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Abstract

Prahalad and Hart advise companies to launch auptrothnovation on the

marketplace in low- and middle-income countriesobefaunching it in high-income

countries. The question arises which charactesistidow-, middle-, and high-income
countries determine the success of a product irtreywal he most important obstacles
in high-income countries are strong competition,sted interests and high
expectations from consumers. Competition in lowd amddle-income countries is
low and market size is too large to ignore. Pomingj conditions and non-

consumption make it easier for a new product tasfyatconsumers. Lack of

infrastructure can be a benefit.
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1. Introduction

Until the 1980s low-income countries served as bergpof labour and raw
materials; eventually they themselves became markatinly for existing, often
obsolete products. Recently, companies have paick rattention to low-income
countries as markets for products which are adajmtede needs and preferences of
the local population. For the introduction of a nereduct, however, companies still
consider high-income countries as primary markdt#art{ 2005; Prahalad &
Lieberthal, 1998; Arnold & Quelch, 1998).

Prahalad, Hart and co-authors propose that comgpami@g radical product
innovation to the marketplace in low- and middleame countries first, that is before
launching the product in high-income countfié@rahalad & Hart, 2002; Prahalad &
Hammond, 2002; Hart & Christensen, 2002). Radicatipct innovation is part of a
business model that Prahalad and Hart advise caegémadopt when entering the
low- and middle-income countries. The authors deattention to the four billion
poorest people in the world (the majority of wharelin low- and middle-income
countries) who are not targeted by multinationdlsey believe that companies can
increase their profits and at the same time camilto sustainable development by
selling their products and services to the peopltha@ bottom of the pyramid. The
authors emphasize that the potential market ind¥ve and middle-income countries

is too large to ignore (Prahalad & Hart, 2002; H2€05).

2 Actually Prahalad, Hart, and co-authors suggestpanies to launch new products in low- or middle-
income countriebefore or at the same tinas launching them in high-income countries. Weu$oan

the strategy where companies launch the produtiivin or middle-income countriegrior to high-
income countries because we feel that this is tbetnmportant part of the hypothesis. Launching a
product at the same time in high-, middle-, and-loeome countries basically means pointing out to
companies not to forget the low- and middle-inconakets. It does not say anything about the ease or
difficulty of selling new products in low- and mildgdincome countries compared to high-income
countries.



Radical innovationis based on a new technology, contraryioremental
innovation which is based on existing technology (lyer, lzafal & Sharma, 2006).
Disruptive innovationis a specific kind of radical innovation; it tatgethe non-
traditional, less-demanding consumers instead ef rminstream-markets (Hart,
2005) and disturbs the balance of power in the etafker, LaPlaca & Sharma,
2006).

The World Bank Group (2003) distinguishes high-ddfe- and low-income
countries based on their annual gross nationalystd@NP) per capitddigh-income
countrieshave a GNP per capita of $9,206 or gredddle-income countriebave
an annual GNP per capita between $745 and $9|286-income countriefave an
annual GNP per capita of $745 or less. In 2003there almost thirty high-income
countries with a combined population of almost bitkon people, sixty five middle-
countries with a combined population of 2.7 billipeople, and sixty low-income
countries with a combined population of 2.5 billiseoplé. Many people in low- and
middle-income countries cannot meet their basicdseg@eople in middle-income
countries have more access to goods and servi@es lople in low-income
countries.

Why do those authors find radical —even disruptiveevation so important for
business performant® According to Hart (2005, p. 32) “technology i thusiness
of business” and disruptive innovation (and nottdeadership or differentiation) is
the key towards a competitive advantage in the& @tury (Hart, 2005). Hart and
Christensen (2002) state that the market for disrepnnovation lies athe bottom of

the pyramid being the four billion poorest people in the wofPrahalad & Hart,

% Only countries with a population of one billion orore were counted (The World Bank Group,
2003).

* Business performance can be measured by prdfis,s&@venue, growth, etc. Further in the paper we
will focus on sales (market share), but for nowuse the general terbrusiness performance



2002). Hart and Christensen (2002) firstly argus the business models used in low-
and middle-income markets are adaptable so thapaoies can also apply them in
high-income countries (by increasing costs and ragidieatures (Hart, 2005)).
Secondly they argue that competition in low- andidte-income countries mainly
comes from non-consumption or low-quality produdi®n-consumptiommeans a
consumer need is currently not being satisfied my @roduct (Hart & Christensen,
2002), either because no product exists that cealisfy the need, or because
consumers cannot afford to buy the products aJailteb satisfy the need. There is,
therefore, a market for simple yet quality produ@thile it is difficult to launch new
products prematurely in high-income markets, wheognpetition comes from
established products (Prahalad & Hart, 2002), peapllow- and middle-income
countries might accept new products faster bectnesehave not yet become used to
the old products (Prahalad & Lieberthal, 1998).

