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Abstract 
 

Frugal innovation comes as a profitable business strategy that satisfies the demand for essential needs, 

empowers local communities and preserves the natural ecosystem. Indeed, increased academic 

interest in exploring frugal innovation became obvious in the past decade. However, the empirical 

evidence is not enough to reduce the gap between theory and practice. Companies do not have the 

guidelines necessary to explore the frugal strategy that the several scholars have already characterized. 

Thus, there is a need for a new integrated framework that summarizes and characterizes different 

geographic regions, with the aim to help interested firms find the best match between their frugal product 

conception and the frugal innovation regional demand characteristics. 

The employed methodology starts with a literature review focused on frugal innovation characteristics. 

Then, an assessment of the market analysis methodologies is conducted where the characterization of 

the macroeconomic, socio-demographic and external environments arises as the main topics of 

discussion. The research findings will then allow the identification of critical regional market demand 

aspects that must be considered for frugal strategy development. Finally, an overview of the current 

challenges and opportunities regarding different world regions will complete the frugal innovation market 

analysis and validate the framework presented. 

This master dissertation has two goals: (1) clarify the characteristics of frugal innovation, its drivers and 

barriers in the global market and (2) develop an integrated framework that gathers global frugal market 

information in a clear and objective way in order to serve as basis for the development of a successful 

frugal market strategy.  

Keywords: Frugal Innovation, Sustainability, Market Analysis, Regional Profile 
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Resumo 
 

A inovação frugal surge como uma estratégia de negócio lucrativa que satisfaz a procura de bens 

essenciais, beneficía as comunidades locais e preserva os ecossistemas. O crescimento do interesse 

académico na exploração da inovação frugal tornou-se óbvio ao longo da década passada. No entanto, 

as provas empíricas não são suficientes para conseguir reduzir o espaço entre a teoria e a prática. Na 

verdade, as empresas não possuem os critérios necessários para explorar uma estratégia no âmbito 

da inovação frugal já caracterizada por diversos académicos. Assim, existe uma necessidade de 

desenvolver um framework integrado que resuma e caracterize diferentes zonas geográficas de 

maneira a ajudar as empresas interessadas a encontrar o melhor ajustamento entre a concepção do 

produto frugal e as características da procura da inovação frugal, que por sua vez variam de região 

para região. 

A metodologia aplicada nesta dissertação é iniciada com uma revisão da literatura focada nas 

caracteristícas da inovação frugal. Depois, uma avaliação do conteúdo existente no âmbito de análises 

de mercado é feita, onde as caracterizações dos ambientes macroeconómico, socio-demográfico e 

externo surgem como o grande tópico de discussão. De seguida, é feita a identificação dos aspectos 

críticos da procura frugal regional que deverão ser tomados em conta no posterior desenvolvimento 

estratégico da empresa. Finalmente, uma revisão dos atuais desafios e oportunidades de cada região 

completa a análise do mercado frugal e valida a framework apresentada.  

Esta dissertação tem dois objectivos principais: (1) clarificar as características da inovação frugal e (2) 

desenvolver um framework integrado que reúne informação do mercado frugal global de uma maneira 

clara e objectiva e que permita servir de base para a fomulação de uma estratégia de mercado frugal 

bem sucedida por parte das empresas interessadas. 

Palavras-chave: Inovação Frugal, Sustentabilidade, Análise de Mercado, Prefil Regional
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1. Introduction 
 

1.1.       Contextualization 

It is widely accepted that innovation is central to the growth of output and productivity. Firms allocate 

large amounts of resources to market research and the development of new marketing practices, such 

as targeting new markets or market segments (OECD, 2005). Moreover, a poll conducted by the Morgan 

Stanley Institute for Sustainable Investing demonstrated that 7 in 10 active individual investors (71%) 

are now interested in sustainable investing. This evidence, together with the acknowledged concept of 

shared value, which focuses on the connections between societal and economic progress and has the 

power to unleash the next wave of global growth (Porter and Kramer, 2011), suggests a need for change 

in the way sustainable businesses are conducted. That change is presented in this master dissertation 

as frugal innovation.  

Building a frugal innovation business model should focus on the products core functionalities, in 

integrating local needs and installing cost-effective production processes (Rocca, 2016). Frugal 

products, which are robust, intuitive, accessible and affordable products, account on average for 12% 

of sales globally – a share that is expected to double in the next five years (Roland Berger, 2015). 

Actually, the interest in frugal innovation among multinationals is becoming more widespread. A survey 

of the inquiries, board members and executives working in emerging markets found that 36% saw frugal 

innovation as a major opportunity and claimed already to be taking advantage of it, while a further 40% 

saw it as a major opportunity that they intended to pursue in the future (EY, 2011). Furthermore, Eccles 

et al. (2014) identified a set of firms that adopted corporate policies related to environmental and social 

issues before the adoption of such policies became widespread and found that these firms outperform 

their peers in the future in terms of stock market and accounting performance. 

Finally, and as living standards between developed and high-growth markets converge and as 

companies seek new sustainable efficient models in their operations and innovation processes, 

innovations designed with high-growth markets in mind will become increasingly valued globally as a 

source of competitive advantage (EY, 2011; Oxford, 2013).  

1.2.       Problem Statement 

Historically, most managers equated innovation primarily with the development of new products related 

to new technologies. But this mindset is changing, a relatively newer class of corporate investments, 

broadly termed sustainability investments, has attracted the attention of firms, institutional investors and 

academics (Khan et al., 2015). Innovation is now seen as a link to the development of new products or 

services related to different and sustainable business models, pricing plans and routes to market, as 

well as to original management practices. However, the lack of a common industry definition for 

sustainable investing reflects both the challenges and the complexity of navigating client demand 



(Morgan Stanley Institute for Sustainable Investing, 2016), creating the perfect environment for frugal 

approaches to become more attractive around the world. Therefore, by developing an exploratory 

research that covers the definition, characteristics, main barriers and drivers of frugal innovation, it is 

possible to assess the current situation regarding frugal demand and link frugal innovation with market 

strategy.  

Companies are becoming more aware that through the minimization of resources in product 

development, production and delivery or by creating more accessible channels with all stakeholders, 

fugal innovation results in dramatically lower-cost products and services (Roland Berger, 2015). This 

evidence allows frugal innovation to be presented as the next important management approach 

transferred from East to West after lean (Rosca and Bendul, 2017). Indeed, frugal Innovation can be 

adopted by different market regions in different ways depending on the regions’ market characteristics. 

Thus, to understand better the frugal market potential it is important to identify what dimensions are 

crucial in a primary market analysis to achieve reliable, sustained results that will further match the 

different markets with the frugal innovation supply.  

In fact, companies do not yet have a solid framework that can help them enhance their key success 

factors in order to obtain a stronger competitive advantage in a certain region. Hence, further research 

to link frugal innovation supply with frugal market demand based on grounded theory and with a focus 

not only in developing countries but also in Western countries, is relevant and necessary. Through the 

development of market guidelines that will further constitute an integrated regional profile framework it 

is possible to help companies and other interested organizations to fully understand the frugal innovation 

geographic reach. 

1.3.       Purpose, Goals and Methodology 

This master dissertation aims at solving a non-obvious problem, in other words, it aims at finding a 

solution for a selected field that has not yet been fully understood. Therefore, the study attempts at 

assessing the current situation regarding frugal innovation as a concept, but more importantly, as a 

potential market for different firms and organizations. Thus, this work will focus in the following goals: (i) 

Problem identification, analysis of the frugal innovation definition and further breakdown of the frugal 

innovation’s characteristics, drivers and stakeholders in emerging and developed countries.; (ii) 

Literature review on best practices of market analysis, including its dimensions and indicators and 

systematization of the knowledge acquired (iii) Data collection and treatment for the market dimensions 

previously identified, (iv) Development of an integrated framework and finally, (v) Validation of the 

integrated framework.  

The five stages that constitute the proposed study are presented in Figure 1. 

 



The first section includes the contextualization and the characterization of the problem to be pursued 

in this study, as well as the motivation to do so.  

The second stage is underpinned by a substantial literature review and theoretical research aiming at 

identifying, analysing and creating a collection of relevant information based on the identified problem 

subjects. A systematic review of scholarly journals, trade magazines, government and industry reports 

that discussed about modern types of innovation based on social and environmental values directed 

largely to underserved markets was conducted in order to understand what drives frugal innovation. 

Additionally, the state-of-the-art regarding primary market analysis was reviewed and the major steps 

were identified in order to develop a structured global market analysis for frugal innovation. This process 

is essential to compile theoretical concepts about frugal innovation, sustainability, markets, processes 

and economic models. 

On the third stage, the data treatment arising from the comprehensive research related to all the market 

dimensions presented, to measure and evaluate correctly the frugal market is performed. Databases 

and reports from international enterprises and organizations focused on the assessment of regional and 

social data such as the International Monetary Fund, The World Bank or Euromonitor International are 

analysed, serving as main source of information. Such focused literature review is well accepted 

methodology to analyse complex social issues (Ellram, 1996; Pawson, 2006; Denyer and Tranfield, 

2009; Robson, 2011).  

On the fourth stage, the results of the previous market analysis serve as input for the development of 

the integrated framework proposed. The goal is to gather the information obtained in a clear, user-

friendly way, organized by different world regions in order to explain the regional differences of frugal 

market demand.  

The fifth part of the work consists in validating and discussing the results and outputs of the regional 

market profile framework. By performing a market sectors characterization that identifies the main 

opportunities currently in the regional markets, it is possible to link the characteristics of the frugal 

Figure 1 - Methodology for the master dissertation 



demand presented in the proposed framework with different frugal innovation case-studies that are 

successfully exploiting the opportunities identified. Furthermore, the final conclusions should show the 

potential of frugal innovation in different world regions and serve as guidelines to be used by any firm 

interested in this line of business, as well as proposing and suggesting different ways in which to guide 

future research. 

1.4.       Master Dissertation Structure 

This master dissertation is composed of nine chapters.  

The first chapter describes the background and context of the problem under study striving to set the 

baseline for this work. It also presents the purpose and sets the goals of this study. 

The second chapter shows the state-of-the-art on frugal innovation. The attributes of similar concepts 

are studied to link and combine complementary theories, followed by a brief description of the origins 

and different academic definitions of frugal innovation and a characterization of its essential features. 

Finally, this chapter includes an overview of the frugal sustainability dimensions and lists several 

implications regarding the business work environment. 

The third chapter presents a literature review regarding the frugal global market. First, it presents an 

historical evolution of the developing market’s role in order to understand its current potential. Followed 

by the enumeration of different geographic drivers in the developing and Western countries, as well as 

the enumeration of corporate barriers companies face when pursuing frugal innovation. Moreover, it 

presents for each market sector examples of frugal practices, and finally, lists the main stakeholders 

that can influence the impact of frugal innovation in the market. 

The fourth chapter covers the research methodology and the market analysis state-of-the-art. The steps 

and processes that constitute the research design are described and the main dimensions and indicators 

of a market analysis are identified and explained. 

The fifth chapter includes the data collection and treatment regarding the first step of the global market 

analysis: the macroeconomic environment.  

The sixth chapter contains the data collection and treatment of the second main dimension of the global 

market analysis: the socio-demographic environment. 

The seventh chapter is regarding the external environment, which is the third dimension of the market 

analysis. A collection of the relevant data is made with further treatment and discussion of results. 

The eighth chapter is concerning the development and validation of the proposed framework. A market 

sectors characterization followed by the identification of frugal innovation case-studies results in solid 

evidence that confirms the results presented in the Regional Market Profile Framework, matching frugal 

regional demand characteristics with possible supply opportunities. 

Finally, in the last chapter the main conclusions of this study are presented and suggestions for further 

research regarding the frugal innovation market are made.  



2. Frugal Innovation 

Many high-tech companies are in danger of getting stuck in the rut of a risk-averse quality culture that 

focuses on the supply side. Their prolonged development cycles and standard processes are incapable 

of handling fast, flexible, local development and production (Roland Berger, 2015). New ways of 

innovating are called for, and firms can now enhance their competitiveness while simultaneously 

advancing their economic and social conditions in the communities in which they operate. Actually, the 

concept of creating shared value within a business is not new to the literature and was first described 

by Michael E. Porter and Mark R. Kramer in 2011. Indeed, there are numerous ways in which addressing 

societal and environmental concerns can yield productivity and increase the firm’s profits. Thus, this 

chapter covers the current knowledge and theoretical concepts about frugal innovation and how frugal 

innovation influences the company’s strategy and its value creation. First, Section 2.1 presents modern 

innovation strategies and their relation to frugal innovation. In Section 2.2 a clear definition is presented, 

which is followed by Section 2.3 that covers the three sustainability dimensions regarding the frugal 

strategy and the external and internal aspects of each dimension. Finally, Section 2.4 includes the 

organizational and managerial implications inherent to a work environment that supports the integration 

of frugal innovation in the company’s strategy.  

2.1.       The Innovation Disruption 

Innovation is the lifeblood of organizations and economies alike, for without innovation new sources of 

value creation cannot be developed in a sustainable manner (Soni, 2013). There are two criteria that 

help identify innovations, whether process or outcome based (Phills et al., 2008). The first one is that 

the phenomenon must be novel, though not necessarily purely original, it must be new to the user, use, 

application, or context. The novelty associated with a certain innovation does not have to be universal, 

but can be new to a specific firm or market. The second criteria implies that the innovation should entail 

improvement by being either more effective or more efficient over solutions sought to be replaced (Phills 

et al., 2008).  

The traditional structural way of filling the innovation gap in a company was originated by the idea of the 

mass consumer market, where social welfare was maximized by getting more goods into the hands of 

more people (Simanis and Hart, 2009). The goal was to produce and sell a greater number of new 

products faster than the competition, and therefore collect sooner the respective profits. The location of 

these innovation activities usually takes place in developed countries, not only because the entrepreneur 

has access to scientific knowledge and technology, but also because he has a greater likelihood and 

incentive to apply this knowledge, as he is geographically located closer to potential consumers (Vernon, 

1966). According to  Radjou et al. (2012), “with so much money invested in R&D, Western firms have 

become risk averse in their approach to innovation. They have implemented standardized business 

processes [...] to manage and control their innovation projects. These structured processes were 

expected to drastically reduce uncertainty – and risk of failure.” Furthermore, in this traditional point of 

view, communities are only framed as target markets and ecological systems are treated as natural 

resources that supply raw materials. Despite constant advances in innovation practise, this underlying 



innovation paradigm — which Simanis and Hart (2009) call “structural innovation” — has remained 

unchanged since its inception nearly 200 years ago. When companies apply structural innovation, the 

process leads to outcomes that push companies into short-term value capture strategies. Therefore, to 

create long-term, sustainable wellsprings of growth, companies must step outside of a structural 

innovation paradigm (SIP) disrupting the traditional concept through the engagement of consumers and 

producers into the overall operational process. 

In the current literature, there are multiple examples illustrating other types of innovations capable of 

breaking that imposed structured system. There are now multiple types of innovation processes fitted 

for different types of markets, companies, industries and cultures. Therefore, this section will cover the 

main current innovation processes that can be transversal to all industry’s sectors and that carry 

concepts which are essential to thrive in a global market. 

Embedded Innovation 

With the embedded innovation paradigm (EIP) innovation entails the creation of new communities, 

where “community” consists of diverse people working together to create and sustain interdependent 

lives (Simanis and Hart, 2009). The strategic intend is to establish a durable base of competitive 

advantage through business model intimacy - Relationship-Based Value. With EIP, value resides in the 

community of relationships that give shape to people’s identities and sense of belonging (Simanis and 

Hart, 2009), and not in the channels of communication between different institutions. Relationships 

between people, places and things create the context in which community members define themselves 

and create their aspirations. According to Simanis and Hart (2009), embedded innovation picks up 

where structural innovation leaves off. Although it requires more time to build a foundation of business 

model intimacy, embedded innovation will be more solid in the long-term, preparing the company for a 

bigger number of scenarios. 

It is possible to identify the differences between EIP and SIP. The latter is more focused on enabling 

companies to stay competitive in the marketplace today, and to respond quickly to competitors, while 

the EIP model, represented in Figure 2, creates a unique platform for long-term growth and corporate 

renewal with high impact on markets based in the relationships between stakeholders and not 

Figure 2 - Embedded Innovation Paradigm - Source (Simanis and Hart, 2009) 



competitors. Furthermore, while designed with an eye towards the institutional challenges of developing 

countries, the embedded innovation process is adaptable to the developed world. 

