors will be considered in the final framework.

5.2.2 Value Network

As previously mentioned in the theoretical study, we support the notion of the interrelation of
value network factors as argued by Pels and Kidd (2012) in their original framework as well as
Stabell and Fjelstad (1998) in their value network concept. Therefore, the collective importance
of considering the Nigerian dairy industry’s value network and its potential interrelations will
be discussed in the following with the additional aim to develop a deeper understanding of this

study’s problem and the value network factors in the Nigerian dairy value network.

First and foremost, secondary data revealed that the Nigerian dairy value network consists of
more than the three components (customer, distributor and supplier) that were identified in the
preliminary framework. More precisely, the Nigerian dairy value network consists of five
relevant stakeholder groups: (1) local producers (pastoralists) and commercial producers, (2)
local and commercial processors, (3) importing MNCs, (4) retailers and (5) consumers. These
stakeholder groups fit into the general categorization by Pels and Kidd (2012) but define the
individual factors in more depth. In this sense, the stakeholder group of suppliers in the Nigerian
dairy sector is expanded to consist of (1) local producers (pastoralists) and commercial
producers, (2) local and commercial processors and (3) importing MNCs. This finding is
supported by an interviewed industry expert emphasizing that “the Nigerian value chain is not
as simplistic as stated in textbooks, there is much more to it that needs to be understood”

(Interviewee 6).

The extension of value network components will be considered in the later adjustment of the

preliminary framework.
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Understanding the value network in its entireness

Empirical findings confirm the network-orientation of industry value factors as theoretically
grounded by Stabell and Fjelstad (1998), arguing that:

“For sustainable success, MNCs have to develop and enhance the whole value network.

All parts are strongly interlinked and cannot be considered separately.”
(Interviewee 6, Dairy Industry Consultant).

Further, this statement proves the interrelation of all factors in concordance with Pels and Kidd
(2012).

Additionally, it clearly emphasizes the requirement to consider the Nigerian dairy value
network in its entireness, also supported by a Tetra Pak Dairy Marketing Manager’s claim that
“it is crucial to understand every part of the value [network] to get the full benefit”
(Interviewee, 4). Despite the before mentioned congruent findings between theory and
empirical evidence, we regard this new insight a relevant contribution of this study since,
motivated by the theoretical findings, we originally strived for prioritization and to identify the
driving factors in both the general environment and value network. Furthermore, secondary
sources in the theoretical findings highlighted the production/ supply element of the value

network as the crucial driver. (PricewaterhouseCoopers Limited, 2017b)

However, we now conclude that there is not one driving factor in the Nigerian dairy value
network and recognize the necessity to understand the value network in its entireness. This
defeats the initial goal to discuss each of the value network factors in more detail to identify the

crucial one.

Consequently, we argue that the findings elaborated in 4. Empirical Results serve to increase
the understanding of each factor in the Nigerian dairy value network but are not discussed
further in depth at this point. On the other hand, holistically analyzing the relatedness of the
factors more in depth supports the newly gained insight that all three factors, consumers,
distributors and suppliers, are interrelated. To demonstrate this, we briefly highlight one

example for each interrelation:
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Consumer - Distributor

The retail perspective is found to be directly depending on the customer’s perspective, in terms
of meeting the demand of the mass’ preferred products (powder and evaporated milk) and
addressing them adequately with 95% of products being sold through informal trade: “UHT
[milk] gives [retailers] value, powder and evaporated milk give [them their] volume.” and
secondly “The informal markets cover 95-97% of the retail markets. Open markets, traditional

markets, that is the retail in Nigeria.”, as emphasized by a Spar Executive. (Interviewee 2)

Distributor - Supplier

A dairy industry consultant stresses that "The distribution system in the milk value chain is
underdeveloped due to infrastructural and cooling issues.” (Interviewee 6). Therefore, this
lacking market system for milk imposes a huge challenge on the dairy supply (Arla Foods,
2015).