According to Prahalad and Hart (2002), launchingreduct first in low- or
middle-income countries could also contribute tstainable developmehtThey
specifically talk about environmentally friendlyqalucts, which would allow demand
in low- and middle-income countries to grow withaneating the same waste as in
high-income countries and which could replace utasnable technologies in high-
income countries (Prahalad & Hart, 2002; Hart, 20@&rt & Christensen, 2002).

Innovation improves business performance but mamy products fail to satisfy
the company’s expectations (Hult, Hurley & Knigi2Q04; Kollat, Blackwell &

Robeson, 1972). The strategy to launch a new ptdiastin low- or middle-income

® “Systainable development is development that metsieeds of the present without compromising
the ability of future generations to meet their omgeds.” (World Commission on Environment and
Development, 1987, p. 54) Sustainable developmast dn environmental, social, economic, and
institutional dimension (United Nations, 1992).



countries can provide a new opportunity for produmctovation that fails at the
introduction stage in high-income countries (H2€05).

The idea of choosing low- and middle-income cowstras the primary market
for radical innovation is interesting but lacks keac theoretical framework and
empirical support.

The work of Prahalad, Hart, and co-authors rai$es question whether the
performance (measured by short term profit, sa&&nue, growth, ...) of companies
that bring radical innovation to the marketplacestfiin low- or middle-income
countries and then in high-income countries is doethan the performance of
companies that immediately bring radical innovationthe marketplace in high-
income countries. To answer this question we fireed to know under which
circumstances a product launch in low-or middlesme countries prior to its launch
in high-income countries is preferable. The papeus$es on theoretically identifying
these circumstances and therefore offers the gwaorkdfor a model of a product
launch at the bottom of the pyramid.

The paper proceeds as follows. Section 2 discussesompany’s objective of
choosing low- and middle-income countries as prymaarkets. Section 3 enlists the
assumptions of the model. Section 4 presents agties overview of the factors that
influence the introduction of a radical innovation the demand and supply side
within the economic, political, legal, technolodicand socio-cultural environment in
low-, middle-, and high-income countries. Sectiondaws conclusions. Finally,

section 6 briefly discusses the limitations of thedel and future research.



2. The company’s objective

The proposition to bring innovative products to timarketplace in low- or
middle-income countries before bringing them tohkigcome countries raises the
guestion: what would companies aim to achieve bgvwong this strategy?

Companies follow a strategy to achieve an objectsugch as profitability,
market share, market development, or growth. Paahahd Hart (2002; Hart, 2005)
consider profitability to be a company’s main, lelegm objective (see Figure 1).
They believe that companies can achieve it by laimgca new product first in low-
or middle-income countries, use the experiencemjarove the product, and sell the
product in high-income countries as well. They 06 suggest a choice between low-,
middle-, and high-income countries for initial imdiuction to the market, but rather a
sequence of market introductions. After having tded a new product in low- and
middle-income countries, the company can adaptptiogluct and sell it in high-

income markets (up-market migration) (Hart, 2005).

Market share

Learning Upmarket migration to

effects high-income countries Profitability

Market size

Figure 1. Company objectives in short and long term

By bringing the product to the marketplace insteadontinuing to work on it in
R&D-departments, production and consumption of pineduct begin. Production
usually follows the classic learning curve by whigherage costs decrease as the

company’s cumulative output increases. Additionallye product’s performance



follows another learning curve: the product impythrough time with increasing

cumulative output making the product more attractiv consumers in high-income
countries, where it has to compete against eshaaliproducts (Hart & Christensen,
2002; Prahalad & Hart, 2002). As time passes andwoer feedback is gathered, the
company tries to improve the product. The more [@ape the product, the higher
the probability that deficiencies are detected mpbrted.

In the short term, when the company brings the pesuct to the market solely
in low- or middle-incomes countries, the compamgréifiore has other objectives than
profitability. To maximize the learning effects v#tng from consumption and
production, in the short term the company aimselbtee product to as many people
as possible; a company tries to maximize its maskate, or in case most competition
comes from non-consumption, a company tries to ldpvthe market and increase
market siz&

To determine under which conditions companies wquikfer to launch a new
product in low- or middle-income countries firsgngpanies need a clear idea of the
factors that affect the diffusion of (new) prodyaad of which of these factors differ

between high-, middle-, and low-income countries.

3. Assumptions of the model
The model examines the actionsarfe companythat wants to launch a new
product and has to decide in which country to lauiic To simplify the complex
reality in which companies launch products, the ebodhakes the following
assumptions regarding (1) the product, (2) the @mp(3) the markets, and (4) the

production.