Open Innovation 

Any discussion of innovation in large companies sooner or later turns to the issue of open innovation — 

the idea that companies should look for ways of tapping into and harnessing the ideas that lie beyond 

their formal boundaries (Birkinshaw et al, 2010). In this model of open innovation, firms commercialize 

external, as well as internal ideas by deploying outside and in-house pathways to the market. 

Specifically, companies can commercialize internal ideas through channels outside of their current 

businesses in order to generate value for the organization. Furthermore, ideas can also be found outside 

the firm’s own labs and imported inside the company for commercialization (Chesbrough, 2003). Many 

organizations are now embracing open innovation in its many guises. The benefits of open innovation, 

in terms of providing a company with access to a vastly greater pool of ideas are obvious. But the costs 

are also considerable, including practical challenges in resolving intellectual property ownership issues, 

lack of trust on both sides of the fence and the operational costs involved in building an open innovation 

capability (Birkinshaw et al, 2010).  

Institutional Innovation 

As infrastructures and technology have improved, companies have grown larger to take advantage of 

the benefits of scale, producing at greater volume to decrease costs and improve margins (Hagel III and 

Brown, 2013). To coordinate the efforts of larger groups of people to service larger markets, some 

companies create command-and-control hierarchies, rigid silos, and inflexible processes to ensure 

consistency and predictability. Institutional innovation requires embracing a new rationale of “scalable 

learning” with the goal of creating smarter institutions that can thrive in a world of exponential change ( 

Hagel III and Brown, 2013). Hence, an institutional entrepreneur actor develops new institutions or 

facilitates change in existing institutions, and secures resources to achieve this change (Bhatti, 2012; 

Rao, 2013). Likewise, in today’s environment of exponential technology change and market uncertainty, 

institutions that can drive accelerated learning will be more likely to create significant economic value 

on a sustainable basis.  

Reverse Innovation 

Reverse innovation it is the opposite of the globalization approach that many industrial goods 

manufacturers based in rich countries have employed for decades. With globalization, companies 

develop great products at home and then distribute them worldwide, with some adaptations to local 

conditions (Immelt et al, 2009; Winter and Govindarajan, 2015). According to Immel et al., globalization 

worked just fine in an era when rich countries accounted for the vast majority of the market and other 

countries did not offer much opportunity. But those days are over. Now there is an emergent middle 

class in developing countries like China and India, which are slowly growing their wealth. Reverse 

innovation was simply characterized by Govindarajan and Ramamurti (2011) as the process in which 

an innovation is adopted first in poor (developing) countries before “trickling up” to advanced countries. 



Thus, once the product or service is tested and proven locally, it must be taken global which may involve 

pioneering radically new applications, establishing lower price points, and even cannibalizing higher-

margin products (Winter and Govindarajan, 2015). Almost all the people and resources dedicated to 

reverse innovation efforts must be based and managed in the local market. These local teams need to 

have the power to decide which products to develop for their markets and to make, sell, and service 

them; and then the right to draw from the company’s global resources (Immelt et al, 2009).  

In contrast to cost innovation and good-enough innovation, reverse innovation refers to a market concept 

rather than a product concept.  Reverse innovation challenges the common belief that developed 

countries are the hubs and origins of innovations, which then flow as stripped-down versions to 

developing countries. This implies that developing countries are no longer merely recipients of 

innovations (Hossain et al, 2016). However, while the central idea of reverse innovation is intuitively 

clear, it is conceptually vague. While the concept sounds feasible, only a few firms have succeeded in 

reverse innovation, which arguably requires discarding the old organization structure and creating a new 

one, re-orienting product development and innovation methods, and providing the sales force with new 

settings (Govindarajan and Ramamurti, 2011). 

The Oslo Manual (2005) clearly states that “research on innovation spans a number of disciplines, with 

economic approaches alone adopting several different theoretical perspectives, each of which offers 

significant insights. While these can be presented as alternatives, they can also be seen as 

complementary.” Therefore, after analysing these four types of innovations, that differ from the traditional 

structured way of innovating, it is clear that the key to achieve the best possible innovation strategy 

should accommodate a notion that embodies characteristics from each of the types mentioned. Gladly, 

that innovation concept already exists, and although it is still not comprehensively studied, it is gaining 

substantial ground and worldwide recognition – Frugal Innovation. Figure 3 summarizes the main 

aspects of the type of innovations reviewed in this chapter and illustrates their correlation with frugal 

innovation. 

Figure 3 - Frugal correlation with other types of modern innovations 



Frugal innovation takes from the embedded innovation the need to create a community around a certain 

product or service which can benefit all the stakeholders. Like open innovation, frugal requires an open 

mindset and the creation of external paths to local organizations in order to establish win-win situations. 

Also, given that a market is a set of institutional arrangements that allows different actors to come 

together to form means for value creation (Bhatti and Ventresca, 2013), a range of firms, states, 

academics, funders, entrepreneurs, and social activists are needed to negotiate the terrain for frugal 

innovation market. Therefore, in order to tackle the institutional challenges frugal will likely face, it is 

essential to have an accelerate learning behaviour embedded across the company. Finally, frugal 

innovation and reverse innovation have very similar features. Like reverse innovation, one of the main 

goals of frugal innovation is to make products accessible and affordable for everyone, and many times 

that might require some applications customized for different regions. However, frugal innovation 

requires much more, as this study will show in the following sections. 

2.2.       The Concept  

From an early stage, the notion of frugal innovation embraced three key ideas: deliver more value, 

efficiently reduce costs and target a greater number of customers (Mahmood et al, 2014). The concept 

of frugal innovation diffuses as a management philosophy and induces frugal engineering principles. 

However, it still lacks solid operational tools and methods (Seghal et al, 2010). Truthfully, today’s 

businesses operate amid stiff competition in an increasingly global economy, and a more concrete 

definition of what is frugal innovation in the industrialized context and as a leading trend on the markets, 

is still needed (Engel and Sebaux, 2014). Table 1 summarizes the different definitions for frugal 

innovation present in state-of-the-art literature. 

Table 1 - Definitions of Frugal Innovation according to different authors 

Source Definition 

Srinivas and Sutz (2008) A scarcity-induced innovation, which is realized under scarcity in any one or more 
combination of the following inputs: knowledge, institutions and socio-economics 

Prahalad and Mashelkar 

(2010) 

The ability to “do more with less for more people” 

EY (2011) Economical use of resources to provide products affordable by those on a lower income 

Bhatti (2012) Redefine business models, reconfigure value chains and redesign products to use resources 
in different ways and create more inclusive markets by serving users with affordability 
constraints, often in a scalable and sustainable manner 

Bhatti et al. (2013) Design innovation process to solve sustainability challenges in BoP markets, through the 
development of appropriate, adaptable, affordable, and accessible services and products 

Mahmood et al. (2014) Deliver more value, efficiently reduce costs and target a greater number of customers  

B. C. Rao (2013) The adoption of frugality entails design principles that advocate minimal use of resources 
for realizing efficient functioning of products. Also involves the reuse of components and 
simpler designs that result in products without extra accessories 

Basu et al. (2013) Frugal innovation is a design innovation process in which the needs and context of citizens 
in the developing world are put "first” in order to develop appropriate, adaptable, 
affordable, and accessible services and products for emerging markets 

Cunha et al. (2013) Product innovation when affluent customers are scare in distinction to bricolage, when 
material resources are scare, and improvisation when time is scare 



 

According to the reviewed papers, it becomes clear that frugal innovation does not mean simply coming 

up with another low-cost offer (Engel and Sebaux, 2014), for an obvious developing market. Therefore, 

this work proposes a definition for frugal innovation to be used throughout the master dissertation that 

can be conceptualized as: a distinctive specialism that spans corporations, civil society and the public 

sector, which results in products, services, processes and business models that create value throughout 

the value chain and promote inclusive growth by helping local underserved economies to grow and 

became self-sustainable, while minimizing environmental impacts.  

2.3.       The Sustainability Issue 

New means of fostering economic growth are called for – and ones that can also promote fairer 

distribution of wealth. Frugal innovation appears not only as a game-changing business strategy but 

also as a new frame of mind – one that sees resource constraints as an opportunity, not a liability (Bound 

and Thornton, 2012). Some findings show that most of the characteristics attributed to frugal innovation 

products can be subsumed to three categories: cost reduction, core functionality, and performance level 

(Herstatt and Weyrauch, 2016). These categories are evidence of an importance aspect of frugal 

innovations – Sustainability.  

Sustainability issues are not new to the literature, and according to the World Commission on 

Environment and Development (1984), sustainability involves Humanity’s ability to make development 

sustainable and to ensure that it meets the needs of the present without compromising the future 

generations to meet their own needs. This definition implies a process of change in which the 

exploitation of resources, the direction of investments, the orientation of technological development, and 

institutional change are made consistent with future as well as present needs. Similarly, companies have 

become more interested in sustainable practices as they are a possible source of value creation for the 

 Engel and Sebaux  

(2014) 

Products and services with core functionalities that serve customers in the simplest and 
shortest way 

Tiwari and Herstatt 

(2014) 

New or significantly improved products (both goods and services), processes, or marketing 
and organizational methods that seek to minimize the use of material and financial 
resources in the complete value chain (development, manufacturing, distribution, 
consumption, and disposal) with the objective of significantly reducing the total cost of 
ownership and/or usage while fulfilling or even exceeding certain pre-defined criteria of 
acceptable quality standards 

Brem and Wolfram 

(2014) 

A type of innovation with a sophistication level from low to medium, medium sustainability 
level, and medium emerging market orientation 

Radjou and Prabhu 

(2015) 

Superior frugal innovation are quality products that are affordable, accessible, and 
sustainable 

Herstatt and Weyrauch 

(2016) 

Providing non-affluent customers the opportunity for consumption of affordable products 
and services suited to their needs 

Rocca (2016) Frugal innovations are products, services, processes and business models that target 
underserved customers of low-mid market segments with high-quality solutions at 
affordable prices. They are developed in a sustainable and cost-effective manner that 
minimize the use of resources, materials and capital in the entire value chain, while 
enhancing social value 

Table 1 - Definitions of Frugal Innovation according to different authors (cont) 

 



customers, a way to improve the corporation’s image and a new path to increase revenue (Khan et al, 

2015; Morgan Stanley Institute for Sustainable Investing, 2016).  

The frugal products’ characteristics must be assessed and contextualized in the three pillars of 

sustainability: economic, environmental and social. Managers are seeking to learn about management 

concepts and techniques that help them better cope with possible organizational performance gaps, 

triggered by external technical and economic variables as well as internal changes (Bhatti and 

Ventresca, 2013). Figure 4 illustrates the most important criteria of each sustainability dimension 

regarding the frugal strategy. Each of the dimensions integrates two focus points: (i) internal – 

exclusively reliant on the company’s strategic decisions, and (ii) external – reliant on the company’s 

strategic decisions and different external factors.  

 

 

 

Economic Dimension 

“The economic dimension of sustainability concerns the organisation’s impacts on the economic 

conditions of its stakeholders and on the economic systems at local, national, and global levels” (Global 

Reporting Initiative, 2011). Economic challenges, such as supply risk, problematic ownership structures, 

deregulated markets, and flawed incentive structures lead to increasingly frequent financial and 

economic instabilities for individual companies and entire economies (Sachs, 2014). Notably, the 

organisations’ survival relies on the capacity to manage the “economic sustainability which can be 

interpreted as how companies stay in business” (Doane and Macgillivray, 2001). Economic sustainability 

might be pursued through internal or external management. Internal management deals with more 

favourable sourcing strategies, seeking alternative management of the operations planning and control 

methods by optimising processes and resources, implementation of lean strategies, reducing the 

inventory levels, slashing the lead times and improving logistics. External management encompasses 

managing the supplier-base and market generation (Closs et al, 2011). 

Although frugal approaches compensate thin contribution margins with their volume-potential, indeed 

through global economies of scale, they are able to generate sufficient profits (Tiwari and Herstatt, 

2014). In fact, the link between innovation and economic change is of central interest. Through 

innovation, new knowledge is created and diffused, expanding the economy’s potential to develop new 

products and more productive methods of operation. (OECD, 2005). Furthermore, frugal innovation’s 

significantly reduced total cost of ownership achieved by the low costs of usage, maintenance and repair 

from acquisition till disposal, also allow a more efficiently manage of the five different types of capitals 

Figure 4- The sustainability criteria matrix of frugal products 



(manufactured, financial, social, human, and natural) (Goodwin, 2003), which “provide a basis for 

understanding sustainability in terms of the economic concept of wealth creation or capital” (Forum for 

the Future, 2015). 

Environmental Dimension 

“The environmental dimension of sustainability concerns an organization’s impacts on living and non-

living natural systems, including ecosystems, land, air, and water” (Global Reporting Initiative, 2011). 

To reduce an organization’s environmental impact, it is necessary to present innovative solutions to 

avoid uncontrollable future consequences. Environmental problems, such as biodiversity loss, water, 

air, and soil pollution, resource depletion, and excessive land use are increasingly jeopardising the 

earth's life-support systems (World Wildlife Fund, 2016).  

Frugal products are designed to minimize environmental impacts and prioritize the consumption of 

renewable energy. This philosophy should be in place with the operations and production of the 

company and translated on actions like preserving local materials or focus on basic features to lower 

the use of resources in the product development (Sharma and Iyer, 2012). Moreover, frugal innovations 

are often targeted at customers living with resource shortage. Likewise, the products need to cope with 

various infrastructural shortcomings such as voltage fluctuation, abrupt power-cuts, dust, and extreme 

temperatures (Tiwari and Herstatt, 2014; D-Lab, 2017), thus robustness is key when designing a frugal 

product. However, this functionality must be built upon green technologies. This is accomplished by 

achieving an eco-design, which is associated with core benefits, essential functions, and reduced 

complexity.  

These new methods of design, production and distribution are implemented to create a Circular 

Economy in which materials are reused (Radjou and Prabhu, 2015). The concept of the Circular 

Economy, while not entirely new, has recently gained importance on the agendas of policymakers 

(World Wildlife Fund, 2016). Stahel and Reday (1976) introduced certain features of the Circular 

Economy, with a focus on industrial economics. They conceptualised a loop economy to describe 

industrial strategies for waste prevention, regional job creation, resource efficiency, and 

dematerialisation of the industrial economy. More recently, Geissdoerfer et al. (2017) describes the 

Circular Economy as a “regenerative system in which resource input and waste, emission, and energy 

leakage are minimised by slowing, closing, and narrowing material and energy loops.” Ultimately, frugal 

does not exist without a sustainable philosophy throughout the product’s life cycle, which should entail 

a comprehensive study of the Circular Economy’s application in the company’s processes.  

Social Dimension 

“The social dimension of sustainability concerns the impacts an organization has on the social systems 

within which it operates.” (Global Reporting Initiative, 2011). The social pillar takes into account a wide 

range of subjects such as education, potable water, food, equity, employment, business ethics, wealth, 

human rights, safety, stakeholder relationship, labour standards and social responsibility (Azapagic, 

2003; Global Reporting Initiative, 2011; Klassen and Vereecke, 2012; Montiel and Delgado-Ceballos, 

2012). Social movement research shows empirically that contentiousness is a source of market 



dynamism, for instance by encouraging innovation and by changing what is deemed acceptable practice 

(Rao and Holt, 2005).  

Nowadays, and mostly in developing countries, societal expectations are not met due to issues such as 

high unemployment, poor working conditions, social vulnerability, the poverty trap, inter- and 

intragenerational equity, and widening inequalities (Banerjee and Duflo, 2011). Entrepreneurs and non-

profits work in extreme environments to fulfil needs of regions often neglected by state agencies, and 

are always approaching new forms of venture funds who seek to invest and create social impact. 

Additionally, people must become an engaged stakeholder who is at the same time consumer and 

manufacturer. For that reason, frugal products, not only need to be easy-to-use and fault resistant 

(Tiwari and Herstatt, 2014), but also “labour friendly” when it comes to its production and use of human 

resources to create a stable income generation citizens capable to increase their economic and social 

independence (Kahle et al., 2013). Similarly, adoption of a frugal innovation strategy may offer 

expressive functions which have intrinsic value and indirect benefit. A strategic choice of frugal 

innovation that addresses not just the high-paying clients, but also the underserved clients can make an 

organization appear more innovative or ethical. This choice may also boost workforce morale and 

customer participation at all market segments, and thus may help the firm raise both economical and 

human capital (Bhatti and Ventresca, 2013). 

In its Interim Report for the EU, Nesta (2016) noted that the social, environmental and economic 

outcomes of frugal innovation will not always be positive and might cause tensions between these 

different types of outcomes. Therefore, the question is not only how policy makers could trigger frugal 

innovation but how they can do so in a way that maximises positive outcomes and manages tensions. 