Consumer - Supplier

A Tetra Pak Sales Manager considers it inevitable “to understand the consumers’ needs and
then find a way to address them cost-efficiently”’, as a means to stay profitable and develop the
critical mass (Interviewee 5). Reversely, “It is crucial to develop the supply side of the Nigerian
dairy value chain to be able to benefit from and further build the demand side (consumption).”,

as argued by a dairy industry consultant (Interviewee 6).

More broadly linking the value network with the surrounding general environment, a dairy
industry consultant confirms the expected interrelation between value network and general
environment factors with his statement. He regards the Nigerian dairy value network a lever to
“link business and rural development and therefore link company’s interests with the
government’s interest” and moreover “if the value [network] functions properly, businesses
can benefit from the increasing value potential in the market” (Interviewee 6). This insight
adds to the existing theoretical knowledge behind the preliminary framework, that not just are
external environment and value network interrelated but also can the value network function as

a lever to influence the development of the general market environment.
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An agriculture ministry counsellor adds to this discussion that in this context it is crucial to
“fully adapt to what the market conditions bring and use it in a way that creates value”
(Interviewee 8). This extends the finding of relatedness between general environment and value
network for two aspects: (1) it is crucial to understand and leverage (not circumvent) existing
conditions in the general environment and (2) only this way MNCs can create value within the

value network.

To conclude, we acknowledge that theoretical and empirical findings by common consent prove
the value network’s interrelation in itself and with the general environment and the need to
understand and leverage existing general environment conditions to create value within the
Nigerian dairy value network. As a newly discovered insight, the crucial consideration of the

network in its entireness, instead of identifying a driving component was discovered.

Benefits of industry partnerships

Complying with the context of networks, Wright et al. (2005) emphasize the special importance
of industry partnerships to stabilize the volatile institutional frame in emerging markets. This
theoretical finding is confirmed by a dairy industry consultant emphasizing “stakeholders
across the value [network], from end-to-end, should sit around a table to discuss and solve
issues together.” (Interviewee 6). Similarly, an entrepreneur stressed that cooperating with
(local) partners can help to build trust and also comes with the benefit of potentially sharing the
costs of large investments necessary to develop the market and benefit from its value potential

(Interviewee 7).

It becomes evident that empirical findings confirm the theoretically motivated importance of
partnerships. This special understanding of players within the value network leads us to the

discussion of the competitive landscape.

Unique understanding of competition

Hammond et al. (2008) regard emerging markets rather non-competitive. The notion of a dairy
industry consultant supports this finding stressing that “There is no competition [...]. As long

as the market is as big as it is, there is enough room for everyone.” (Interviewee 6). Regarding
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competition an opportunity, Adelakun (2009) found that there can even be group-based
advantages as well as an overall increase in competitiveness (Garelli, 2003). This is confirmed
by an agriculture ministry counsellor claiming that “Competitors can be a potential partner to
foster development and reduce costs.” and that “Knowledge-sharing among competitors is

valuable for a better market understanding of all players.” (Interviewee 8).

However, Glen et al. (1990) emphasize, this does not mean that there is no rivalry in the
Nigerian industry, which is in line with empirical findings from a Promasidor executive
asserting that they “track [their] competitors religiously” (Interviewee 1) and a Tetra Pak dairy
Marketing Manager demonstrating the intense market dynamics in the sense that "A company
that addresses the critical mass right, has proven to be able to instantly rob market share from

competitors.” (Interviewee 4).

These confirmatory findings from theory and practice promote our adjustment in the
preliminary framework to regard competitors as superordinate element in the value network,

relevant at all parts, as a potential partner or rival.

Conclusion

Concludingly, the empirical data on the value network overall supports our theoretical findings.
However, due to the nature of a case study approach, it provided additional practical insights
that lead to adjustments in our preliminary framework. Consequently, the revised theoretical
framework includes an extended value network to include all elements of the Nigerian dairy

value chain and as a new insight considers all of its components relevant in their entireness.
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5.3 Final Framework

Visualized, the final framework for analysing the external environment in emerging markets

looks as follows:
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Figure 9: External environment framework for the Nigerian dairy sector (own compilation, adjusted from Hatch and Cunliffe
(2006); Pels and Kidd (2012))

Key insights for both elements of the framework, the general environment and value network,

are briefly discussed in the following.