® An alternative is beta-testing, as with new sofewa



Assumption 1aThe new product ia radical innovation. It is, therefore, also a
real innovation, being an innovation that is newtlie entire world (Muhlbacher,
Leihs, & Darhringer, 2006).

Assumption 1bThe product follows #&earning curve for average costs as well
as for product performance.

Assumption 2aBecause the new product is a radical innovatios,company is
a pioneer in the market. A pioneer is a company ithéhe first to introduce a new
solution to a customer problem in the market” (Mi#tuher, Leihs, & Darhringer,
2006, p. 378). There is therefore competition from companies who produce the
same product; competition comes from other kindproducts that meet the same
needs or from non-consumption.

Assumption 2bThe company is emonopolist for the time horizon of the model.

Assumption 3aThe model considersvo markets where to launch the new
product: one market of rich consumers (a proxyhigh-income countries), and one
market of poor consumers (a proxy for low- and reddcome countries). The
consumers in both countries are representativedon market.

Assumption 3bThere is avorldwide demand for the product.

Assumption 3cThe two markets argegmented meaning that consumers cannot
buy products in the other market.

Assumption 4aThere areno location advantagesfor production; we do not
consider the difference between producing the mbduthe same market as it is
sold, and producing it in the other market.

Assumption 4bTransportation costsare zero.

Assumption 4cThere areonstant returns to scale



4. Factors influencing a product launch
Several factors can influence the launch of a newdyxt. Following
Mihlbacher, Leihs, and Darhringer (2006) we sulaidivthe company’s macro-
environment into the economic, political, legal¢cheological, social, and cultural
environment, focusing on the factors that diffetwsen low-, middle-, and high-
income countries. The factors influence the ativaoess of the product to potential
consumers and the ease with which the company ftantbe product on the market
with the aim to reach as many people as possiierd 2 enlists these factors, which

are further discussed in the next paragraphs.

DEMAND

Economic environment

- Income per capita

- Distribution of income

- Consumer needs

- Competition

Political environment

- Stability

- Government demand

Legal environment
Technological environment

- Level of technological sophistication
Social & cultural environment

- Population size Market share
- Age distribution Profitability
- Acceptance of change

Market size

SUPPLY

Economic environment

- Cost structure (taking into account
income per capita)

Palitical environment

- Stability

Legal environment

- Regulation

Technological environment

- Infrastructure

Social & cultural environment
- Urbanization

Figure 2. Factors influencing market share or masks, demand and supply side



4.1. Economic environment

Within the economic environment, we look at incopsg capita, distribution of

income, consumer needs, and competition.
Income per capita

The most obvious distinction between low-, middesd high-income countries
is income: high-income countries have a higher nme@er capita than middle- and
low-income countries (The World Bank Group, 2008.income is one of the factors
that determine demand for a product, Prahalad ardribnd (2002) call poverty one
of the reasons for multinationals not to target-loaome countries.

According to Prahalad and Hammond (2002) compalédigeve that prices in
low- and middle-income countries are lower thanhigh-income countries and
therefore find it more difficult to sell productsttva profit. Some companies, though,
try to lower production costs so that they can selle cars at lower prices and still
make a profit. Vodafone, for example, is bringinghite phones of $25 on the market
in Africa (The Wall Street Journal, 2007b). Nissamd Renault are working on a
$3000 car for the Indian market (The Wall Streatrdal, 2007c). Car companies
understand that only a small part of the populationow- and middle-income
countries can afford a car of $15,000 or more (amyrtars in high-income countries
cost). Many companies, however, do not realize pleaple in low-income countries
are confronted with the Poor Pay More Syndrome: ttuanonopoly power of
distributors, poor people in low- and middle-incosmintries often pay more for a
product or service than people in high-income coesmt(Consumers International,

2004; Prahalad & Hammond, 2002).
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Distribution of income

Many low- and middle-income countries have an uaédistribution of income:
a small part of the population earns a large pairthe country’s income (United
Nations Development Programme, 2006; Muhlbacheihd,e& Darhringer, 2006;
Weil, 2005). Considering the size of the populatitms national elite or middle class
can consist of many people able to buy more expengioducts and provide an
interesting test market for certain product innawa.

The automobile industry, for example, is developiog-cost cars for people
who used to be able to afford nothing more thanonegtles, but are now, as their
income increases, on the market for a car (The \8aket Journal, 2007c). Car
companies do not have to develop new cars; theialdéome low- and middle-income
countries can afford to buy some cars that car emmas bring on the market in high-

income countries as well.

Consumer needs
Many people in low- and middle-income countries aranly concerned with
meeting their basic needs —such as food, clothiogsing, and fuel- and can only
afford to spend a limited amount of their incomelwxury products (Gangopadhyay
& Wadhwa, 2004). However, DeSoto (2000) and Prahd#aHammond (2002)
emphasize that poor people also spend money omjaad high-tech products, such
as televisions. Additionally, people in low- and dalie-income countries are
becoming more acquainted with products sold in tiglome countries; as incomes
rise, demand for these products increases (Arnof@duglch, 1998; Prahalad & Hart,

2002).