Nevertheless, it is undisputable that frugal innovations can be profitable from an economic point of view, 

they can support environmental aims by saving material and energy, and they can have social benefits 

by making products affordable for more people or creating new work places. Therefore, frugal innovation 

could thus be a strong impetus for sustainability that has not yet been leveraged to a full extent (Wohlfart 

et al., 2016).  

2.4.       The Work Environment 

For a company to be fully committed to any strategical change, an analysis to its cultural traits and 

environment must be done to see if the new frugal approach will be a good fit or if there are still some 

transformations that need to take place. In this section, the main aspects that help to boost a good work 

environment for frugal innovation are addressed.  

Successful practices tend to reconstitute themselves vigorously and thus to shape their surrounding 

context rather than remain limited by it (Engel and Sebaux, 2014). Indeed, when envisioning a strategic 

change, strong R&D capabilities will be important, nevertheless, innovative business models, deep 

customer insight, and a culture and mindset that support innovation are critical when exploring the 

possible markets (EY, 2011). Furthermore, clear roles and responsibilities, an appropriate organizational 

structure, and a fertile culture and climate for innovative impulses throughout the company are vital, and 



no business survives after the long-term without reinventing themselves. But knowing when to undertake 

deliberate strategic transformation may be the hardest decision a leader faces (Bertolini and Duncan, 

2015). Thus, it is a best practice for executives to continuously assess what skills and competencies will 

be required to succeed in the future.  

The literature strongly suggests that frugal innovation is linked to a specific mindset: “not just a drastically 

different way of innovating or even a radical new way of running a business – it is about fundamentally 

shifting the corporate mindset.” (Radjou and Prabhu, 2012). Similarly, business focus is shifting from a 

purely economic mindset. Now most firms are increasing their sustainable investing and aim to “achieve 

competitive market-rate financial returns alongside positive social and/or environmental impact” (Porter 

and Kramer, 2011; Morgan Stanley Institute for Sustainable Investing, 2016; Rosca and Bendul, 2017). 

However, most of the times firms’ employees still face capacity, time and motivation issues around their 

participation. There is often a lack of follow-through in well-intentioned schemes, and there is typically 

some level of disconnection between the priorities of those at the top and the efforts of those lower down 

in the organization (Birkinshaw et al, 2010). Therefore, to promote a culture for frugal innovation and 

encourage latent or nascent frugal mindsets to thrive, suitable environments for both learning and 

practise will have to be nurtured at both an organisational and a local ecosystem level (Fraunhofer ISI 

and Nesta, 2016).  

According to the current literature, the next set of traits presented in Table 2 will help smooth the steps 

from idea generation to development and launch all the way until an innovation comes off the market: 

Table 2 - Cultural traits that help boost innovation 

 

Shared Understanding – Individuals with frugal mindsets do not act in isolation. They are part of social 

groups and communities that shape their values and their behaviours, therefore, sustained frugal 

innovation must be a collective endeavour built on a shared sense of what the company is becoming 

(Birkinshaw et al, 2010).Truthfully, the most remarkable and fruitful frugal innovation products have been 

supported from the start by the CEO of the company (Engel and Sebaux, 2014). 

Alignment - Frugal innovators often seek to cross boundaries between different worlds or to link 

different communities, similar to the role of “knowledge angels” knowledge‐intensive business services 

(Muller et al, 2015). Therefore, besides promoting values that support innovation, organizations also 

need to address structural impediments and realign contradictory systems and processes (Birkinshaw 

et al, 2010; D-Lab, 2017). 

Cultural Traits References 

Shared Understanding 
(Birkinshaw et al, 2010; Engel and Sebaux, 2014; Fraunhofer ISI and Nesta, 
2016) 

Alignment 
(Birkinshaw et al, 2010; Muller et al, 2015; Fraunhofer ISI and Nesta, 2016; 
D-Lab, 2017) 

TTT – Tools, Training and 
Techniques 

(Birkinshaw et al, 2010; Engel and Sebaux, 2014; Bertolini and Duncan, 
2015; D-Lab, 2017) 

Diversity 
(Birkinshaw et al, 2010; Engel and Sebaux, 2014; Fraunhofer ISI and Nesta, 
2016) 



Tools, Training and Techniques - Organizations need to establish forums, platforms and events to 

help employees build networks and to provide opportunities for exchange to happen (Birkinshaw et al, 

2010). This kind of change in a firm requires overcoming big obstacles: employees might feel 

threatened, customers can become confused, and investors do not like unproven strategies (Bertolini 

and Duncan, 2015). Accordingly, employees need the required training, concepts, tools and techniques 

to innovate. 

Diversity - Bringing in outsiders and mixing people across business units, functions and geographies 

helps spark new ideas (Birkinshaw et al, 2010). Some literature agrees that this diversity among the 

employees will foster positive deviance. In the 2016 article, Nesta and Fraunhofer ISI refer to the term 

positive deviance when creative individuals’ behaviours deviate from ‘conventional ways of innovating’, 

by aiming to limit the use of resources or conceive technologies and products to serve new user groups. 

In other words, a frugal mindset that is open to perceive things from different angles.  

2.5.       Conclusions 

Conventional conceptions of innovation follow a linear process from research to technology, and finally 

to product, whereas frugal innovation requires a different approach that involves a consideration of the 

user from the outset (Fraunhofer ISI and Nesta, 2016). In the last few years frugal innovation is gaining 

momentum in literature where many discussions on the subject highlight the need of improving access 

to products and services produced in resource-efficiency basis, which implicitly refer the importance of 

developing social and ecological sustainable solutions. In fact, frugal innovation borrows some of its 

characteristics from already known modern innovation strategies while combining them in a different 

way. Likewise, to succeed with this innovative approach, the top management of a company must 

consider performing a re-evaluation of the overall work environment and educate all employees in order 

to be aligned with the frugal innovation mindset.  

  



3. Frugal Market 

Although the origins of frugal innovation arise from resource limitation concerns characteristic of 

emerging countries, alongside with the need to satisfy basic requirements of the low-income class 

population, consumers in Western or developed markets are also becoming more value oriented. With 

the wake of the recent economic crisis, Western consumers have begun to look for simpler offerings 

that encompass the greatest value (Buti and Székely, 2009). Thus, a shift to a more global frugal market 

penetration is starting to be noticeable. The state-of-the-art regarding frugal markets current position in 

developing and Western countries is presented in this chapter. First, Section 3.1 presents the historical 

evolution of the emerging market’s role in the global economy, demonstrating its importance in the 

origins of frugal. Then, in Section 3.2. the drivers and major trends driving frugal innovation are 

described regarding the geographic territories of developing and Western markets, followed by the most 

important barriers for the development of a frugal strategy in section 3.3. Section 3.4 presents an 

overview of the frugal innovation presence in the different global industry sectors, and finally, in section 

3.5 is assessed the stakeholders involved in the frugal market strategy that can create value in various 

stages of the frugal value chain. 

3.1 The Historical Evolution  

For most of its history the frugal innovation role has mainly been exploited in the emerging markets due 

to its more urgent need to do more with less (Banerjee and Duflo, 2011; Govindarajan and Ramamurti, 

2011; Zeschky et al, 2011; Chakravarthy and Coughlan, 2012; Radjou and Prabhu, 2012; Mahmood et 

al, 2014). Indeed, the emerging markets role in the global economy is highly acknowledge. One 

Euromonitor International Report written in 2013 stated that “The rise of emerging markets has been 

perhaps the defining feature of the global economy this century. Even as developed economies recover 

from the recession, and emerging markets enter a period of slower growth, global economic growth will 

continue to be strongly influenced by emerging markets.”  

Figure 5 presents the chronological evolution of the emerging markets’ role in the global economy as 

well as their global GDP share based on the 2014 report from Franklin Templeton Investments. 

 

 

 

Figure 5 - Chronological evolution of the emerging markets' role in the global economy - Source: 
(Franklin Templeton Investments, 2014) 



Evidently, starting in the 1980s, the economic historical evolution of emerging markets showed rapid 

growth. Since then, it has transformed what was once a niche peripheral asset class into a critically 

important one, now representing the economic forces poised to shape global growth in the 21st century. 

In 1980 only five countries were available to investors in emerging markets (Franklin Templeton 

Investments, 2014), representing a share of 30% of the global GDP. During the 1990s, rising incomes 

in growing cities were creating abundant new opportunities for emerging market investors and 

developing countries were finally acknowledged as emergent and profitable markets, increasing their 

GDP global share to 40%. Later, in the 2000s, multicorporations started targeting low-income classes 

due to the amount of world’s population they assimilate. This lead to a new inclusive trend where the 

low-income class with people leaving under 2,0 USD/day (Payaud, 2014) started to be recognized as 

the Bottom of the Pyramid (BoP). Likewise, several scholars and academics dedicated many research 

projects on proving the potential of this market segment (London et al, 2010; Schrader et al, 2012; 

Arnold and Valentin, 2013; Calton et al, 2013), which identified more business opportunities and 

captured the attention of different firms. Finally, since 2010 the global middle class has been 

experiencing an obvious growth phase with an increase from 1.8 billion in 2009 to an expected 3.2 

billion by 2020 and 4.9 billion by 2030 (OECD, 2012). This trend has helped to boost the global GDP 

share of emerging countries. Several reports forecast a rising GDP global share to 65% by 2020 

(Franklin Templeton Investments, 2014; Wijeratne et al, 2017) , creating even more investment potential 

for emerging markets.  

However, these market growth presents some challenges. Focusing only on emerging markets can be 

more difficult than companies expect as they remain difficult places to do business, serving up though 

regulations or heavy bureaucracy (Wijeratne et al., 2017). Some researchers found that focusing only 

in emerging markets may eventually become an obstacle to scaling situated frugal solutions to a socio‐

economically and industrially relevant level (Fraunhofer ISI and Nesta, 2016). Besides, providing the 

quality services that the middle-class demands is far more complicated than simply providing access to 

them, which proved to be a source of friction, conflicts and political disturbance. Therefore, a better 

understanding of frugal in different regional contexts became paramount.  

Recent studies have turn their focus to the Western markets (Roland Berger, 2015; Fraunhofer ISI and 

Nesta, 2016; Gabriel et al., 2016; Nesta, 2016), where recent drivers are being identified and a new 

wave of costumers is emerging – the price conscious. These customers make conscious decisions in 

favour of low-cost products or those that focus on core functionalities and satisfy basic needs without 

providing unnecessary additional features (Nesta, 2016). With this new demographic inputs, the concept 

of frugal innovation stopped being limited to emerging countries, and global partnerships have become 

more common (Bhatti and Ventresca, 2013), culminating in the strong linkage between emerging and 

developed countries.  



3.2 The Geographic Drivers  

3.2.1 Emerging Countries 

As described before, in emerging countries the demand for affordable and high-quality products is 

substantially high. This demand can be met with the creation of small-businesses services and social 

ventures that can provide easy-access to important low-income markets by finding alternative 

technology that can help a low-enough cost to be profitable (Prahalad and Hammond, 2002). Moreover, 

global firms can innovate and create win-win scenarios with local partners in the emerging markets 

context to both eradicate poverty and generate profitable businesses (Calton et al., 2013; Bhatti and 

Ventresca, 2015; MIT Practical Impact Alliance, 2017). 

The following drivers regarding developing countries have proved to be the starting point for many 

successful socially sustainable business models: 

• The BoP consumer - Prahalad and Hammond (2002) point out that four billion people or 65% 

of world’s population earns less than $2000 per person per year, i.e. $5.50 per day 

approximately. This people are often identified by the literature as the Bottom of the Pyramid 

(BoP) (Whitney and Kelkar, 2004; Karnani and Karnani, 2007; Viswanathan et al, 2010; 

Weidner, Rosa and Viswanathan, 2010; Arnold and Valentin, 2013). Realizing a high market 

embeddedness and prosperous partnerships turn BoP-market entries into profitable growth 

opportunities and helped support poverty alleviation (Schuster and Holtbrügge, 2012). 

• The emerging middle class - The megatrend that is globalization, along with the constant 

increasing world population (Rao, 2013), is creating new substantial markets. Likewise, the 

rising buying power of an emerging middle class that has the ability for discretionary spending 

on non-essential items (Boumphrey and Bevis, 2013), as well as new types of demand 

spreading across larger parts of the population prompted new types of frugal industrial efforts 

(Fraunhofer ISI and Nesta, 2016). This efforts will help to rebalance the global economy and 

create a vital new revenue stream for companies across a wide range of sectors (EY, 2011). 

• The social challenges - Problems like world hunger, poverty, social injustice and general lack 

of resources that afflict billions of people are all important aspects to consider when ideating for 

large-scale sustainability solutions (Bhatti et al, 2013). They also provide a big source for new 

product development which may lead to portfolio diversification. However, to decrease social 

inequalities in these countries, enterprises must ensure that revenues and benefits are fairly 

distributed across all stakeholders throughout the supply chain (Bocken et al, 2015).  

• The resource gap – In high-growth markets, the limited institutional resources available and 

vast market potential are creating conditions ripe for frugal innovation (Bound and Thornton, 

2012). Additionally, organizations in developing countries need to learn how to do more with 

fewer resources due to social, political, and sustainability imperatives, turning this field into a 

critical force for the future of product innovation (Cunha et al., 2013). 



3.2.2 Developed Countries  

According to Nesta and Fraunhofer ISI (2016), “while demand for frugal innovation in Europe may be 

driven by many of the same considerations as in emerging economies, there are also some 

characteristics with a more distinctly European, or at least Western, flavour, such as a desire among 

some consumer groups to live more environmentally sustainable lifestyles and move away from 

excessive consumerism”. In fact, the western market is also proving to be a fertile ground for frugal 

innovation, not only due to the current change in the Western society mindset, but also due to various 

demographic and financial drivers, such as: 

• The refugees’ crisis – About 364,000 people seeking work or refugee protection crossed 

the sea between January and December of 2016 (Aljazeera Media, 2017). This recent wave of 

refugees entering in the developed countries boundaries in search for security, stability and 

higher quality of life is a big trend that is now concerning every Western government. As 

refugees require specific support and services (UNHCR, 2015; Joyce and Liamputtong, 2017), 

they should be seen as a new trend of social entrepreneurship. 

• Ecological mindset – In a way to respond to the lack of transparency and responsibility 

observed in the Western corporate environment, the consumer buying patterns are continuously 

shifting to less wasteful products. Consumers are buying products and services with an 

improved ecological footprint, especially in terms of resource consumption (Engel and Sebaux, 

2014). As reported by Edelman (2014), in the trust barometer, 80% of EU citizens affirm that a 

product environmental impact is a critical element in their purchasing decision. 

• The economic crisis – The financial crisis that hit the global economy since the summer of 

2007 is without precedent in post-war economic history (Buti and Székely, 2009). The ongoing 

recession is thus likely to leave deep and long-lasting traces on economic performance and 

entail social hardship of many kinds (Hattingh et al., 2012; Rao, 2013; Soni, 2013; Roland 

Berger, 2015; Rocca, 2016). 

• Stringent regulations – Pressure from consumers is not the only aspect for big companies to 

create more with less waste, government is also increasing pressure to enact stringent 

regulations on emissions and energy efficiency (Rao, 2013; World Wildlife Fund, 2016). 

• More value, less premium- Many traditional prestige products such as luxury cars are less 

important for younger generations, often called the millennials (Engel and Sebaux, 2014). 

According to research conducted by Morgan Stanley, 86 percent of Millennials—broadly 

defined as those born between the early 1980s and 2000—say they are interested in socially 

responsible investing.  Millennials are also twice as likely to invest in a stock or a fund if social 

responsibility is part of the value-creation thesis. As more investors and consumers put real 

focus on how companies stack up on environmental, social and governance criteria, these 

factors influence markets, and by extension, business (Morgan Stanley, 2017).  

• The CSR effect - The growing moral awareness happening globally, makes it imperative for 

every big firm to be socially responsible. This social concern, many times portraited as the 

Corporate Social Responsibility (CSR) of a company, pays off for firms and stakeholders (Burke 



and Logsdon, 1996; Khan et al, 2015), and forces the supply chain actors to operate in an 

ethical, legal, responsible and transparent way towards the stakeholders (Garriga and Melé, 

2004; Morgan Stanley Institute for Sustainable Investing, 2016). 

Figure 6 summarizes the main trends driving frugal innovation in emerging and developed markets.  