General Environment

The major outcome of the empirical study about Nigeria’s general environment was that the
empirical data confirmed our theoretical findings as all interviewees considered the seven

general environment factors to be relevant.

In addition, the assumption that all general environment factors are not equally important was

confirmed. In fact, four of the seven general environment facts are more influential with regards
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to the development of the dairy industry. Therefore, firms aiming to expand to Nigeria need to

put special emphasis on these factors.

Value Network

As a central outcome of the Nigerian dairy industry’s value network analysis, we conclude that
overall the empirical data supports our theoretical findings. In this sense, it was proven that the
Nigerian dairy industry can be described as a value network of interrelated elements, rather than
a value chain. Furthermore, competition was confirmed to be a superordinate element, relevant

at all parts of the network and the importance of industry partnerships was emphasized.

Moreover, the analysis provided additional practical insights increasing the understanding of

each component in the Nigerian dairy value network and their interrelations.

Finally, due to the high interdependencies between the value network factors, it was discovered
that all value network factors are equally important. In contrast to the finding for the general
environment, MNCs should not prioritize specific elements of the value network as it is

important in its entirety.
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6. CONCLUSION

For their rapid growth rates, an emerging middle class, extremely large populations and
resulting value potential, emerging markets are regarded “the biggest growth opportunity in the
history of capitalism” (McKinsey & Company, 2012). Accordingly, internationalizing MNCs
driven by the saturation of developed markets (IMF, 2017) and global strategy research have
progressively focused on understanding the specifics of emerging markets (London & Hart,
2004; Meyer, 2004; Ramamurti, 2004; Ricart, et al., 2004). However, one of the most influential
approaches to internationalization strategies (Rugman, 2002), the Transnational Model (Bartlett
& Ghoshal, 1989), and its evolutionary development by London and Hart (2004) tailored
towards the specific requirements of MNCs expanding to emerging markets, with special
consideration of the BOP, were recognized to lack empirical contributions. Further, neglecting
an external market orientation, they failed to give clear implications for MNCs of how to
adequately analyze an emerging market for internationalization, as criticized in this study.
Theoretical findings (London & Hart, 2004; Wright, et al., 2005) pointing towards the need to
understand, leverage and in an integrative way develop the emerging market’s specific context,
motivated the authors together with the previously mentioned limitations, to strive for the
development of an analysis framework for emerging markets to complement the Transnational

Model approach within this study.

6.1 Research Aims

Consequently, the aim of this study was to develop an emerging market framework defining
relevant external environment factors and hereby increasing the understanding of the
complexity of emerging economies for MNCs, with special consideration of the BOP. In this
sense, the empirically and scientifically highly relevant but poorly understood problem of which
driving factors to leverage for an MNC to capture emerging economies’ potential was
addressed. As the following assessment of our research objectives will demonstrate, this aim

was adequately attained through the empirical findings of this study.

6.2 Research Objectives

In line with the overall aim, this study had the objective to answer the research question of
which external environment factors MNCs should consider for internationalization to emerging

markets and to depict the findings in an emerging market analysis framework.
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As the following conclusions will outline, this objective was met through the achievement of

three subordinate objectives.

The first objective, to complement the Transnational Model (Bartlett & Ghoshal, 1989) and its
extension by London and Hart (2004) with an external environment analysis framework for
emerging markets, was fulfilled through the development of our final framework. It was the
outcome of reviewing theoretical findings which were amplified with empirical findings,

leading to the definition of external environment factors for the analysis of emerging markets.

To meet the second objective, we aimed to identify considerable external environment factors
with special consideration of the BOP. Based on Pels and Kidd (2012), we performed three
considerable adjustments based on additional theoretical findings, which were proven to be
confirmed by empirical data. Namely, these were: (1) Sustainability was added to complement
the general environment factors, the category task environment was renamed to value network,
(3) the value network was reduced from four to three factors - competitor becomes an integral
part of the three remaining factors and is regarded a superordinate element of primarily

partnership.