11



Considering that many people in low- and middlesme countries are still
trying to meet basic needs, these countries aeeesting for companies in industries
that serve these needs. Because some people (@fi@men and children) in poor
countries still have to walk long distances to water or wood, companies active in
the utilities industry can have a large influencetloose people’s living conditions by
selling them their products.

Due to fast growth in some low- and middle-inconmmurdries, income is
increasing as such that people can now afford tetmather consumer needs; more
people are, e.g., able to buy a car instead ohlgaa walk everywhere or take public
transportation. In high-income countries, on thet@ry, many households already
have a car and the car market is becoming saturBechuse of this slowdown of
demand in high-income countries, companies sudliiggan and Renault start to pay
more attention to low- and middle-income countudsere demand rises (The Wall
Street Journal, 2007c). Also Vodafone is focusimgwhat people in low-income
countries can afford, namely cheap mobile phones bfasic calling and text-

messaging (The Wall Street Journal, 2007b).

Competition

While there are many competing, established pradacailable in high-income
countries, competition in low- and middle-incomeaigtries mainly comes from non-
consumption or low-quality products (Hart & Chris¢en, 2002; Prahalad & Hart,
2002; Prahalad & Lieberthal, 1998). Non-consumptan facilitate the introduction
of new products (Arnold & Quelch, 1998). lyer, LaB4 and Sharma (2006) also
believe that markets with less-demanding consumeos-consumers, and few

competitors may provide more opportunity for ratlinaovation.

12



Prahalad and Hart (2002xpect that vested interests of powerful incumbents
and institutions in high-income countries restramarket introduction of product
innovation. Vested interests committed to an alodpct or technology will try to
hinder the adoption of a new product (Easterly,Z200 the U.S., oil companies are
hindering gas stations to offer ethanol at the painipr example, by contractually
forbidding them to sell ethanol or by forcing thdém install ethanol pumps on a
separate island on own costs (The Wall Street abu2007a). On the one hand the
small supply of ethanol is a consequence of th#doimdemand for it (The Wall Street
Journal, 2007a); on the other hand, people willot cars that run on ethanol when
there are not enough gas stations where they kdinefir tanks. Not only competition
from powerful incumbents, but also vested interestsn institutions (e.g. the
Catholic Church’s opposition against the use of tremeptives) can prevent
companies from profitably offering new products affalad & Hart, 2002). As a
result, companies might find it easier to sell prdinnovation in low- and middle-

income countries before selling it in high-inconoaiatries.

4.2. Political environment

Within the political environment, we look at statyiland the government.

Stability
The political system is generally more stable ighhincome countries than in
low- and middle-income countries. An unstable |dit system reduces the
predictability of the business environment (Muhlvac Leihs, & Darhringer, 2006).
In countries in war, for example, the high costsdecurity makes it difficult to do

business.
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Countries with a high income inequality (which Ieetcase for many low- and
middle-income countries) tend to have a high degresocio-political instability
(Weil, 2005, p. 393). For low- and middle-incomeuntries, Rouvinen (2006)
surprisingly found that democratic regimes havewaelr rate of diffusion of mobile
telephony than authoritarian regimes. Rouvinen §2&peculates that authoritarian
low-income countries are politically more stabledasmdopt more communication

technologies for military purposes than democreigntries.

Government

Governments in low- and middle-income countriesrdeadvanced technology
(Mahlbacher, Leihs, & Darhringer, 2006). The demé&min those governments can
provide the support required for the introductidrmgroduct innovation. Government
support can help diffusing expensive products, sischersonal computers, among the
entire population (and not just the rich elite). TRl $100-laptop, for example, is
cheap compared to computers in high-income cowtioiet can still be too expensive
for some people living in low- or middle-income oities. Thanks to government
support, MIT can reach more people (One LaptoQteid, 2007).

The government can also hinder doing business w: Bnd middle-income
countries, because of corruption or weak institgigPrahalad & Hammond, 2002;
Arnold & Quelch, 1998; Hart, 2005). According tcety LaPlaca and Sharma (2006)
unsatisfactory institutional development negativieiffuences the success of radical

innovation.

4.3. Legal environment

Within the legal environment, we look at regulation

14



Regulation

Different countries have different rules concerniogmpetition, marketing,
protection of intellectual property, packaging, guot liability’, advertising, etc.
(Mahlbacher, Leihs, & Darhringer, 2006). Also th#@cement of these rules differs
between countries. High-income countries have ncoraplex regulation than low-
and middle-income countries (Weil, 2005, p. 342¢c@&8use rich people tend to be
more risk-averse, rules and enforcement in higl#ime countries may be stricter than
in low- and middle-income countries. Arnold ande(@h (1998) and Hart (2005)
name the lack of regulation in low- and middle-ime countries as one of the
obstacles for doing business there.