 

Although with several different drivers, both emerging countries and developed countries are frugal 

market forces to be recognized. It is becoming evident that a focus in the Western market is required to 

avoid being overlapped by all the major players emerging nowadays in the emerging countries. Likewise, 

the arrows in Figure 7 represent the linkage that must happen between businesses and organizations 

in both geographic regions in order to achieve win-win scenarios without wasting resources, and 

therefore optimizing the business strategy. This will mean thinking differently about every stage in the 

product development process, and eventually search for globalized solutions.  

3.3 The Corporate Barriers  

The frugal innovation process, as carried out in emerging markets, typically involves tenacious 

entrepreneurs working against a backdrop of scarce resources such as knowledge, raw materials, 

personnel and a rule of law conducive to innovations (Rao, 2013). Unlike Western countries, where the 

challenges of frugal come mainly from the contrasts between the traditional way of thinking in the 

successful companies and the frugal innovation model. Accordingly, in the social and professional 

context of Western technology firms or their R&D departments, the development of ‘good enough’ 

solutions for resource‐constrained users, however elegant, is typically not rewarded (Fraunhofer ISI and 

Nesta, 2016).  

Due to the influence that different hurdles have in the overall business success, an overview of the main 

challenges is presented in the next sub-sections. The barriers identified were organized according the 

main set of capabilities companies must have regarding the introduction of new innovative products in 

the market adapted from the 2011 article by Ernest & Young: (i) costumer insight (ii) research and 

product development and (iii) operations. Additionally, the barriers regarding external regulations 

characteristic of governmental actions are also mentioned.  

Figure 6- Drivers for frugal innovation in emerging and developed countries 



3.3.1 Costumer Insight 

In the past, developed world companies would typically take premium products that sold well in their 

home market and either sell them unchanged in rapid-growth markets or strip them down to make them 

more affordable (EY, 2011). Neither approach is satisfactory. Both were rushed, short sighted 

approaches, leading to the first market-oriented barriers: 

• Mismatch between the rapid-growth markets and the companies focus in premium end part of 

the market (EY, 2011); 

• Misalignment between the product and service offerings of developed world multinationals and 

the spending power and practices of Western customers (EY, 2011); 

• Executives may be cautious of developing entry‐level products through fear that they may 

‘cannibalize’ more expensive lines (Winter and Govindarajan, 2015). 

3.3.2 Research and Product Development 

Offering the Western society the cheapest and most affordable product is not likely to succeed, and 

companies should design frugal solutions with quality level comparable to entry-level alternatives (Tiwari 

and Herstatt, 2014). Therefore, after engaging with the right market entry strategy aligned with the 

resources of the respective business, the next set of barriers emerge concerning the conception of the 

product: 

• Internal resistance arises due to a lack of awareness and acceptance in a risk-averse, high-end 

and quality-driven culture, especially when redesigning existing products according to frugal 

attributes (Roland Berger, 2015); 

• In Western firms, the approach of limiting resources or functionalities conflicts with general 

premises that engineers and their managers have been trained to take for granted (Fraunhofer 

ISI and Nesta, 2016); 

• Difficulties in applying different development cycles due to strict application of standard 

development processes that are not suitable for frugal products development (Roland Berger, 

2015); 

3.3.3 Operations 

Similarly to the conception and idealization of the product itself, another set of challenges that can 

undermine the success of the product launching is found in the operations phase. This stage is critical 

and is where the potential disconnect between technical features and commercial implications can be 

most noticeable alongside with: 

• Failure to identify the right sales channel(s) for the product, a skill that is essential to survive 

and strive in the rapid-growth markets (Roland Berger, 2015); 

• Lack of skilled human capital, reliable local partners and proficient suppliers that can guarantee 

the compliancy of predetermined quality standards if the production is performed in emerging 

markets (Soydan, 2012). 



3.3.4 External Regulations 

The empirical literature on the impact of regulation on innovation is rather scarce while the few existing 

quantitative studies show more or less ambiguous results (Pelkmans and Renda, 2014). Nevertheless, 

most of the literature agrees that regulation can on the one hand drive innovation by having an “incentive 

impact” and increase the available resources for innovation. However, on the other hand it presents 

challenges like:  

• Compliance costs regarding domestic policies that can lead to an innovation hindering effect 

(Carlin and Soskice, 2005; Stewart, 2010).  

Although many companies develop interesting products, only those firms that can be both effective in 

developing products that meet customer needs and efficient in allocating their development resources 

will succeed in the long run (Schilling and Hill, 1998). By analysing the several barriers in the different 

parts of the product introduction in the market, companies can tackle the challenges of engaging a frugal 

strategy.  

3.4 The Industry Sectors 

After introducing frugal innovation and understanding its geographic potential and operational 

challenges, this section presents where frugal innovation is already present within the different industry 

sectors.  

Every good, service and commodity constitutes a global economic market with different groups of 

intermediaries between the first seller and the final buyer (Marshall, 1890). However, the ability to disrupt 

this steady market behaviour is the key to the success of many multinationals nowadays. This is where 

frugal innovation comes in place. It appears as a new way of approaching certain market segments, that 

might otherwise be overlooked by implementing a different business model that will change the decision-

making process of many firms. Indeed, frugal products are already becoming a worldwide phenomenon 

and can be found in various sectors. According to the S&P 500 Index, the major industry sectors in the 

beginning of 2017 were: Financials, Industrials, Materials, Health Care, Energy, Information Technology, 

Consumer Discretionary, Telecom Services, Utilities, Real State and Consumer Staples. It is possible 

to find examples of frugal innovation practices in almost every sector, showing the diversity potential of 

frugal innovation. The following Table 3 presents the presence of frugal innovation in various market 

sectors, within a certain industry. 

Table 3 - Frugal Innovation in the industry sectors 

Sector Industry Example 

Financials Commercial Banking 
Vodafone developed M-Pesa, a mobile banking service that allows customers to 
deposit and withdraw cash from their accounts by exchanging cash for electronic 
value (Vodafone, 2014). 

Industrials 
Construction and 
Engineering 

Conceptos Plásticos are mitigating global warming and helping to close the 
extreme poverty gap with an alternative housing construction system that consists 
in a modular way of building houses using recycled plastic (Conceptos Plásticos, no 
date). 



Materials Construction Materials 
ReMaterials designed a roofing system, ModRoof, in which panels are custom 
manufactured from packaging and agriculture waste, providing high quality 
shelter to millions of low-income families around the world (ReMaterials, no date). 

Health Care 
Health Care Equipment 
and Supplies 

BMVSS, a non-profit organization, created a line of prosthetics and artificial limbs 
designed to be sturdy, water resistant, and relatively inexpensive to manufacture, 
making them accessible to the low-income segment of consumers (BMVSS, 2016). 

Energy 
Energy Equipment and 
Services 

Community Solar Systems uses solar panels solutions to take advantage of 
economies of scale. They allow for more efficient utility generation and grid 
planning, and provide homeowners with a compelling solar product that is not 
constrained by the physical attributes of their home (Coughlin et al., 2010). 

Information 
Technology 

Software 
MFarm launched a mobile app with the same name in 2010 that connects farmers 
with buyers directly, cutting out the middlemen. It also seeks to solve the lack of 
pricing transparency by providing up-to-date market prices (Solon, 2013). 

Consumer 
Discretionary 

Automobiles 
Tata Motors launched the Tata Nano in 2008. Its design implements many 
measures to reduce manufacturing costs, making it possible to have a minimal 
purchasing price (Wells, 2010). 

Telecom 
Services 

Diversified Telecom 
Services 

Bharti Airtel Limited was pioneer regarding their business strategy: outsourcing all 
the business operations except marketing, sales and finance and building the 
'minutes factory' model of low cost and high volumes. This business model 
innovation enabled them to provide low call rates (airtel India, 2017). 

Utilities Electric Utilities 
SolarAid created Sunny Money, that distributes solar light bulbs with no kerosene, 
reducing the costs and security hazards in the most remote places in the world 
(SolarAid, 2008). 

Consumer 
Staples 

Household Products 
Godrej & Boyce Manufacturing created Chotukool, a 45-liter plastic container that 
can cool food to around 8 to 10 degrees on a 12-volt battery, tackling the problem 
of food storage present in 80% of households in India (Rosca et al, 2016). 

 

Indeed, frugal has a place throughout the current industry. Its potential translates in different approaches 

for different sectors and for different geographical and demographical regions. From software to simple 

household’s products, the potential of frugal innovation is vast and must be accounted for in every part 

of the globe. 

3.5 The Stakeholders 

Nowadays, there are two types of businesses usually found in the frugal innovation markets: (1) 

enterprises built solely around social business models, which are called “social enterprises” (Seelos and 

Mair, 2005), and (2) “social business”, which are like-minded efforts of established companies (London 

et al, 2010). The latter term is commonly regarding global corporations wanting to simply add social 

value to their business portfolio (Seelos and Mair, 2005), whereas the former are usually regional or 

local businesses born from necessity whose financial value comes from expertise in the sustainable 

investing market through in-house research (Morgan Stanley Institute for Sustainable Investing, 2016). 

They merge the risk orientation and market efficiencies of multinational corporations (MNCs) with the 

last-mile capabilities and local knowledge of the non-governmental organizations (NGOs) to create and 

deliver value in underserved markets (Goyal et al, 2016). Indeed, as stated in the Oslo Manual (2005), 

“The innovative activities of a firm partly depend on the variety and structure of its links to sources of 

information, knowledge, technologies, practices and human and financial resources. Each linkage 

connects the innovating firm to other actors in the innovation system: government laboratories, 

universities, policy departments, regulators, competitors, suppliers and customers.” Indeed, a large 

number of actors, seeking both profit and social impact, and bottom of the pyramid consumers potentially 

voicing frustration with governments’ inability are calling for change (Bhatti and Ventresca, 2015). 

Table 3 - Frugal Innovation in the industry sectors (cont) 

 



Hence, it is important to identify new ways to target underserved costumers that are able to form an 

innovative system that comprehends all the important stakeholders for frugal innovation, identified in 

Figure 7. 

Multinational corporations (MNCs) 

From a managerial perspective, frugal principles and implications are highly relevant for sustainability 

managers or logistics managers concerned with sustainability aspects (Rocca, 2016; Rosca and Bendul, 

2017). Sustainable, socially responsible or Environment Social and Government issues (ESG) investing 

has been gaining traction with investors of all ages as many look to generate market-rate financial 

returns alongside positive social and environmental impact (Payaud, 2014; Khan et al, 2015; Morgan 

Stanley, 2017). However, particularly in emerging countries, where frugal strategy requires high 

penetration rates, MNCs have struggled to reach a steady level of profit (Simanis and Duke, 2014), 

demanding deeper understanding of how to approach this type of markets.  

Local Entrepreneurs 

To overcome MNCs’ hurdle of root to market strategy, academics like Immelt, Govindarajan, and Trimble 

(2009) advice multinationals to setup local units called Local Growth Teams (LGTs). Such units, based 

out of emerging locations, are built on clean- slate organizational design, perform disciplined experiment, 

and yet borrow necessary resources and capabilities from the parent organization.  Schrader et al (2012) 

also found that the integration of local partners and entrepreneurs was key to success. With these 

partnerships, the MNCs could focus exclusively on training their partners and educating the customers, 

elucidating the importance of including people at the local level in the supply chain to improve their social 

welfare while bringing profits to MNCs (Schuster and Holtbrügge, 2012; Khalid et al., 2015).  

Policy Makers 

Inclusive growth has always been widely acknowledged as a goal of public and institutional policies, and 

the government agenda usually includes this type of growth by providing significant resources toward 

programmes that reduce poverty and create employment opportunities and access to essential services 

(European Comission, 2011; George et al, 2012; Nowlan, 2016). In the meantime, by practising 

elements of frugal innovation, local government can continue to build a culture of innovation and 

Figure 7 - Major Stakeholders in the Market for Frugal Innovation – Source (Bhatti and Ventresca, 2015) 



experimentation, encourage employees and local residents to trial and iterate low-budget and small-

scale solutions, and embark upon a more sustainable and inclusive process of innovation (Nowlan, 

2016). 

Non-Profits and Consulting Firms  

There are multiple ways for MNCs to conduct business in low income markets, however the market’s 

characteristic heterogeneity challenges the replicability of business models. Also, the lack of available 

market data and consumer insights can lead to costly strategic errors (MIT Practical Impact Alliance, 

2017). By collaborating with local non-profits organizations and consulting firms that usually operate or 

have field knowledge in the poor regions of the world, MNCs can reduce research costs and benefit 

from true local knowledge. Moreover, several aid agencies have rallied around the MNCs to help the 

world attain equitability in the five areas of focus; health, education, environment, equality and economic 

development (Sachs, 2005).  

Investment Funds 

Another important aspect of targeting the lower-income markets is the access to consumer financing, 

which can also become a limiting factor at large scale (Calton et al., 2013; MIT Practical Impact Alliance, 

2017). Most scholars recognize that many low-income markets lack access to impact financing, mainly 

because traditional financiers perceive these new industries as risky. Therefore, it is necessary to 

increase partnerships between funds that are capable of mutualizing costs and increase potential return.  

Universities 

Lastly, managing operations effectively at large scale requires professional staff. Yet talent pools with 

experience in social ventures are scarce, and developing that talent takes time and investment. This 

barrier can be easily overcome by establishing partnerships with universities that focus on the problem 

of addressing the social issues, and therefore have the knowledge, enthusiastic people and the right 

tools capable of providing training to local entrepreneurs (Bhatti and Ventresca, 2015).  

3.6 Conclusions 

Frugal products have the ability to disrupt steady market behaviour while empowering the consumers. 

They emerge with the purpose of responding to different global drivers currently changing our social, 

political and economic landscape. Until recently, the few developed best practices for frugal innovation 

were focused in emerging countries and in poor localised ecosystems that provided a favourable 

incubator for frugal innovation (Wells, 2010; Chakravarthy and Coughlan, 2012). However, both 

emerging and Western countries, despite having different drivers and barriers, are frugal market forces 

to be recognized, allowing MNCs to be profitable, improve their social image and meet environmental 

requirements while improving the economy of these underserved markets. Furthermore, it is possible to 

find the presence of frugal innovation in the different economic sectors and its place in the current 

industry is continuously increasing. Finally, it is key for the business success in these global market, to 

be able to find willing partners, clarify the expected benefits for both partners, build consensus on a 

common vision and objectives and reach an agreement on resource commitments, roles, and 

responsibilities. 



 

4. Research Methodology 

Frugal innovation systematically works its way toward the local customer. As in any strategy to approach 

the market, the starting point is understanding who is that customer, what they want, what they need, 

and more importantly, what they do not need. The analysis of the market is a practice vital for any 

company and institution. Hence, a primary market research lowers the risk of business failure and allows 

the identification of opportunities otherwise dismissed. Nevertheless, as many social entrepreneurs 

have discovered, simply applying the same approach across multiple geographies rarely works in 

practice (Schwab and Sala-i-Martín, 2016; WEF, 2017). Hence, this chapter first presents in Section 4.1 

the design of an exploratory research with the primary objective of finding the key success factors when 

analysing different potential geographic markets for frugal. Each step that will further constitute the body 

of this dissertation will be explained, and the first step of the research methodology, the literature review 

is carefully described in Section 4.2. Finally, Section 4.3 shows the conclusions taken from this chapter. 

4.1.       Research Design 

After identifying the existing gap in the current literature regarding a global market analysis for frugal 

innovation, it became clear that it was necessary to characterize different geographic regions, and not 

only emerging countries, in the lenses of frugal innovation. Therefore, a detailed review of current 

government and industry reports was made, which allowed the collection of sufficient data to structure 

the market analysis proposed by this study. The research methodology employed is qualitative and 

facilitates the gathering of relevant information, allows theory testing and collects feedbacks for model 

validation. 

 

Figure 8 shows the research methodology employed in this master dissertation. It first starts with a 

literature review based in consultancy reports, academic and white papers. Followed by the 

characterization of the first three market dimensions identified: (1) macroeconomic environment, (2) 

socio-demographic environment and (3) external environment. These first two steps consist of data 

collection and treatment and are essential in the development of the framework. The third step presents 

an overview of the fourth market dimension that includes the identification of market’s challenges and 

opportunities, including frugal examples of success aligned with the constructed framework.  

Figure 8 - Research Methodology  



Furthermore, the second step regarding the characterization of the market dimensions is a case of a 

type of acknowledged form of qualitative research: grounded theory. In grounded theory there is an 

attempt to derive a general, abstract theory of a process, action or interaction grounded on the views of 

participants in a study. This process involves using multiple stages of data collection and the refinement 

and interrelationship of categories of information. The two primary characteristics of this design are the 

constant comparison of data with emerging categories and theoretical sampling of different groups to 

maximize the similarities and the differences of information (Creswell, 2003). Furthermore, by deriving 

principles from data, grounded theory is more likely to offer insights that resembles the reality and 

provide a meaningful guide to action (Strauss and Corbin, 1998). This method “provides researchers 

with analytic tools for handling masses of raw data” (Strauss and Corbin, 1998) and achieve 

generalization through the abstraction of concepts. 