To achieve the third objective, we analysed the theoretical findings in the case of the Nigerian
dairy market and with rich data assessed their individual relevance. As an additional outcome,
the analysis provided further practical insights increasing the understanding of each factor in
Nigeria’s general environment and its dairy value network. It was discovered that Nigeria’s
general environment allows a prioritization of several crucial factors whereas with regards to

the value network, all factors are equally important.

6.3 Practical Implications

Despite the evident value potential of emerging countries for MNCs, the empirical
problematization of this study highlighted that until today the major part of this potential
remains untapped. Part of the reason are rather standardized approaches or minor local
adjustments to existing business strategies in developed countries, that fail to succeed in

emerging ones.

Therefore, the emerging market analysis framework of this study is considered a guiding
analysis tool for MNCs and respective managers to develop an increased understanding of an
emerging market and identify key aspects which should be considered before a potential
expansion. However, it is advised that MNC managers regard the framework of this study as a

guide, not a rulebook for internationalization to emerging markets. The reason lies in the limited
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applicability of the herein studied specific case of the Nigerian dairy market. MNCs expanding
to the same market but a different industry can employ the general environment implications
but should reconsider the industry analysis. MNCs expanding to other emerging markets can
take the specific findings of the Nigerian dairy market framework as an impulse to think about
certain issues but are highly recommended to use the preliminary framework as a guide and

reconstruct the specific framework for the respective market and industry.

Despite the need to adjust the framework to different emerging markets and industries, there is
still a general notion we want to emphasize for practitioners. As a key practical implication, we
therefore want to stress the importance to use this framework for understanding the specifics of
an emerging market and the respective industry and use the insights to leverage and develop

existing conditions to benefit from the full value potential.

6.4 Research Limitations

As mentioned in the previous chapter, the revised and expanded external environment
framework for emerging markets, based on significant insights about the Nigerian dairy market,
addresses the purpose of this study effectively. However, four major limitations have been

identified in the process of this study.

First, due to the deployment of a single in-depth case study, the case selection had to be as
narrow as possible in order to sufficiently analyze the complex general environment and value
network of one country and industry respectively. Thus, the generalizability of the final

framework to other emerging markets or industries is limited.

Second, this study applied purposeful sampling in order to reach out to specific relevant players
in the Nigerian general environment and dairy industry value network. As the access to local
contacts in Nigeria was difficult, snowball sampling was used to benefit from the network of
already confirmed interviewees. Therefore, subjectivity influenced the interviewee selection
and the resulting empirical findings. In addition, the small sample size compared to the

complexity of the framework may have led to a reduced data validity.

Third, this study developed a framework for analyzing the external environment of the firm.
Therefore, internal environment of the firm and potential interdependencies to the external

environment were not analyzed in this study.

Fourth, the findings about the Nigerian dairy industry and its environment are used to adjust
the preliminary theoretical framework. The authors make no overarching claim about the

attractivity of the Nigerian Dairy industry for MNCs.
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6.5 Future Research

Based on the theoretical and empirical findings as well as the above-mentioned limitations,

there are multiple points of departure for future research.

First, as outlined in the research limitations, generalizability of the final external environment
framework to other emerging markets is limited. Therefore, the authors of this study primarily
recommend that the final framework should be applied to (1) other industries in Nigeria in order
to confirm the general environment factors of this study and identify country-specific value
network patterns or (2) other emerging markets in order to identify general environment or
value network patterns for all emerging markets. It would be worth to shed light on whether
companies can learn from experiences expanding to other emerging countries with similar

external environment.

Second, the empirical study of this thesis found out that every element of Nigeria’s value
network is equally important as the underdevelopment of each element prevents other elements
from growing. Therefore, the entire value network hast to grow at the same pace to develop its
full value potential. The authors of this study recommend providing further empirical validation
and analyse whether this finding can be generalized to other underdeveloped dairy value

networks in different emerging markets.