Some companies move their production sites to mwniddle-income countries
because laws on labour and environmental pollution less strict than in high-
income countries. In the same way can companiessehim bring new products to the
market first in low-income countries because lawseag., product liability, are less
strict. On the contrary, the stricter regulatiogaeling environment in high-income
countries can also stimulate the development ofrenmentally friendly products.
For example, since 2006, New York no longer all@iyssompanies to demand from
gas stations that they only buy fuel from the @impany itself, opening opportunity

for gas stations to sell ethanol (The Wall Streetrdal, 2007a).

4.4. Technological environment
Within the technological environment, we look afrastructure and level of

technological sophistication.

" Product liability refers to the responsibility tife supplier of a good to guarantee that the comsum
will not incur any personal damage by using it (Mbizither, Leihs, & Darhringer, 2006).

15



Infrastructure

A country’s infrastructure can be subdivided im@nsportation, communication,
energy, and commercial infrastructure. The genglad is that a certain level of
infrastructure is required to sell and distributeoducts (Muhlbacher, Leihs, &
Darhringer, 2006). Prahalad and Hammond (2002) reami@adequate infrastructure
as one of the barriers to do business profitablpw and middle-income countries.
According to lyer, LaPlaca and Sharma (2006), usisatory infrastructure
negatively influences the success of radical intiona

However, the lack of infrastructure can also helg tadoption of new
technologies (Arnold & Quelch, 1998; Easterly, 2002Zhe presence of an old
technology creates a deadweight that hinders tlupteh of a new technology
(Easterly, 2002). The heavy investments for letfimctories work on steam engines
made in the past, discouraged factory owners ttacepthe steam engine with the
electric engine, despite its benefits (EasterlY)20The lack of infrastructure for the
old technology can therefore speed up the diffusibthe new technology because it
facilitates leapfrogging. Technology leapfroggingans that companies or countries
skip one or more generations of a technology. Tdefrom not using the technology
or using an old generation of the technology tomgishe new technology (Arnold &
Quelch, 1998). For example, many telecommunicatimmpanies try to sell mobile
phones in low- and middle-income countries whepeedtline telephony is not
extensive. So companies active in an infrastruagnaastry can bring new products to
the market easier in low- and middle-income coestthan in high-income countries
where a solid infrastructure is already widely prés Developing an adequate

infrastructure in low- and middle-income countrazsild not only be profitable, but
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would also improve connectivity with potential custers and lower the entry barriers

for companies active in other sectors (Prahaladagnkhond, 2002).

Level of technological sophistication
The level of technological sophistication in a cioyrgives an idea about what
people there are used to working with. Being ablaunderstand and work with a
certain technology may facilitate the use of anotkehnology. For example, using a
mobile phone is easier when the consumer has exmeriwith fixed-line telephones.
Rouvinen (2006) found that the diffusion of moltégephone is higher in low- and
middle-income countries with a higher diffusion @fon-telecommunications
technology (such as PC penetration). High-incoment@es have more internet users
and also more mobile phone subscribers than middtame countries and even more
than low-income countries (United Nations Developtrferogramme, 2006). Because
the level of technological sophistication is highrehigh-income countries, bringing a
new product to the marketplace there may be e#srin middle- and low-income

countries.

4.5. Social and cultural environment
Within the social and cultural environment, we loak population size, age
distribution, degree of urbanization, and accemasfochange (Muhlbacher, Leihs, &

Darhringer, 2006).

Population size

The larger the population, the larger the posssike of the product market.

Authors such as Prahalad and Hart (2002; Hart, 2088 this argument to convince

17



multinational corporations to sell their produatdow- and middle-income countries
where most people in the world live (about 5.2idmll people (The World Bank
Group, 2003)). Most multinationals, however, fo¢bsir business on the 1 billion
people living in high-income countries (PrahaladH&ammond, 2002). Large, fast-
growing countries (such as China and India) alson gapecial attention from

companies (Muhlbacher, Leihs, & Darhringer, 2006).

Age distribution
In general, low- and middle-income countries havgoanger population than
high-income countries (UNDP, 2006). Contrary totgasdings that young people
adopt innovations quicker than old people, studrethe age difference between early
and late adopters of innovation do not provide tgice results (Rogers, 2003, p.

288).