Finally, as this study does not focus in a particular company or a particular product for a selected sector, 

the market research to be performed as some limitations. In fact, it is impossible to derive the exact 

supply and demand figures for the frugal innovation market since it is such a broad term with no global 

defined definition and still in the first stages of practical development. Moreover, as in any type of 

subjective term like other types of innovation, the consumers are not fully aware of its benefits thus, the 

demand can be underestimated. Therefore, the assessment will be done in a strictly peripheral manner 

in order to cover the geographic market context for frugal innovation. Also, an industry-level analysis 

with a competition analysis and benchmarking cannot be covered due to the lack of data and specific 

subject of study. That in-depth analysis should be conducted by the company as the next step after this 

primary research. 

4.2.       Literature Review 

A literature review regarding the best practices to perform a complete market analysis that can serve as 

basis to perform the frugal market analysis was first conducted by reviewing consultancy reports, 

academic papers and white papers. Such focused review is well accepted methodology to analyse 

complex social challenges, since not always primary sources of data are available (Denyer and Tranfield 

2009; Pawson and Bellamy 2006). Moreover, most academic articles regarding geographic market 

analysis engage this subject in a very broad manner and as an initial step for further strategies.   

The literature notes that the possession of marketing capabilities leads to superior organizational 

performance in various business disciplines and industrial sectors (Liu et al, 2015). Regarding social 

enterprises, Liu et al. argued that when all else is equal, social enterprises that have superior marketing 

capabilities should be able to deploy market-based resources more effectively and achieve better social 

performance than those that do not. Therefore, concerning the frugal market it is important that the 

analysis is dynamic, forward-looking, as well as disciplined, through a set of guidelines capable of 

providing a wider understanding of the context in question. From a firm’s profit perspective, the 

objectives of assessing the market potential are to persuade shareholders and possible investors that 

the firm knows its market characteristics and therefore, can build a sustainable business. In other words, 

it measures and evaluates the attractiveness of the market. Likewise, market research in its broader 



sense, will also help to keep up with the changing business landscape, which has transformed in 

dramatic ways over the past three decades (Kardes, 2016). 

A market analysis is a quantitative and qualitative assessment of a certain market, which can be 

segmented by geographic region, industry sector, etc., and it looks into the size of the market both in 

volume and in value in order to assess its overall demand (Ablett et al., 2007; Robinson and Oss, 2012; 

EY, 2015; Kardes, 2016). The complexity of this task is remarkable, therefore it is helpful to divide it in 

four big dimensions presented in Table 4. 

Table 4 - Dimensions that constitute a market analysis 

Dimension References 

Macroeconomic Environment 

(Ablett et al, 2007; Chatterjee et al., 2010; Hattingh et al., 
2012; Robinson and Oss, 2012; Mohr et al., 2013; EY, 2015; 
Camacho, 2016; Kardes, 2016; Gruss et al., 2017; Wijeratne 
et al., 2017) 

Socio-demographic 
Environment 

(Chatterjee et al., 2010; Hattingh et al., 2012; Camacho, 
2016; Kardes, 2016; Adomaitis et al., 2017; Gruss et al, 
2017; Wijeratne et al., 2017) 

External Environment 

(Ablett et al, 2007; Chatterjee et al., 2010; Robinson and 
Oss, 2012; EY, 2015; Camacho, 2016; Gruss et al, 2017; 
Wijeratne et al., 2017) 

Market Sectors 
(Ablett et al, 2007; Chatterjee et al., 2010; Robinson and 
Oss, 2012; EY, 2015; Camacho, 2016; Gruss et al, 2017; 
Kupelian, 2017; Wijeratne et al., 2017) 

To achieve a sustained set of guidelines for a market analysis possible to be applied in a reliable way 

for any desired market segment, a diversified group of market related papers were subject of study. It 

became clear that to have a completed market analysis, most authors recommend a thorough review of 

the market and business based on a detailed regional profile, customer profile and industry profile. The 

four dimensions of analysis are as follows: first the macroeconomic environment includes the collection 

of sufficient macro-economic data capable of characterizing a certain geographic region. Secondly, the 

socio-demographic environment consists in aggregating sufficient social and demographic data to build 

a detailed set of consumers’ characteristics and achieve a certain consumer profile for that region, which 

is then followed by an overview regarding the external environment with an assessment of all political 

and governmental policies. Finally, the identification of the market’s sectors, its challenges and 

opportunities is crucial to demonstrate which sectors are characterizing the market for that region to 

build a set of capabilities and conditions for conducting business in the market. 

These four dimensions must be evaluated carefully when considering any change in the firm’s current 

marketplace or when deciding to explore new market opportunities. However, a superficial study is not 

enough, and to organize the market analysis efficiently and perform a careful data collection, all 

dimensions are described as follows: 

1. Macroeconomic Environment 

Although in different ways, not only developed markets but also emerging markets have important 

contributions to the growth of the global economy (EY, 2015; Gruss et al, 2017). In this first step, 

the current status of the economic situation, the regional risk, as well as the investment and sales 



potential of different geographic regions must be carefully assessed through the collection and 

analysis of macroeconomic data (Ablett et al, 2007; Hattingh et al., 2012).   

2. Socio-demographic Environment  

Understanding the data and future demographic shifts will enable businesses to prepare, strategize 

and adapt their products and services to the most important consumer profiles, to understand where 

new opportunities lie and how demand is changing (Eghbal, 2016). Thus, a careful collection and 

analysis of the major trends shaping the consumer and social behaviours must be the focus of this 

dimension (Chatterjee et al., 2010; Hattingh et al., 2012; Kasriel-Alexander, 2017). 

3. External Environment 

“Uncertainty is going to be the dominant theme for the global economy in 2017. Ongoing political, 

policy and economic volatility around the world pose risks of further inertia” (Adomaitis et al., 2017). 

Tax and regulatory environments can vary hugely between countries and are notoriously complex. 

Thoroughly understanding current legislation will help reduce risk and costs for the business (EY, 

2015).  

4. Market Sectors 

New technologic discoveries and advancements are continuously changing the growth potential of 

different market sectors (Immelt et al, 2009; Ostraszewska and Tylec, 2015). Accordingly, in the 

course of economic history the focus has been more obvious in the shift from material-intensive to 

information-intensive technologies, enabling the economization on land, labour, and produce 

capital, which are the three classical factors influencing market sector’s size and potential 

performance (Goodwin, 2003). To address this dynamic market behaviour, an overview of the 

characteristics, challenges and opportunities of the most important market sectors is addressed in 

this dimension. 

4.2.1.       Metrics and Indicators 

The art of regional economic analysis requires a base of tacit knowledge that includes a sense of 

knowing what data are important, how to analyse them and how to piece together what is found into a 

coherent story (Cortright and Reamer, 1998). The interpretation and assessment of some of the previous 

dimensions are not simple tasks. It comprises a careful collection of the data available according to 

different metrics that when related between them help firms reach conclusions about a specific 

dimension of the market analysis.  

In the current literature there are numerous indicators capable of achieving that task, therefore a 

comprehensive analysis to help identify what metrics to choose is critical. Since the evaluation of the 

potential of the frugal market requires a global perspective where both developed and emerging 

countries are analysed, the amount of data necessary from different sources is considerable, hence this 

study will cover only the most important indicators from Table 5. 

 

 



Table 5 - Literature review regarding specific indicators used in the market analysis 

Dimensions Indicators  References    

  (Kupelian, 
2017) 

(Wijeratne et al., 
2017; Kardes, 
2016) 

(Gruss et 
al, 2017) 

(Ablett et 
al, 2007) 

(EY, 
2015) 

Macroeconomic 
Environment  

GDP Growth x x x x  

Inflation (CPI) x x  x x 
Level of Gross Debt 
(%GDP) 

 x x x  

Private consumption   x x x 
Interest Rate x  x x  
Foreign Direct Investment 
(FDI) 

  x x x 

Household income  x x x  
Exchange rate  x   x x 

Socio-economic 
Environment 

Population Growth  x  x  
Urbanization    x  
Distribution of income 
classes 

 x  x  

Unemployment rate  x  x x 
Illiteracy rates    x  
Life expectancy at birth  x    

Market Sectors Share of market sector x x x x x 
Growth by sector   x x x 

 

After performing the steps for a market analysis but before making any market entry decision, managers 

must be aware of all challenges and opportunities regarding their industry sector to avoid unnecessary 

problems. For instance, Kim and Chhajed (2000) demonstrated that the introduction of a lower-end 

product, like frugal products, could decrease customer valuation of the higher-end product and cause 

customers to switch to the lower-end product. These type of risks present threats to the company, and 

by carrying out the assessment of the dimensions mentioned in the above section and by evaluating the 

overall market competition and possible partners, it will be possible to: (i) understand the key consumer 

segments before entering a market; (ii) assess the potential of a new product; (iii) adapt strategy to the 

developments in a labour market; (Iv) find ways to reach new consumers within an existing territory or 

beyond (Eghbal, 2016). 

4.3.       Conclusions 

During the development of this chapter, relevant approaches to perform a market analysis were 

reviewed and clear approaches emerged as best practices. First, by distributing the analysis in four main 

dimensions: macroeconomic environment, socio-demographic environment, external environment and 

market sectors, it is possible to address all the important variables influencing a market. Consequently, 

companies are able to have a better knowledge of the potential of the market, have an overall notion of 

the challenges and opportunities, and increase their chances of success while aligning the targeted 

market with the conception of the frugal product.  



5. Macroeconomic Environment  

The characterization of the different geographic regions is the first step in the frugal market analysis 

methodology. In this chapter, the macroeconomic environment must be assessed in order to reach an 

economic profile for each region. By reviewing economic reports and white papers performed by 

governmental agencies, non-profit organizations and private companies it is possible to evaluate the 

health of the economy, the investment potential and the degree of risk for conducting business in a given 

region. Although various economic indicators are released daily, weekly, monthly, quarterly and/or 

annually, few economists or analysts wade through these massive volumes of data. Therefore, in this 

assessment, the number of indicators is chosen accordingly to the research objectives and a simpler 

more focused analysis is performed.  

In Section 5.1 the choice criteria implemented to pick the world regions that serve as basis for the global 

market analysis is explained. Then, Section 5.2 describes the three economic indicators chosen for the 

macroeconomic analysis: (i) GDP, (ii) Inflation and (iii) Level of Gross Debt, which is followed by the 

data collection from the chosen database and respective treatment of the growth and risk factors in 

Section 5.3. In Section 5.4, the three indicators described above were correlated in a macroeconomic 

optics in order to perform a static analysis translated into the Regional Profile Matrix, and finally, Section 

5.5 gathers the main conclusions taken from this chapter. 

5.1.      World Regions 

The notion that regional factors can influence the innovative capacity of firms has led to increasing 

interest in analysing innovation at the regional level. Regional differences in levels of innovation activity 

can be substantial, and identifying the main characteristics and factors that promote innovation activity 

and the development of specific sectors at regional level can help in understanding innovation processes 

and be valuable for the elaboration of policy (OECD, 2005). Hence, in this chapter and throughout the 

master dissertation, 8 regions will be the object of study: (i) European Union (EU) (ii) Major Advanced 

Economies (MAE) (iii) Emerging Europe (iv) Commonwealth of Independent States (CIS) (v) Latin 

America and Caribbean (LAC) (vi) Emerging Asia (vii) Middle East and North Africa (MENA) and finally 

(viii) Sub-Saharan Africa (SSA). These regions were chosen according to the International Monetary 

Fund (IMF) database for the World Economic Outlook (WEO) published this year, 2017. The IMF 

oversees the international monetary system and monitors the economic and financial policies of its 189 

member countries, including all macroeconomic and financial sector issues that bear on global stability.  

In the WEO, composite data is provided for various groups of countries organized according to economic 

characteristics or region and where each group represents calculations based on 90 percent or more of 

the weighted group data (IMF, 2017). According to the WEO, this classification has evolved over time 

with the objective of facilitating analysis by providing a reasonably meaningful organization of the data. 

However, some countries remain outside the country classification and therefore are not included in the 

analysis. Anguilla, Cuba, the Democratic People’s Republic of Korea, and Montserrat are examples of 

countries that are not IMF members, and their economies are therefore not monitored by the IMF.  



5.2.       Macroeconomic Indicators 

Macroeconomics analysis often extends to the international sphere. In other words, it embodies trades, 

investments and capital flows usually performed due to the link between domestic and foreign markets 

(IMF, 2011). All these transactions dictate the growth performance of a region and consequently its 

economic potential for different companies. Nevertheless, this chapter will focus on the internal 

economic status of the regions, leaving the external analysis of the trade variables that influence foreign 

investments between markets for further chapters.  

According to the literature review performed in chapter 4, the growth potential of both emerging and 

developed markets is usually measured as a percentage change in GDP, which is useful but does not 

always reveal the true picture of a region’s growth trajectory. Indeed, looking at potential growth through 

a one-dimensional lens can be misleading, and therefore including additional perspectives that can 

measure the economic risk such as the level of gross debt and predicted inflation provides a more robust 

view of the growth prospects across different markets. 

5.2.1.   GDP 

One of the most common macroeconomic indicator capable of translating economic output is the 

Gross Domestic Product (GDP). GDP represents the total value at constant prices of final goods and 

services produced within a country during a specified time period (IMF, 2017). The GDP embodies 

three different approaches: 

● The production approach, which sums the “value-added” at each stage of production. Here, the 

value-added is defined as total sales less the value of intermediate inputs into the production 

process.  

● The expenditure approach, which adds up the value of purchases made by final users, such as 

food consumption, education and medical services by households, investments in machinery by 

companies and the purchases of goods and services by the government and foreigners. 

● The income approach, which sums the incomes generated by production. This accounts for 

inputs such as the compensation employees receive or the operating surplus of companies. 

The majority of the countries follow the established international standards to calculate the GDP. 

The international standard for measuring GDP is contained in the System of National Accounts 

(1993) compiled by the International Monetary Fund, the European Commission, the Organization 

for Economic Cooperation and Development (OECD), the United Nations, and the World Bank. The 

GDP is measured in the currency of the country in question, however, that requires adjustments 

when trying to compare the value of output in two countries using different currencies. Therefore, in 

order to avoid currency conversions that might influence the margin of error, this analysis measures 

the percentage of annual growth of the real GDP. 



5.2.2.   Inflation 

Inflation is the rate of increase in prices over a given period of time and is typically a broad measure, 

such as the overall increase in prices or the increase in the cost of living in a country. Consumers’ cost 

of living depends on the prices of the many goods and services they consume and the share of each 

good or service in the household budget (Oner, 2017). However, relative prices of different goods and 

services change frequently, for example, in response to technological and other factors affecting costs 

and quality, which leads consumers to change their buying patterns (Boskin et al., 2017), therefore, a 

solid and trustworthy indicator is needed.  

Inflation’s most commonly used indicator is the average percentage change in the consumer price index 

(CPI) over a certain period of time. The average CPI is a measure of a country's average level of prices. 

It is based on the cost of a typical basket of consumer goods and services like housing expenses 

including rent and mortgages, which constitute the largest component of the consumer basket in the 

United States or food staples such as water and flour, which constitutes the larger components in the 

emerging countries’ basket (IMF, 2017). Additionally, the CPI basket is mostly kept constant over time 

for consistency, but is tweaked occasionally to reflect changing consumption patterns—for example, to 

include new hi-tech goods and to replace items no longer widely purchased (Oner, 2017). For example, 

the Central European Bank and the Federal Reserve are responsible to analyse and keep within limits 

the CPI changes over time. 

5.2.3.   Level of Gross Debt 

The government is a major object of analysis in macroeconomics. It plays a role in contributing to 

overall economic growth or fighting inflation. Most of the times, through its tax policies government 

dictates the overall context in which companies do business. Therefore, it is critical to measure the 

governmental economic stability to complete the macroeconomic regional profile.  