Third, this study collected a great amount of data about the Nigerian dairy industry as well as
its general environment. Further research could make use of this data and this study’s findings
illustrated in the final framework to evaluate Nigeria’s market attractivity for dairy companies

and to develop a tailor-made market entry strategy.
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Appendix
Appendix A

TOPIC GUIDE/INTERVIEW SCHEDULE

INTRODUCTION

O Self-presentation
[ Focus of the study: Milk powder, evaporated milk and UHT milk

MAIN DATA COLLECTION
CHARACTERISTICS OF EMERGING MARKETS

1. General environment

a. Socio-economic_system

[J e.g. demographics, poverty, unemployment, urban vs. rural, population, education

b. Socio-political governance

0 e.g. role of institutions, dynamics & change
c. Infrastructure
[J e.g. resource availability (water, electricity, etc.), logistics, storage

d. Cultural system

[l e.g. Cultural embeddedness (traditions, beliefs, values), Continuity
e. Technology
[J e.g. Communication, information and transaction technologies, machinery

f. Regulative system

[1 e.g.judicial system, law enforcement, regulation, corruption
g. Sustainability

[ Emissions, Waste management, resource consumption
2. Value network

a. Consumers

[ E.g. Knowledge and Skills, Income, Household

b. Distributors/Retail

[J E.g. Distribution network (rural vs. urban), E-Commerce

C. Suppliers
[J E.g. Resources, Reliability

d. Competitors
[ E.g. Monopolistic or fragmented market? Product availability (rural vs. urban)



CLOSING PART

[0 Are there any topics we have not touched upon so far?
[1 Do you have any further contacts we should speak to?
[l Appreciation
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Appendix B

TOPIC GUIDE/INTERVIEW SCHEDULE

INTRODUCTION

[ Consent to be recorded
[J Self-presentation
[0 Focus on liquid UHT milk, evaporated milk and milk powder

MAIN DATA COLLECTION

Background: An immense growth potential has triggered many international companies’
interest in investing in emerging markets. What should be initial considerations before
expanding to Nigeria?

CHARACTERISTICS OF EMERGING MARKETS

Short framework presentation — \We suggest structuring the interview in the following two
categories. Do you want to add additional themes besides general and value network?

1. General environment
[l How did each factor develop in the past? (10y)
[1 How do you expect each factor to develop in the near future? (10y)

a. Socio-economic_system Reminder — BOX
. Probing
[ eg. demographlcs,_ poverty, unemplgyment, urban vs. rural, Repeat question in other
population, education, monetary policy words, “What do you mean
by ...?” “Have you thought

b. Socio-political governance

about ...?”

[] e.g. role of institutions, dynamics & change
Laddering down

c. Infrastructure Ask for examples, own

e .. .. experiences
[J e.g.resource availability (water, electricity, etc.), logistics,

storage

d. Cultural system

[0 e.g. Cultural embeddedness (traditions, beliefs, values), Continuity
e. Technology
[0 e.g. Communication, information and transaction technologies, machinery

f. Regulative system

[0 e.g.judicial system, law enforcement, regulation, corruption
d. Sustainability

1 Emissions, Waste management, resource consumption

2. Value network
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What are the main elements of the dairy value network according to your knowledge? Role of
BOP in each element of the value network?

a. Consumers

[0 E.g. Knowledge and Skills, Income, Household
1 Key characteristics and trends over the years
O Special emphasis on potential of BOP

b. Distributors/Retail

[ E.g. Distribution network (rural vs. urban), E-Commerce
{1 Key characteristics and trends over the years

C. Suppliers

U E.g. Resources, Reliability
71 Key characteristics and trends over the years

d. Competitors

[1 E.g. Monopolistic or fragmented market? Product availability (rural vs. urban)
[0 Key characteristics and trends over the years

3. Further question

What is/are the main driver for an increase in dairy consumption development in Nigeria or
are all equally relevant? (UHT, powdered, evaporated)

At which environment factors should foreign MNCs engage, if they want to become a lasting
player in the Nigerian dairy market?