Urbanization
Urbanization represents the degree of concentrafigotential customers, more
precisely the part of the population that lives dities (Muhlbacher, Leihs, &
Darhringer, 2006). It reflects the ease of accessustomers when entering a new
market. A dispersed population —such as in rus¥ is more costly to reach than a
concentrated population —such as in urban aread, (B205; Prahalad & Hammond,
2002). Another important factor linked to the degeé urbanization is infrastructifte
A dispersed population is more difficult to reackcause it is more difficult and
costly to develop the infrastructure (such as raats communication channels). An

adequate infrastructure makes it easier to reaci aveas.

8 See Technological environment: Infrastructure
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The percentage of the population living in urbagaaris highest in high-income
countries, second highest in middle-income counta@d lowest in low-income
countries (UNDP, 2006). In high- and middle-inconmntries, more people live in
cities than in rural areas; less than one thirthefpopulation in low-income countries
lives in cities (UNDP, 2006). In absolute termstbomes down to almost half of the
world population living in urban areas.

Obviously, not everyone living in a city is rich easily reached. Too rapid
urbanization may lead to concentrations of poomppeovho often work in the city’s
informal economy (Muhlbacher, Leihs, & Darhring2606). The urban poor do not
only consume different products than the urban bah also than the rural poor;
companies can therefore not approach the poorbanuand rural areas in the same

way (Muhlbacher, Leihs, & Darhringer, 2006).

Acceptance of change

The acceptance of change (for instance of new pitsyldiffers from country to
country. People who are informed about other ce#turend to be more tolerant
towards changes (Muhlbacher, Leihs, & Darhringéf6).

Religion, living conditions, and the material cuéiuof a society shape people’s
tendency to accept changes (Muhlbacher, Leihs, &iayer, 2006). In general,
people in high-income countries accept change rfaken do people in low- and
middle-income countries (Muhlbacher, Leihs, & Danger, 2006). However, thanks
to a global, increasing access to information, peop low- and middle-income
countries know which goods and services compare#isirs high-income countries
(Prahalad & Hart, 2002). Even though they do natscmne the products themselves,

knowledge about the products may increase thegmance to change.
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Rogers (2003) identifies five product characterssthat affect product diffusion:

relative advantage, trialability, observability ngpatibility, and complexity.

Relative advantage

When a new product is perceived to be superioragi generations of products
(relative advantage), people are more likely topadb(Rogers, 2003, p. 229, 233).
Relative advantage depends on which other proghatential customers compare the
product to. If there are many satisfying productailable, such as in high-income
countries, the competition might be too heavy. @amers in high-income countries
have higher expectations regarding quality andufeat of new products than
consumers in low- and middle-income countries, wbhmpare the product to few
products of lower quality or (in case of non-congtion) to no competing products at
all (Prahalad & Hammond, 2002; Hart, 2005; Hart BriStensen, 2002). The market
introduction of more modest products may therefgsemore smoothly in low- and

middle-income countries (Hart, 2005; Hart & Chrsten, 2002).

Trialability

When potential customers can experiment with a ygben a limited basis
(trialability), they will be more likely to buy th@roduct (Rogers, 2003, p. 258).
Mihlbacher, Leihs, and Darhringer (2006) agree peiple tend to adopt a new
product when the risk of testing the product is.loMiey sum up seven types of
perceived risk: physical, functional, psychologicsdbcial, financial, environmental
risk and the risk to waste time on the productcear

The personal risk of testing a product consistthefphysical, psychological, and

social risk. The possibility of harming the custoimdealth (physical risk), the risk of
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damaging the customer’s self-image (psychologigsk)r and the risk that the
purchase or use of the product embarrasses theirmensn front of others (social
risk) lowers a consumer’s willingness to buy thedwct (Muhlbacher, Leihs, &
Darhringer, 2006). The personal risk of buying avngroduct is unlikely to be
different in low-, middle-, or high-income counsieThe social risk, however, might
be bigger for people who live in smaller commumitighere living in anonymity is
less possible. For example, boiling contaminatetémia Los Molinos, a town of 200
families in rural Peru, is linked to illness. Agesult, the habit to boil water is only
adopted by sick people and people who were rasedher towns and fear diseases
non-boiled water might lead to (Rogers, 2003, p).1-

The risk to lose money (financial risk, (MUhlbaghegihs, & Darhringer, 2006))
depends on the price of the product relative top#esonal income of the customer.
Considering the lower per capita income in low- andidle- income countries
(except for the rich elite), the financial easdeasiting is a bigger obstacle there than it
is in high-income countries. The risk of non-penfi@ance of the product (functional
risk, (Mahlbacher, Leihs, & Darhringer, 2006)) iesely related to the financial risk
because it increases the risk of spending money defective product. It is not just
about whether someone can afford to buy the proaluabout the opportunity cost of
buying it, it is about possibly spending money withgetting anything in return. The
risk of wasting time on the product search reflebts opportunity cost of spending
time on, e.g., leisure or work (which in the casevork increases the financial costs
of searching for a product). The opportunity costtime is lower in low-income
countries than in high-income countries. Howevegeirsg that in low-income

countries more people live in rural areas and iaweoss a larger distance for certain
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purchases, the time spent on searching for a ptaduncbe long and, as a result, the
financial cost high compared to personal income.