The indicator that can translate better the financial state of the government is the general government 

gross debt as a percentage of the GDP: “Gross debt consists of all liabilities that require payment or 

payments of interest or principal by the debtor to the creditor at a date or dates in the future (...) thus, 

all liabilities in the Government Finance Statistics Manual 2001 system are debt, except for equity and 

investment fund shares, financial derivatives and employee stock options. Debt can be valued at current 

market, nominal, or face values” (GFSM 2001, 2001). This statement is presented in the GFSM 2001, 

which is an international accepted accrual accounting framework for government finance statistics and 

covers concepts, definitions, classifications and accounting rules. Additionally, the GFSM 2001 presents 

statistics in a form appropriate for analysis, planning, and policy determination, thus it is used by different 

governmental agencies around the world.  

In the following section a dynamic analysis is conducted for the eight analytical regions by reviewing in 

more detail the three indicators presented in the period from 2010 to 2020. In this way, it will be possible 

to account both historical data and future forecasts, thus reaching reliable macroeconomic conclusions. 



5.3.       Data Collection and Treatment 

Before starting treating the macroeconomic data, it is important to state some limitations regarding one 

risk metric – the level of gross government debt. Indeed, data on government debt securities for the 

more advanced economies are readily available because they are traded on national or international 

markets as well as data on loans because international organizations (major creditors) have maintained 

databases on government loans. For example, EU countries’ relevant data are readily available from 

Eurostat’s Quarterly Government Finance Statistics (“Maastricht debt”). For Indonesia, Mexico, Peru, 

and Russia, they are available from the IMF/World Bank Quarterly Public Sector Debt Statistics (QPSD) 

database. For Brazil, Egypt, India, Philippines, Turkey, and Uruguay, they are reported by national 

authorities either directly or through IMF’s Government Finance Statistics (GFS) (Arslanalp and Tsuda, 

2014). However, for most developing countries this data is not readily available as they often only publish 

debt securities and loans of the budgetary central government (Dippelsman et al, 2012). Additionally, in 

many low-income economies, low commodity prices and expansionary policies have eroded fiscal 

buffers and led in some cases to a precarious economic situation, heightening their vulnerability to 

further external shocks. Nevertheless, and taking in consideration these limitations when addressing 

some regional conclusions, all the statistical data for the three indicators needed for the macroeconomic 

regional assessment was collected by reviewing the World Economic Outlook database. The WEO 

database contains selected macroeconomic data series from the statistical appendix of the World 

Economic Outlook 2017 report, which presents the International Monetary Fund staff's analysis and 

projections of economic developments at the global level (IMF, 2017).  

5.3.1.   Growth Factors 

Regarding the GDP growth analysis, the yearly information was collected and then aggregated on a 

linear graph in order to show its regional evolution since 2010 and include future forecasts for the years 

2017 to 2020. This temporal behaviour is presented in Figure 9, for the Emerging Countries group which 

includes: Emerging Europe (dark blue), Commonwealth of Independent States (orange), Latin America 

and the Caribbean (grey), Emerging Asia (yellow), Middle East and North Africa (light blue) and Sub-

Saharan Africa (green). 

Figure 9 - Yearly GDP Growth for the Emerging Countries 

https://www.imf.org/external/ns/cs.aspx?id=29
https://www.imf.org/external/ns/cs.aspx?id=29


The same treatment was applied for the Developed Countries group represented in Figure 10, which 

include: European Union (blue) and Major Advanced Economies (orange). 

 

Before analysing both graphs, it is important to state that previously to the year 2010, more specifically 

in 2008, a major shift occurred in the real balance of economic power where the economic crisis started 

in the Developed Countries. Since then, emerging economies bypassed developed economies in terms 

of the quantum of GDP growth (Wijeratne et al., 2017), which is again the case in the present day. As 

shown in Figures 9 and 10, a surge in terms of real quantum growth has begun to take effect from the 

end of 2016 in the emerging countries, returning them to the heights experienced in 2011/12. 

Furthermore, as portrayed in Figure 10, the European Union shows a steep decrease in the GDP growth 

rate, between 2011 and 2012, with 1.7% and -0.4% respectively and highly contributing to the following 

global slowdown. Additionally, emerging markets are not as volatile as they once were, showing less 

variations and instability since 2015 (Figure 9).  

5.4.1.   Risk Factors 

Empirical studies have confirmed a nonlinear relationship between inflation and economic growth - 

namely, the relationship may be positive or negative for low levels of inflation, but is significantly negative 

for high levels of inflation (IMF, 2017). Although it is already clear that higher inflation levels are 

characteristic of emerging regions while low inflation levels reflect the economies of developed 

countries, it is not yet understood how the yearly change in CPI influences the economy and how it is 

correlated with the other indicators.  

Figure 10 - Yearly GDP Growth for the Developed Countries 

Figure 11 - Yearly change in the CPI for Emerging Countries 
Figure 12 - Yearly evolution of the Government General 
Debt for Emerging Countries 



The above set of figures, from 11 to 14, show the linear evolution of the Consumer Price Index and of 

the General Government Gross Debt as a percentage of the GDP, between the years 2010 and 2020 

and for the same Emerging Countries group and Developed Countries groups as the above analysis 

regarding the GDP growth. 

According to the Global Economic Prospects Report (2017), large exchange rate depreciations, 

compounded by the impact of drought on food prices, contributed to a rapid increase in inflation in some 

metals exporters throughout emerging countries. This increase is reflected in Figure 11 in almost every 

emerging region and since 2014. Indeed, the CPI values of developed countries are still minimal 

comparing to emerging countries’. Developed economies’ CPI values vary between 0% – EU in 2015 - 

and 3,1% – EU in 2011- , whereas in emerging economies the CPI values vary between 2,7% - Emerging 

Asia in 2015 - and 15,6% - CIS in 2015. On the other hand, in Developed Countries, represented by 

both blue and orange curves in Figure 13, it is evident that output gaps are still negative since the price 

deflation that followed the 2008 economic depression, and the risk of persistent low inflation (or deflation, 

in some cases) was dangerously present from 2011 until last year of 2016, as translated by the steep 

decrease in both curves. Moreover, this behaviour eventually resulted in reduced resistance to external 

shocks and bigger general government debt shown in the high value curves of Figure 14, with values of 

85,8% (of the GDP) for the European Union in 2016 and of 120,4% (of the GDP) for the Major Advanced 

Economies.  

Meanwhile, emerging regions like the CIS started exiting the recession, supported in part by the steep 

increase in commodity prices since 2012 – Figure 11, and supported by a recently witnessed recovery 

in the private consumption accompanied by an uptick in manufacturing (IMF, 2017). Finally, it is possible 

to conclude that the pressures for higher commodity prices in emerging countries has increased the 

burden of external debt and delayed fiscal consolidation. In Sub-Saharan Africa, it is possible to see 

that the increase in CPI levels that started in 2015 with 7%, matches the increase in gross general debt 

that started in the same year and is now 44,6% of the total GDP. Indeed, the same behaviour is depicted 

by the Middle East and North Africa’s curves as well as the Emerging Europe’s curves from both Figures 

11 and 12. This finding can be explained by exchange rate movements and the appreciation of the U.S. 

dollar against the euro. Indeed, the levels of general government gross debt in emerging countries, 

although still lower than in developed countries, are rising since 2014, indicating a need for low-income 

countries to improve debt management capacity to manage rollover risks (World Bank, 2017).  

Figure 13 - Yearly change in the CPI for Developed Countries Figure 14 - Yearly evolution of the Government General 
Debt for Developed Countries 



5.4.       Regional Profile Matrix 

After carefully analysing the three main macroeconomic indicators, it is possible to organize the data in 

a way that all regions can be compared to each other in order to reach some global conclusions. 

Therefore, in this study it was developed a tool that is presented in Figure 15. This tool represents the 

Regional Profile Matrix (RPM). In the RPM, the three indicators described above were correlated in a 

macroeconomic optics in order to perform a static analysis - rather than the above dynamic –and have 

the different regional profiles summarized and visually identified.  

In the vertical axe is depicted the annual average GDP Growth (%) of each analytical region in the period 

considered (2010-2020). In the horizontal axe, the indicator being measured is the Inflation Level as the 

annual average change in CPI between 2010 and 2020, and finally, the size of the bubbles represents 

the average Level of Governmental Gross Debt as a percentage of the GDP between the same period.  

When analysing the Region Profile Matrix, four different types of macroeconomic profiles, corresponding 

to the four quadrants, were identified and characterized: 

Safe (Low GDP Growth/Low Inflation) – In this quadrant although the GDP growth levels are not high 

and the low inflation compensates that fact by decreasing the risk of investment and presenting 

prospects for short-term profit. This set of characteristics is distinctive of developed economies like the 

European Union, represented by the light blue bubble covered by the orange bubble of the Major 

Advanced Economies.  

Risky (Low GDP Growth/High Inflation) – This quadrant includes the riskiest regions to do business. 

Usually, this profile reflects countries that are going through severe economic or political crisis and living 

- European Union 

- Major Advanced Economies 

- Emerging Europe 

- Emerging Asia 

- LAC 

- CIS 

- Middle East and North Africa 

- Sub-Saharan Africa 

 

Figure 15 - The Regional Profile Matrix 



in unstable and unpredictable business environments. Nowadays, this is the case of the Latin America 

and Caribbean group, the Commonwealth of Independent States and the Middle East and North Africa. 

Also at risk of entering this quadrant are the Emerging Europe and Sub-Saharan Africa. In order to avoid 

falling entirely into this category, these regions must implement the right tax policies to attract 

investments and drive private consumption. 

Perfect (High GDP Growth/Low Inflation) – This set of characteristics can be portraited as the perfect 

environment to do business. However, in order to achieve these conditions, a country needs to have a 

solid and stable political environment that invests in the economy with the right monetary policies, 

attracts international investors while supporting domestic firms and provides the right financial conditions 

for its populations in order to decrease the income gap. Although it is hard to find an analytical group of 

several countries with this profile, there are few selected countries that can relate to these characteristics 

like Australia, New Zealand, Luxembourg and Iceland. 

Prospering (High GDP Growth/High Inflation) – In this quadrant is represented the countries 

experiencing higher economic growth. This is due to the increase on capital input, meaning more 

investing opportunities and higher return on investment. However, inflation also remains high 

representing the big income gap that is still noticeable and thus, the inherent growth volatility. This profile 

can be found in high-growth markets like Emerging Asia and Sub-Saharan Africa, as well as in less risky 

emerging regions like Emerging Europe. 

5.5.       Conclusion 

GDP has become widely used as a reference point for the health of national and global economies, and 

together with risk indicators like CPI and level of gross government debt, it is possible to complete an 

accurate picture of the economic state and growth potential of a region. By combining these metrics, it 

enabled to place the 8 different world regions into 4 different macroeconomic profiles: (i) Safe, (ii) Risky, 

(iii) Perfect and (iv) Prospering. Although the Perfect quadrant of the RPM does not contain any of the 

eight regions, it becomes clear the existence of truly prospering economies that have been growing this 

past years and therefore are shifting from Risky to Prospering, like the Latin America and Caribbean, 

the Middle East and North Africa and even the Sub-Saharan Africa. Moreover, Emerging Asia presents 

high business expectations due to the high GDP growth it has witnessed in the past few years, and 

developed countries like European Union and Major Advanced Economies are as expected in a Safe 

place to invest. With this assessment, the comparison of regions can be made in a simple fast manner 

and in order to identify macroeconomic obstacles and behaviours that might affect the company’s 

strategy. Nevertheless, this type of macroeconomic assessment is not enough to understand the 

potential and hurdles of these geographic regions, and a more complete analysis regarding other market 

perspectives must be addressed.  



6. Socio-Demographic Environment 

This chapter is dedicated to the evaluation of the socio-demographic characteristics of the different 

regions in order to establish behaviours and patterns that challenge economic growth and thus, should 

be carefully studied and understood by any company before planning their local business strategy. 

Frequently, the social and demographic aspects of a certain region are the pitfall of many companies 

that disregard them and do not apply the changes necessary to their strategy to fit better with the region’s 

socio-demographic environment. Hence, it is vital to analyse and compare the overall social and 

demographic environment of the different world regions.   

First, Section 6.1 shows the methodology chosen to help data collection regarding the world regions, as 

well as the treatment of data regarding the sociodemographic indicators: (i) Income Gap, (ii) Education 

and (iii) Health. Then, in Section 6.2 is presented the Socio-demographic Cycle, a result from the data 

treatment performed, followed by the main conclusions of this chapter in Section 6.3. 

6.1.       Data Collection and Treatment 

There are several aspects when assessing the social and demographic environment of a certain 

population. The literature review presented in chapter 4 highlighted population growth, distribution of 

income, unemployment rate, literacy rates and life expectancy at birth. Indeed, different proxies of socio-

economic status (SES) have been considered by several epidemiological studies. For instance, Banks 

et al. (2006) and Blanpain (2016) rely on measures of life expectancy by occupation; and Chetty et al. 

(2016) analyse life expectancy by income percentiles. The concept of SES is multi-dimensional and 

different breakdowns by income, occupation, or education may provide different pictures. However, 

through a frugal innovation point of view, it is more urgent to address underserved people that otherwise 

do not have the resources needed to attain basic human rights. Therefore, two basic social aspects will 

be addressed in this chapter: education and health. These aspects are linked to the overall individual 

well-being, labour force participation and economic growth, rising above all others among academics 

and market specialists (OECD, 2012; Wijeratne et al., 2017). Besides, they are strongly correlated to 

life quality, workforce conditions and most importantly life expectancy, which are essential 

characteristics to address regarding a frugal strategy. In fact, literacy and numeracy are critical at all 

ages for individual and national development, and health and education inequalities ultimately lead to 

inequality in mortality and longevity, making them important public policy issues at the crossroad of 

health, social and economic policies.  

Furthermore, an important demographic indicator aligned with the BoP consumer and the emerging 

middle class, which are the major drivers for frugal innovation presented in chapter 3, is the region’s 

income gap. It is essential to address this demographic indicator since it is still an issue in the majority 

of the regions and has a big cause-effect relationship with poverty and economic growth. 

However, before performing a comparative analysis of the world regions, some difficulties in the 

collection of the data were evident. The main obstacles included the aggregation of cross-country data 

for the variables in study and the lack of available sources with organized data, since most sources of 



data regarding these variables like ONU, UNICEF or the World Bank have different coverages that do 

not include all the countries considered for the aggregated regions previously presented. Therefore, one 

important premise had to be made regarding the regions previously considered. Hence, a “best-in-class” 

approach, usually applied in terms of industry benchmarking regarding different companies 

(Mittelstaedt, 1992), is now applied to the eight world regions. This type pf primary approach is a ground-

breaking tool that when used in innovative ways can be applied in many different selection approaches. 

By applying the “best-in-class” approach, it is possible to have a superior basis that takes into account 

the better performing players in similar conditions, which in this case is the best performing country 

within a region. Thus, it is not necessary to compare numerous countries, but it is a prerequisite to 

identify a meaningful reference (the so-called ‘best-in-class’) (Chen et al., 2016). Thus, by analysing the 

current (2017) nominal GDP of all the countries in each analytical region it was possible to select the 

one with the higher current GDP rating, hence the one with the larger contribution for the region’s 

economy, or the “best-in-class”. The region representatives are presented in Table 6, where all data 

was collected from the same source as the macroeconomic data from chapter 7 – the World Economic 

Outlook (2017): 

Table 6 - Country representative for each world region – Data for China, mainland exclude data for Hong Kong Special Administrative 

Region of China and Macao Special Administrative Region of China. 

 

After finding the right social and demographic indicators as well as the right country representative for 

each region, the assessment of the socio-demographic environment in the eight regions is now 

presented in the following sections. 

6.1.1.       The Income Gap 

In order to fully understand the extent of the region’s income gap in a way that is possible to perform 

constructed comparisons, it is imperative to have a reliable metric as basis for the analysis. Therefore, 

the selected metric capable of expressing the income inequalities in a simple and reliable way is the 

Gini index developed by the World Bank. The Gini index is extremely relevant and widely used in several 

fields of research and application (Giorgi and Gigliarano, 2017; Stark et al., 1988). It measures the extent 

to which the distribution of income (or, in some cases, consumption expenditure) among individuals or 

households within an economy deviates from a perfectly equal distribution. Thus, a Gini index of 0 

represents perfect equality, while an index of 100 implies perfect inequality (The World Bank, 2017). 

World Region Country representative Nominal GDP (US bn, 2017) 

European Union Germany 3423,29 

Major Advanced Economies United States 19417,14 

Emerging Asia China 11795,30 

Emerging Europe Turkey 793,70 

Middle East and North Africa Saudi Arabia 707,379 

Sub-Saharan Africa Nigeria 400,621 

Latin America and Caribbean Brazil 2140,94 

Commonwealth of Independent States Russia 1560,71 



The data used in the calculations for this indicator are based on primary household surveys obtained 

from government statistical agencies and The World Bank country departments. The next Table 7 

presents the Gini Index, collected from The World Factbook database (CIA, 2017) for the eight world 

regions considered. 