CLOSING PART

[ Are there any topics we have not touched upon so far?
U Do you have any further contacts we should speak to?
[ Appreciation
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Appendix C

Nigeria Interview Schedule

Travel Time: 07/05/ 20018 - 10052018

(11} Company/Organisation

Role

Interview Location

Field of expertise

Comment

General Environment

Dairy Valoe Network

Promasidor produces and distributes food products
accross Africa. [t is the leading drinking milk company

Interviewee | Promasidor Promasidor Exccutive Lagos, Migeria 090518 {Outsider) {Insider) in Nigeria {~29% market share).
Interviewee 2 Spar Spar Exceutive Lagos, Migeria 09.05.18 {Outsider) {Insider) Spar is the largest chain of hypermarkets in Migeria
Interviewee 3 n/a Consumer Lagos, Migeria 09,0518  Consumer viewpoint Consumer viewpoint n'a
Tetra Pak is a globally operating packaging and food
X processing firm with a long history in dairy processing
Interviewee 4 Tetra Pak Dairy Marketing Manager Lagos, Migeria 09.05.18 {Insider) expertise
Interviewee 5 Tetra Pak Sales Manager Lagos, Migeria 09.05.18 {Outsider) see above
SEC is a dairy and beef research center: Their are
engaged by Arla, one of the largest dairy companies
X waorldwide, which is also active in Nigeria with one
Interviewee 6 SEGES {external consultant foir Arla) Dairy industry consultant Lagos, Migeria 100518 {Insider) butter and one milk brand
(reat experience in business creation challenges, Set up
Interviewee 7 Tribute Lifestyle Entrepreneur! CEQ Lagos, Migeria 100518 {Outsider) multible businesses in Lagos
Agriculture Ministry
Interviewee § Ministry of Foreign Affairs Denmark Counsellor Via phone 17.05.18 {Insider) {Dutsider) Advisor for Nigerian Ministry of Agriculture




	ABSTRACT
	ACKNOWLEDGEMENTS
	1. INTRODUCTION
	1.1 Background and Problematization
	1.1.1 Empirical Background
	1.1.1 Theoretical Background
	1.1.1 Current Empirical and Theoretical Findings
	1.1.1 Problematization

	1.2 Research Purpose
	1.3 Aim and Objectives
	1.4 Outline of the Thesis

	2. THEORETICAL STUDY
	2.1 Definitions
	2.2 Literature Review
	2.2.1 The Transnational Model
	2.2.2 Emerging Markets
	2.2.3 Bottom of the Pyramid (BOP)
	2.2.4 External Environment
	2.2.5 Preliminary Conceptual Framework

	3. METHODOLOGY
	3.1 Research Approach
	3.2 Research Design
	3.2.1 Theoretical study
	3.2.2 Case study
	3.2.3 Case selection
	3.3 Data Collection Method
	3.3.1 Interviews
	3.3.2 Documentation
	3.4 Data analysis
	3.5 Validity and Reliability

	4. EMPIRICAL STUDY
	4.1 General Environment
	4.1.1 Socio-economic System
	4.1.2 Socio-political Governance
	4.1.3 Infrastructure
	4.1.4 Cultural System
	4.1.5 Technology
	4.1.6 Regulative System
	4.1.7 Sustainability
	4.2 Value Network
	4.2.1  Consumers
	4.2.2  Distributors
	4.2.3  Suppliers
	4.2.4 Nigerian Dairy Industry Outlook

	5. DISCUSSION
	5.1 The Preliminary Framework
	5.2 External environment
	5.2.1 General environment
	5.2.2 Value Network
	5.3 Final Framework

	6. CONCLUSION
	6.1 Research Aims
	6.2 Research Objectives
	6.3 Practical Implications
	6.4 Research Limitations
	6.5 Future Research
	6.6

	Bibliography
	Appendix