In accordance with the environmental Kuznets cyrpeople in high-income
countries (and the elite in low- and middle-incoomuntries) are more likely to
consider the negative effects on the environment cohsuming a product
(environmental risk, (Muhlbacher, Leihs, & Darhrang 2006)) than people in low-
and middle-income countries. It can therefore b&eeao launch environmentally

friendly products in high-income countries.

Observability

When the results of an innovation are visible, peayho have not yet adopted
the innovation will be more likely to do so (Roge?2903, p. 258). As Muhlbacher,
Leihs, and Darhringer (2006) put it, consumersracee likely to buy a new product
when they understand its relative advantage (e&dsmramunication). Barriers to
communication are language and intellectual capgbil

Prahalad and Hammond (2002) name illiteracy asobiiee obstacles for doing
business in low- and middle-income countries.

The intellectual capability of the population idluenced by the educational
system and the national level of technological ssiffation. Depending on what
consumers learned in school and depending on éx@erience with innovation, a
good product can fail because of a lack of promenraunication. In the Peruvian
town Los Molinos, for example, some inhabitants wad want to adopt the habit of

boiling water because they did not understand éhevance of it. They could not

o According to the Environmental Kuznets Curve, emwinental degradation first increases with
income per capita and then decreases. The turmimg appears to be between $5,000 and $8,000 per
capita (Dasgupta, et al., 2002).
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understand that non-boiled water can be contandnaith germs and make whoever

drinks it, sick (Rogers, 2003, p. 1-5).

Compatibility

When a new product fits with a consumer’'s expeeencvalues, or needs
(compatibility), consumers will tend to buy the guat (Rogers, 2003, p. 240, 249).
Living conditions influence the choice of produtket people adopt (Mihlbacher,
Leihs, & Darhringer, 2006). People will be morelingy to adapt their lives when the
use of the new product tremendously improves theing conditions. It may be
easier for new products to improve the living cowodis of people in low- and middle-

income countries than in high-income countries.

Complexity

When consumers find the product itself (not itatige advantage) difficult to
understand (complexity), they are less willing toy lit (Rogers, 2003, p. 257). It can
be very difficult to explain how a new product werto people who do not have any
experience with similar applianc@s

Intellectual capability influences complexity aslw@ccording to Prahalad and
Hammond (2002), the conventional idea of multinadis that poor people cannot use
advanced technologies is wrong. They point out, fieatexample, people in low- and
middle-income countries are able to use mobile phogven though most of them

have never used a phone of any other kind before.

19 Also see Technological environment: ‘Level of teclogical sophistication’
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5. Conclusions
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Which factors stimulate or hinder the diffusioneofadical product innovation in
low-, middle- and high-income countries? Obstadlesigh-income countries are
usually benefits in low- and middle-income courdraad vice versa.

Table 1 shows the factors that positively or negdyi influence the product

launch of an innovation in high-income countries tike demand or supply side.

POSITIVE INFLUENCE NEGATIVE INFLUENCE
Economic environment Economic environment
High income per capita Saturated markets
Palitical environment High competition
Legal environment Vested interest of incumbents
Strict environmental enforcement  Political environment
Technological environment Legal environment
High level of technological Technological environment
sophistication Vested interest in old technology
Social & cultural environment Social & cultural environment
Higher acceptance of change Small population
Financial ease of testing High consumer expectations
Care about environmental risk High opportunity cost in search of product
Economic environment Economic environment
Political environment Political environment
Stability Legal environment
Legal environment Complex regulation
Technological environment Strict enforcement
Solid, widely present infrastructure Technological environment
Social & cultural environment Social & cultural environment

Urban (ease of access)
Table 1. Factors influencing product introductiarhigh-income countries
The high budgets in high-income countries allow pames to offer all sorts of
products and services (compared to low- and middleme countries). The high
level of technological sophistication increaseseatance of new technology and
makes it easier for consumers to work with new potgl Since more people in high-
income countries live in urban areas than in rarabs, potential customers are easy

to reach. Because of the high income per capitaswoers can afford to care about
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the environment and demand environmentally friengitgducts. The strict rules
concerning pollution stimulate the developmentmfinmentally friendly products.

When companies try to bring radical innovation e tlready saturated high-
income market, however, they face strong compaetitiom industry incumbents and
vested interests. The supply of many products gl lguality increases competition
and the consumers’ expectations towards new predudiese high expectations
make it more difficult to launch a new product ilgtrincome countries. Extensive
regulation and strict enforcement of laws (e.gnaswning pollution) make it difficult
for companies to do whatever they want.