Table 7 - The Gini Index for each world region 

Region Gini Index Last Date Available 

LAC  49,7 2014 

SSA  48,8 2013 

Emerging Asia  46,5 2016 

MENA  45,9 2013 

Major Advanced Economies  45 2007 

CIS  42 2014 

Emerging Europe  40,2 2010 

EU  27 2006 

Although the Gini index is a trustworthy measure, there is no updated data for all regions, therefore 

Table 7 presents the last available information for each region. According to the World Factbook (CIA, 

2017), LAC is the region with the biggest difference between low and high income classes, while the EU 

shows the lowest level of inequality, with a Gini index of 27 indicating a big middle class that empowers 

the economy and drives growth. Furthermore, communist China has one of the world’s highest levels of 

income inequality, confirmed by the report series conducted by Peking University’s China Family Panel 

Studies (2016) where is stated that the richest 1% of Chinese households owns a third of the country’s 

wealth, which is translated in third highest Gini index, only after Lac and SSA. Finally, and although 

lower Gini indexes are representative of emerging regions, it is possible for the Gini index of an emerging 

country to rise while the number of absolute poverty decreases. This is because the Gini index measures 

relative, not absolute, wealth (The World Bank, 2017). 

6.1.2.       Education and Health 

Both health and education can be characterized by analysing two important indicators mentioned in the 

market’s literature review in chapter 4: literacy rate (education) and life expectancy at birth (health). 

Figure 16 is based on data provided by the World Bank database and by the National Institute of Literacy 

of the US Department of Education for the US data, and shows in detail the data collected for education 

and health for the regions considered.  

Figure 16 - Correlation between the indicators of Education and Health in the eight regions  



The blue bars represent the adult (people with age above 15) literacy rate as a percentage of the total 

adult population in 2015, and the orange line indicates the life expectancy at birth in number of years 

for the same year. When considering Sub-Saharan Africa, represented by Nigeria, its blue bar clearly 

shows the big education deficit felt in this region. In fact, the SSA and the LAC, are home to 26% and 

4% of all illiterate adults respectively (UNESCO, 2016). Moreover, and supported by the income gap 

assessment, in Sub-Saharan Africa, which has the world’s youngest population (CIA, 2017), the high 

Gini index is reflected in the low adult literacy rates, which neglected 71% of children from poor 

households that were not attending school in 2013, compared with only 5% of children from rich 

households (The World Bank, 2017). In fact, when observing the graph, it is clear that developed 

countries have higher life expectancy, with 81 and 79 years for the EU and Major Advanced Economies 

respectively, while emerging countries are all equal or below the 76 years mark. The same difference is 

not that obvious regarding the literacy rate. For example, the Major Advanced Economies, represented 

by the US, presents a literacy rate of 86%, which is only higher than SSA’s rate, represented by Nigeria. 

This is probably due to the way that the Census Bureau reported the US literacy rates (different from 

the World Bank), which were based on personal interviews of a relatively small portion of the population.  

Nevertheless, it is possible to state that the two social aspects are related, as demonstrated in the 

orange linear path that matches almost perfectly the blue bars in Figure 16. In fact, as the literacy levels 

decrease, a similar decrease happens in the life expectancy of the region. This conclusion is not a 

novelty.Ttruthfully, many different scholars have already presented works proving such connection. 

Some studies devoted to examining life expectancy of a country have proven that income, education, 

urbanization, health care spending and inputs like number of physicians, access to safe drinking water, 

nutritional outcome, and geographical location of a country appeared to be statistically significant 

determinants (Kabir, 2008). Furthermore, education has both direct and indirect impacts on health 

outcome. It enhances labour market productivity and income growth, while having beneficial effects on 

child health and social well-being through the education of women. Intuitively, education also rises 

people’s health awareness and thereby actions toward achieving better health status, which itself has 

significant bearing on extending life expectancy (Kabir, 2008). In a multivariate linear regression analysis 

on data of 156 countries, Gulis (2000) found that literacy had statistically significant role in explaining 

life expectancy, while Grabauskas and Kalediene (2002) and Kalediene and Petrauskiene (2000) have 

proven that mortality and life expectancy differs considerably in relation to education. 

It is a fact that the accumulated achievement of education is fundamental for further intellectual growth 

and social and economic development (The World Bank, 2017). For instance, literate women imply that 

they can seek and use information for the betterment of the health, nutrition and education of their 

household members.  Therefore, if regions have a population with lower literacy rates then they will most 

likely present lower life expectancy. For example, Sub-Saharan Africa has the lowest literacy rate – 

59,6% - hence, the lowest life expectancy – 53 years, whereas the developed European Union, has one 

of the highest literacy rates – 99% - thus, one of the highest life expectancy – 81 years.  



Nevertheless, there are some limitations regarding the data collected for this chapter. First, the number 

of people who are literate or illiterate is often based on self-reported data, and some countries apply 

different lengths of school attendance or levels of completion to declare a person literate (The World 

Bank, 2017). Also, while existing data on socio-economic mortality differentials show evidence of 

significant ‘social gradients’, these estimates are affected by differences in population coverage (entire 

populations, regions or samples), type of underlying data (register-based, census-linked, or cross-

sectional unlinked data), socio-economic classifications of the deceased (income, occupation, 

education), summary indicator of health conditions used, and more (Murtin, F. et al. ,2017). Furthermore, 

there is potential source of bias when measuring inequalities of longevity, as people with low educational 

attainment may disproportionally include people with special disadvantages (e.g. learning or health 

problems in young age) in countries where medium and higher education is the norm (Murtin, F. et al. 

2017). 

6.2.       The Socio-demographic Cycle 

In fact, by analysing the three metrics, it is possible to state the existence of a strong linkage between 

them. As seen in the previous section, the literacy rates and the life expectancy are positively correlated. 

Additionally, it has been observed that there is a strong relationship between absolute level of income, 

measured by per capita GDP, and life expectancy among the poor countries (The World Bank, 1993; 

Kabir, 2008). In a cross-country comparison Anand and Ravallion (1993) found a significant positive 

association between per capita Gross National Product (GNP) and life expectancy, which worked mainly 

through impact of national income on the poor’s income and public expenditure specifically on health. 

Also, according to different academics, the healthcare market sector often echoes the impact of income 

distribution and income growth between age groups (Trusov et al., 2016), while educational differences, 

mainly originated by income inequalities, have been proved to influence average lifespan (Sheshinski, 

1972; Diaz and Murtin, 2016). In fact, the lack of skills in many parts of the emerging world is intrinsically 

linked to poor work conditions and ultimately, to high income inequalities. Therefore, there is a clear 

need to not only assess the three aspects individually, but also as an integrated system.  

Figure 17 represents The Socio-demographic Cycle proposed by the author, where the integrated 

system with the three socio-demographics indicators and their loop relation are visually portraited. The 

first image represents the income gap, followed by the adult literacy rates and finally, the third image 

represents the life expectancy at birth. 

Figure 17 - The Socio-demographic Cycle 



This cycle can be read from any starting point since all aspects influence each other. In that way, and 

starting for example with low ( - ) income gap, represented by the first image, and reading the next sign 

to the right, it is possible to state that it will lead to an increase ( + ) in literacy rates, and ultimately to ( 

+ ) higher life expectancy. Or even, low ( - ) literacy rates will lead to lower ( - ) life expectancy and, in 

the long term, to an increasing ( + ) income gap. This last statement can also be explained by a recent 

term that has been under the attention of various academics: Health Literacy (HL) (Batterham et al., 

2016). HL is the degree to which individuals can obtain, process, and understand basic health 

information and services needed to make appropriate health decisions (Institute of Medicine, 2004). 

People with limited HL strengths tend to be less educated, have fewer health-promoting behaviours, 

and have worse health outcomes (Batterham et al., 2016).  

6.3.       Conclusions 

Regarding healthcare, an area where there is growing government involvement as demand from citizens 

for effective healthcare increases, the effects of poor education systems and platforms is substantial. 

Furthermore, achieving universal healthcare would prevent people from falling into poverty due to illness 

and give people the opportunity to lead healthier and more productive lives, contributing for the 

respective national economic growth. In fact, this socio-demographic assessment clearly shows the 

higher demand for frugal innovation in emerging countries as it is stated in the literature reviewed. 

Therefore, by investing in education related programs in the regions that have the lower literacy rates - 

SSA or LAC - which are also the top regions with higher income gap, firms can take the first step in 

increasing life expectancy while contributing to the reduction of income inequalities as seen in the 

integrated Socio-demographic Cycle, which can ultimately increase the consumer demand and 

contribute for their long-term profits. However, these regions can present unexpected obstacles which 

can undermine the frugal supply, hence, another important market dimension still needs to be addressed 

regarding external factors. 

  



7. External Environment  

After the assessment of the intrinsic factors typical of every region - economic, social and demographic 

– it is necessary and vital to identify and analyse the extrinsic aspects of the world’s regions. These 

aspects are some of the most important, if not the most important, for the businesses success since 

they appear as the last step when doing business in a certain location. Indeed, the previous variables 

and country characteristics are important in order to evaluate correctly the best fit, place and target 

market for the company’s business, however, without this last assessment companies can fall into legal 

and logistic traps they have not yet accounted for. 

This chapter is composed by Section 7.1 where the methodology used for data collection and treatment 

is explained, followed by Section 7.2, where a regional summary regarding the external environment for 

each world region is presented, and by Section 7.3 which summarizes the conclusions taken from this 

external assessment. 

7.1        Data Collection and Treatment 

External factors can be natural disasters such as hurricanes, earthquakes among others; political 

aspects like the growth in extremist parties and separatist movements in Europe (EY, 2015; Stiglitz, 

2016); or geopolitical like the massive migrations around the world originated by wars and conflict which 

have spurred resentment in host populations. For example, Turkey became the largest refugee-hosting 

country worldwide, with 1.59 million refugees (UNHCR, 2015; Joyce and Liamputtong, 2017). 

Additionally, in more developing regions like Middle East and Sub-Saharan Africa, other challenges 

appear: potential water shortage, scarcity of talent or even lack of access to basic facilities (Eghbal, 

2016; EY, 2013). Nevertheless, recent studies have shown that the most important external factor for 

foreign investors that are concerned in expanding across borders is the amount of bureaucracy and 

legal documents involved in all the logistic and supply chain processes necessary, overshadowing the 

geopolitical unrest and big resource deficits (EY, 2015).  

Launching products, scaling businesses or trading services are all business activities that drives the 

exchange of ideas, know-how and technology. Trade in services helps firms cut costs, increase 

productivity, participate in global value chains and boost competitiveness. Consumers also benefit from 

lower prices and greater choices. Indeed, international trade in products and services is often impeded 

by trade investment barriers and domestic regulations. The trading systems of different countries 

depend mainly on political ideals and financing systems, thus, the OECD (2017) created a tool that helps 

firms evaluate the variables and risks involved in trading procedures by monitoring and benchmarking 

country performance on implementation of specific trade facilitation measures: The Trade Facilitation 

Indicators (TFIs).  

TFIs provide policy makers and negotiators with information and measurement tools to open up 

international trade in services and negotiate international trade agreements. This evaluation can also 

help governments identify best practice and then focus their domestic reform efforts on priority sectors 

and measures. The TFIs were first launched in 2013 and cover the full spectrum of Customs and other 



regulatory trade procedures at the border included in the Trade Facilitation Agreement (TFA). The data 

on the TFIs are gathered through a questionnaire replied by the relevant administrations and by carriers 

with worldwide presence, and cross-checked against publicly available sources. Finally, 133 variables, 

organised by 11 policy dimensions follow a scoring from 0 (lowest performance) to 2 (highest 

performance). The next Table 8 shows the 11 policy dimensions covered in OECD’s TFI tool. 

Table 8 - Description of the 11 policy dimensions in the TFI methodology 

 

7.2          Regional Summary 

By using the TFI data collected from the country comparison tool in the OECD website, it is possible to 

compare, in a dynamic way a selected country with other countries belonging to the same income group 

or region as the selected country. Therefore, a comparison of the 8 country representatives taken into 

consideration in this dissertation can be performed and evaluated regarding all 11 dimensions. The next 

Figure 18 indicates the regions performance (from 0 to 2) for each dimension alongside their total TFI 

average represented in the middle of each radial graph. 

From the comparative analysis represented by the next Figure 18, some conclusions regarding the 

bureaucracy and easiness to do business across regions can be made: 

Dimension Description 

1. Advance Rulings 
Prior statements by the administration to requesting traders concerning the 
classification, origin, valuation method, etc., applied to specific goods at the 
time of importation; the rules and process applied to such statements. 

2. Appeal Procedures 
The possibility and modalities to appeal administrative decisions by border 
agencies. 

3. Co-operation – External Co-operation with neighbouring and third countries. 

4. Co-operation – Internal 
Co-operation between various border agencies of the country; control 
delegation to customs authorities. 

5. Fees and Charges Disciplines on the fees and charges imposed on imports and exports. 

6. Formalities – Automation 
Electronic exchange of data; automated border procedures; use of risk 
management. 

7. Formalities – Documents 
Simplification of trade documents; harmonisation in accordance with 
international standards; acceptance of copies. 

8. Formalities – Procedures 
Streamlining of border controls; single submission points for all required 
documentation (single windows); post-clearance audits; authorised economic 
operators. 

9. Governance and Impartiality Customs structures and functions; accountability; ethics policy. 

10. Information Availability Publication of trade information, including on internet; enquiry points. 

11. Involvement of the Trade 
Community 

Consultations with traders. 



 Emerging Europe: Represented by Turkey, has best performance across the sample regarding appeal 

procedures, with the maximum score of 2, and formalities-automation with 1,83. This implies easier 

electronic exchange of data and better automated border procedures. Moreover, Emerging Europe also 

matches the best performance in governance and impartiality with 1,89, and advance rulings with 1,71, 

leading to better risk management and higher quality control. However, it appears to be weaker in 

external co-operations, represented by a zero score, which is a result of the hard trade between 

countries with political divergences.  

SSA: Represented by Nigeria, has the overall worst trade score (0,9). However, according to the OECD, 

SSA matches or exceeds the average performance of other lower middle-income countries in the areas 

of involvement of trade community, streamlining of procedures and external border agency cooperation, 

showing an obvious effort to expand their international business relationships. 

CIS: Represented by Russia, matches the average performance of Emerging Europe in the area of 

advance rulings, however it presents more challenges regarding the formalities necessary, whether in 

documents, procedures or automation. These formality hurdles can appear in the exaggerated 

complexity of trade documents; substantial differences with international standards and strict border 

control. 

Emerging Asia: Represented by China, has the best performance across the sample in information 

availability while matching the best in fees and charges. This dimension, fees and charges, is one of the 

most attractive for foreign private investors since it directly influences costs and reduces imposed 

charges on exports. Nevertheless, Emerging Asia worst performance appears in the dimension of 

formalities concerning documents and shows more difficulties in co-operation (internal or external) 

relationships due to their cultural differences with most of the other regions. 

EU: Represented by Germany, has a stable performance in almost all dimensions, with the best average 

performance in advance rulings, internal co-operation and governance and impartiality. Nevertheless, 

presents a weaker performance in formalities-procedures, that has EU’s lowest score: 1,18, 

representative of the higher quality control in documentation release, putted in practise to minimize 

losses of material and maximize efficiency. 

Figure 18 - The world region's TFI performance 



MAE: Represented by the US and unlike Emerging Asia, has the maximum score (2) in the co-operation 

dimensions and advance rulings. Indeed, the countries that compose this region are known for their 

facilitation tools and their openness to foreign business, also due to their cultural values and international 

nature. Additionally, it has the highest average trade score – 1,7 - from all the 8 regions, leading to great 

commercial relations. 

MENA: Represented by Saudi Arabia, has the second lowest average trade score (1,2) and presents 

no data for external border co-operation. However, it has great performance regarding documents 

formalities, outpacing all other regions. This can be explained by the major exportations of oil and gas 

typical of the region, that leads to the need of fast bureaucracy for this type of trade. 

LAC: Represented by Brazil, has a solid trade performance represented by the second to best average 

performance regarding all TFI dimensions except for appeal procedures and internal border agency 

cooperation with 1,3 and 1,7 respectively. Indeed, co-operation between various border national 

agencies and control delegation to customs authorities are this region’s weakness since it still suffers 

nowadays from various forms of corruption and illegal exchanges. 