Low- and middle-income countries also have charmties that facilitate or
hinder the launch of a new product, as shown iletab

The political instability, weak institutions, an@rcuption can make low- and
middle-income countries an unattractive environmintdo business in. Reaching
consumers is difficult because a large part of gbpulation lives in distant, rural
areas and because of the lack of infrastructure. dredit constraints of the poor
lower the trialability of a new product and puskempanies to lower cost so they can
lower prices. The high illiteracy rate makes itfidiilt to communicate about new
products. The low technological sophisticationlod poor is a disadvantage that can
be overcome.

Considering the population size in low- and mididieeme countries, there is a
large, potential market for many products, espBcaioducts that serve basic needs.
Poor people, however, also spend part of theirnmeon other products. Companies
that sell luxury products may not forget that theye fairly large elite and middle
class in low- and middle-income countries as wdibvare able to buy some products

that companies offer in high-income countries.
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POSITIVE INFLUENCE

Economic environment
Presence of elite/middle class
Basic needs and luxury needs
Low competition

Palitical environment
Government demand

Legal environment

Technological environment

Social & cultural environment
Large population
Lower consumer expectations
(relative advantage)
Poor living conditions
(relative advantage)

Economic environment
Political environment
Legal environment

Lack of regulation and enforcement

Technological environment
Technology leapfrogging
Social & cultural environment

NEGATIVE INFLUENCE

Economic environment
Low income per capita
Inequality
Basic needs
Palitical environment
Corruption
Weak institutions
Legal environment
Technological environment
Low level of technological sophistication
Social & cultural environment
Lower acceptance of change
Higher social risk
High financial risk
Less care for environmental risk
Long time in product search
llliteracy
Lower intellectual capability
Lack of experience with similar products

Economic environment
Need for lower cost structure
Political environment
Instability
Legal environment
Lack of regulation
Less enforcement
Technological environment
Inadequate infrastructure
Social & cultural environment
Rural

Table 2. Factors influencing product introductioriaw- and middle-income

countries
Familiarity with and demand for products sold ingtiincome countries
increases because of easier access to informétionany sectors, most competition
in low- and middle-income countries comes from wmonsumption. In general,
regulation in low- and middle-income countries esd extensive and less enforced,
which attracts companies. Sometimes support connestlg from governments who
demand products and subsidize the distribution gntbair people. The poor living

conditions of many people in low- and middle-incoocmeintries makes it easier for a
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new product to be perceived as superior to othedymts that aim to meet the same
needs, or in the case of non-consumption, the adgans even clearer. The lack of
infrastructure can be a benefit due to the possibdf technology leapfrogging.
Emerging countries gain special attention from canis because of their large size
together with rapid growth. Companies probably paymuch attention to emerging
countries because they combine the benefits of,loniddle- and high-income

countries.

6. Limitations and future research

The research of the paper has several limitatiédngdirst set of limitations
concerns the categorization of countries. The mamtghpares two groups of
countries: low- and middle-income countries on tre hand, and high-income
countries on the other hand. The model can be wmaprdy separating low- and
middle-income countries into two separate groupbe Tmodel also makes a
generalization of all low-, middle-, and high-inceroountries; it ignores differences
among, e.g., high-income countries.

A second set of limitations concerns the assumgtinade in the model. Firstly,
the company that wants to launch a new productnsaopolist. As a result of the
lack of direct competition at the moment of thedarct launch we did not consider
imitation, counterfeiting, and regulation of compenh and of intellectual property.
Arnold & Quelch (1998) and Hart (2005), howeveriereto the lack of effective
protection of intellectual property as one of tihstacles that discourage companies to
do business in low- and middle-income countries.eWlexpanding the model to

include direct competition at the moment of thedut launch or to take into account
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the entry of competitors in the future, the inflaerof factors such as imitation and
intellectual property protection will be examinesiveell.

Secondly, the assumption of two segmented marketades international trade.
As a result, we did not consider the effects ofaipnport policy, trade sanctions,
exchange rates, and trade unions.

Finally, the assumption of the absence of locatmivantages excludes the
consideration of comparing regulation in the honmel $he host country, foreign
investment, market entry mode, labour force, armdpiance of companies and goods
of a certain country.

As indicated in the introduction, the paper offdrs groundwork for a model of
a product launch at the bottom of the pyramid. Fresearch can gather empirical
data to support or reject the theoretical findingthis paper, based on the experience
of multinationals that have approached the marketsw-, middle- as well as high-
income countries. The empirical research can fint which factors influence a
product launch the most, and for which sectors @ggring low-income countries

first would be interesting.
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