7.3            Conclusions 

As previously analysed, it is a fact that emerging regions like Emerging Asia or Sub-Saharan Africa 

present great frugal market opportunities whether due to their urgent need to address socio-

demographics challenges or to their increase in macroeconomic growth prospects. However, that strictly 

internal analysis is not enough to immediately start strategizing a frugal business since these regions 

still lack the necessary legal structures that attract investors. Indeed, foreign investors become reluctant 

when facing the lack of trade documents in accordance with international standards that ultimately 

create various legal obstacles and consequently a waste of firms’ resources, or even the present 

corruption still noticeable in many of these emerging regions. In fact, legal, and many times, political 

obstacles, if not overcome become central to the economic/structural transformation which is at the 

heart of long-term sustainable growth for emerging markets (Stiglitz, 2016).  

Introducing and implementing trade facilitation measures involves costs and challenges in one or more 

of the following areas: diagnostics, new regulation, institutional changes, training, equipment and 

infrastructure, awareness-raising and change management. Of these, equipment and infrastructure are 

often the most expensive although training appears to be the most significant as trade facilitation is 

primarily about changing the way border agencies do business (OECD, 2015). Additionally, some 

measures may be relatively inexpensive to put in place but raise challenges in terms of actual 

enforcement and in terms of their sustainability in the long run. Overcoming resistance to change 

requires political will and sufficient time, in addition to technical and financial assistance. Hence, it is 

important to justify that change with robust studies and regional market evidence. That evidence is the 

purpose of the next chapter. 

  



8. Regional Framework and Validation 

In this final chapter, and after analysing the dimensions proposed in chapter 4, it is now important to 

gather all collected information and review it in a way that is possible to create an overall regional market 

profile for all eight world regions considered. By doing that, companies interested in investing in a frugal 

innovation product or service can have a clear economic profile of a region, can identify the different 

social and geographic challenges and thus reduce risk of business failure. Most importantly, companies 

are now able to find the right frugal scope and align their mission with the best frugal strategy for the 

market considered. Therefore, Section 8.1 presents the development of the framework, which is the 

main goal of this work, followed by Section 8.2 where the framework is validated by linking it with the 

present market sectors supply opportunities and with different frugal innovation case-studies that meet 

the requirements presented in the framework developed. Then, in Section 8.3, the framework limitations 

are explained, and finally the conclusions of this chapter are described in Section 8.4. 

8.1            Framework Development 

In order to organize the data analysed in the previous chapters into a robust framework that can help 

better visualize all the characteristics regarding the macroeconomic, socio-demographic and external 

environments, a structured procedure was followed.  

The main goal of this framework, The Regional Market Profile Framework (RMPF), is to show the 

different characteristics of the frugal innovation demand for a certain region while avoiding possible 

dangers and downfalls. To accomplish that, it was necessary to create accurate guidelines for each 

dimension based on the previously analysis in order to cluster the regions into three colours: green, 

yellow and red. Each colour has different meanings for the different dimensions depending on the 

guidelines. Nevertheless, the green colour corresponds to a market characteristic that maximizes the 

potential of frugal innovation and thus increases the probability of business success, the yellow 

represents a market characteristic with some hurdles but also with potential to boost frugal innovation 

and finally, the red represents a certain characteristic important to avoid or overcome when employing 

frugal innovation. 

Macroeconomic Environment – In this dimension the colours represent the level of investment risk 

only regarding a macroeconomic perspective. As shown and explained in more detail in the RPM 

proposed in chapter 6, the regions can be distributed into 4 profiles: (i) Risky, (ii) Prospering, (iii) Safe 

and (iv) Perfect. However, since the Perfect profile does not characterize any region addressed, the 

eight regions are consequently distributed into the remaining three profiles. Therefore, each profile 

represents a colour depending on the degree of risk investment as shown in Table 9: 

Table 9 - Guidelines to cluster macroeconomic data 

 

 

 

 Risky Low GDP Growth AND High Inflation 

 Prospering High GDP Growth AND High Inflation 

 Safe  Low GDP Growth AND Low Inflation 



Socio-demographic Environment – In this dimension the colours represent the level of importance to 

address basic social needs, specifically health and education needs. Therefore, the three colours 

represent three levels of urgency that are aligned with the two - health and education - indicators 

considered in chapter 7: (i) Life expectancy at birth and (ii) Adult literacy rate. In order to not only identify 

the level of importance but also the specific basic need covered in this study and that must be addressed 

in the region: (i) education or (ii) health, it was developed the following guidelines as shown in Table 10:       

Table 10 - Guidelines to cluster socio-demographic data 

 

External Environment – In this dimension, it is important to characterize the degree of difficulty in order 

to do business in that region. Hence, the three colours should show if it is easy, medium or hard to 

import and export products into that region without having to overcome the different trade obstacles 

represented by the 11 dimensions explained in chapter 9. The eight regions are distributed into the three 

degrees of trade facilitation according to the following guidelines depicted in Table 11: 

Table 11 - Guidelines to cluster external data 

 

 

 

Table 12 represents the Regional Market Profile Framework (RMPF) obtained by following to the 

previously explained criteria: 

Table 12 - The Regional Market Profile Framework 

 

 

 

 

 

 

 

 

 Peripheral Life expectancy at birth ≥ 77 years AND Adult literacy rate ≥ 95% 

 Necessary 72 years ≤ Life expectancy at birth < 77 years OR 90% ≤ Adult literacy rate < 95% 

 Urgent    Life expectancy at birth <72 years OR Adult literacy rate <90% 

 Hard Trade Average TFI ≤ 1 

 Medium Trade 1 < Average TFI ≤ 1,5 

 Easy Trade  Average TFI > 1,5 

World Regions 
Macroeconomic 

Environment 

Socio-
demographic 
Environment 

External 
Environment 

LAC Risky 
Necessary: Health 

and Education 
Medium 

CIS Risky Urgent: Health Medium 

MENA Risky 
Necessary: Health 

and Education 
Medium 

SSA Prospering 
Urgent: Health and 

Education 
Hard Trade 

Emerging Asia Prospering Necessary: Health Medium 
Emerging Europe Prospering Necessary: Health Medium 
EU Safe Peripheral Easy Trade 
MAE Safe Urgent: Education Easy Trade 



8.2            Framework Validation 

After covering the three main dimensions that characterize a regional market analysis and after 

developing a clear idea of how different regions behave according to different market environments, it 

is now possible to validate and confirm the results with the real data from those areas. Two steps are 

performed in the validation: 1) The sectors’ characterization of each region; 2) Case Study analysis.  

All regions, whether emerging or developed, have different needs as well as different market 

opportunities for frugal innovation products and services. Therefore, it is performed a market sectors’ 

characterization for each region with the identification of the respective challenges and opportunities, 

which constitutes the fourth market dimension identified in chapter 4. This characterization validates the 

framework, since it presents specific guidelines to fulfil the challenges presented in the RMPF.  

Through a frugal innovation case-study the challenges and opportunities previously identified can be 

seized and confirmed. Therefore the market profile shown in the RMPF will be validated and clear 

guidelines for firms and frugal innovation investors can be drawn. 

This market sectors characterization and frugal validation comprehends an exhaustive research from 

different databases, time series and annual reports in order to be able to collect different information 

and examples. However, a detailed data collection regarding all market sectors for all regions is a 

demanding task that should be done by each company in a more focused manner and according to the 

product in question. Additionally, the regions in this chapter are the same analytical regions considered 

throughout this thesis, and follow the assumptions made in the previous chapters – the “best-in-class” 

rule – regarding data treatment. 

8.2.1         Data Collection and Treatment 

In order to achieve a coherent assessment of the overall industry environment, the sectors that are the 

subject of this characterization were aggregated into three main market categories: (i) Agriculture (ii) 

Industry and (iii) Services. This aggregation is according to the World Bank national accounts data, 

which subsequently follows the criteria for aggregation of the International Standard Industrial 

Classification of All Economic Activities (ISIC), Revision 4 (UN, 2008). The ISIC disaggregates the 

economy into more detailed levels of industries and industry groups, as well as more aggregated levels 

of divisions and sections (UN, 2008). As stated in the white paper written by the Department of Economic 

and Social Affairs from the United Nations (2008): “The categories of ISIC (especially higher-level 

categories) have become an accepted way of subdividing the overall economy into useful coherent 

industries that are widely recognized and used in economic analysis, and as such they have become 

accepted groupings for data used as indicators of economic activity”. In its function as the internationally 

accepted reference classification for economic activities and its strong link to other existing activity 

classifications, ISIC can be viewed as an effective tool for the harmonization of economic statistics. 

Table 13 shows the individual categories of ISIC (Revision 4) that have been aggregated into the 

following 21 sections (UN, 2008):  

 



 

Table 13 - Organization of the ISIC market categories 

Section Divisions  Description 

A 1-3 Agriculture, forestry and fishing 

B 5-9 Mining and quarrying 

C 10-33 Manufacturing 

D 35 Electricity, gas, steam and air conditioning supply 

E 36-39 Water supply; sewerage, waste management and remediation activities 

F 41-43 Construction 

G 45-47 Wholesale and retail trade; repair of motor vehicles and motorcycles 

H 49-53 Transportation and storage 

I 55-56 Accommodation and food service activities 

J 58-63 Information and communication 

K 64-66 Financial and insurance activities 

L 68 Real estate activities 

M 69-75 Professional, scientific and technical activities 

N 77-82 Administrative and support service activities 

O 84 Public administration and defence; compulsory social security 

P 85 Education 

Q 86-88 Human health and social work activities 

R 90-93 Arts, entertainment and recreation 

S 94-96 Other service activities 

T 97-98 Activities of households as employers; undifferentiated goods- and 
services-producing activities of households for own use 

U 99 Activities of extraterritorial organizations and bodies 

 

According to the World Bank national accounts data – the source for statistical data in this section - the 

three categories can be described as follows: 

(i) Industry corresponds to ISIC divisions 5-43. It comprises mining, manufacturing, 

construction, electricity, water, and gas. 

(ii) Agriculture corresponds to ISIC divisions 1-3 and includes forestry, hunting, and fishing, as 

well as cultivation of crops and livestock production. 

(iii) Services correspond to ISIC divisions 45-99 and includes wholesale and retail trade 

(including hotels and restaurants), transport, and government, financial, professional, 

information and communication and personal services such as education, health care, arts, 

entertainment and real estate services. Also included are imputed bank service charges, 

import duties, and any statistical discrepancies noted by national compilers as well as 

discrepancies arising from rescaling. 

Moreover, this aggregation is in line with the present frugal market analysis, since, and as mentioned in 

the previous section 3.4, it is possible to find frugal products or services in almost every market sector. 



8.2.2        Market Categories 

In the previous decade, industrialized economies, typical of developed countries in the EU and Major 

Advanced Economies, were the main producers in all Industry related activities by a wide margin. For 

instance, manufacturing is one of the economic engines of Europe. It accounts for 15% of value added 

and plays a key role in driving research, innovation and exports: 80% of the EU’s innovations, and 80% 

of its exports, are generated by the manufacturing sector (EY, 2015). However, economic growth in 

developing economies, coupled with the effects of the financial crisis on industrialized countries, resulted 

in a remarkable shift in the distribution of manufacturing activities. By 2013 emerging countries like China 

and Brazil were the main producers of most basic consumer goods and manufacturers of basic metals 

(Industry Development Report, 2016; Wijeratne et al., 2017). However, the average world Manufacturing 

Value Added (MVA) has been declining for more than two decades now, from 21% in 1995 to 15% in 

2014, and instead markets have been shifting more towards services (The World Bank, 2017). In fact, 

people are now looking for a wider product variety, cost-saving services and a better in-store 

experiences.  

The Services category is undoubtedly the major contributor for national development. The renewable 

energy market share in MENA stands at 1.8%, while the share in North America is under 10.5%. SSA 

has the highest share of renewables in its energy use - over 70% - while Emerging Asia records 40% 

(The World Bank, 2017). This renewable trend can be explored in numerous ways with clean cooking 

fuels and other frugal technologies. Meanwhile, other main services opportunities are health. In fact, 

demand for wearable solutions supporting monitoring and tracking of healthcare status is expected to 

rise in several regions due to weaknesses in prepayment mechanisms such as taxation or health 

insurance that often impede access to care, especially for the poorest (The World Bank, 2017).  Indeed, 

expanding access to financial services is imperative since enables individuals to manage and enhance 

their incomes, assets, and investments, therefore its expansion throughout uncovered geographic 

regions will increase the number of global transactions and contribute for the world’s economic growth.  

Finally, Agriculture, in its variety of forms, has always been key to a nation’s economic development, 

and even though it may no longer hold the majority share of GDP in many economies, it still accounts 

for more than 10% of Gross Value Added (GVA) in many developing economies (Wijeratne et al., 2017). 

Improving agricultural performance will be central to addressing poverty and food insecurity, as more 

than three-quarters of poor people still live in rural areas, and nearly two thirds of the world’s poor work 

in agriculture (The World Bank, 2017). Furthermore, as world population is expected to surpass nine 

billion by 2050, food demand is projected to rise by at least 20% globally, with the largest increases in 

SSA (55%) and Emerging Asia (25%) (The World Bank, 2017).  

Therefore, and in order to have a coherent idea of the opportunities and challenges derived from each 

market category and intrinsic to the eight regions in study, the following Table 14 summarizes some of 

the market information collected from a variety of sources, from market reports performed by consultant 

companies to proposed white papers from humanitarian organizations and institutions. 



 

 
 
 
 
 

Market 
Category 

Region LAC Emerging Asia EU SSA 

 
 

 

  

I A S I A S I A S I A S 

22.3 5 72.7 40.9 8.8 50.2 30.6 0.6 68.9 20.4 20.9 58.8 

Industry 

(Industrial Development 
Report, 2016) 
(Winning in mature markets, 
2017) 
(Emerging Consumer Survey, 
2016) 
(EY, 2015) 
(Spring 2017 Economic 
Forecast – Germany, 2017) 

Challenge: Has failed to move 
into shorter-cycle technologies  
Opportunity: Strategy focused on 
technologies with longer cycles 
such as wells, pumps, hydraulic 
engineering and metal working. 
 
- 35th place in the CIP ranking in 
2013. 

Challenge: Lack of quality control and 
lack of respect for human rights. 
Opportunities: Is the largest 
manufacturing exporter in the world 
today, accounting for 59% of the 
world MVA; 
Recent strong growth in cosmetics, 
spirits, dairy products and 
smartphones. 
 
-5th place in the CIP ranking in 2013. 
 

Challenge: High competitiveness 
environment  
Opportunities: The manufacturing 
sector is a key factor, with a strong 
industrial core and an ability to control 
complex industrial value creation 
chains; 
Its medium- and high-tech exports 
accounts for 73% of its total 
manufactured exports; 
Construction investment, both public 
and private, rose considerably in 2016. 
-1st place in the CIP ranking in 2013. 

Challenge: Concentrates on resource-
based manufacturing exports (oil-
based) 
Opportunities: Strategy focused on 
diversifying their economies from being 
too dependent on commodities;  
The industry category Is experiencing 
growth in manufacturing, which is being 
driven by sectors such as food and 
beverages and tobacco products. 
-110th place in the CIP ranking in 2013. 

Agriculture 

(The State of Food and 
Agriculture, 2016) 
(The Future of Food and 
Agriculture, 2017) 
(Winning in mature markets, 
2017) 
(Federal Ministry of Food 
and Agriculture, 2016) 
(Atlas of Sustainable 
Development Goals, 2017) 

 

Challenge: In the past 20 years, 
the share of agricultural 
employment declined from 24 to 
9% 
Opportunity:  Support policies 
helped to create a highly 
commercialized farm sector, and 
labour productivity in agriculture 
increased more than four times 
in the past decade 

Challenges: Single-variety fields 
suffered from blast incidence leading 
to low productivity; 
Around 15% of food is lost or wasted 
in the distribution and consumption 
stages 
Opportunity:  Farmers who grew four 
different mixtures of rice varieties 
suffered 44% less blast incidence and 
achieved 89% higher yields 

Challenges: Net emissions from 
agriculture in carbon dioxide equivalent 
reached 60 636 tonnes in 2014. 
 
Opportunities: The agricultural sector 
earns over 25% of its sales revenue 
from the exportation of agricultural 
products. 

Challenge: Lack of efficient water supply 
and distribution, severely restricting the 
ability of the markets to fulfil their 
potential to produce food  
Opportunity: Continuing reforms 
coupled with improvements in crop 
yields and land under cultivation that 
can lead to a rise in agricultural exports; 
Has experienced higher spending on 
public agricultural R&D between 2000 
and 2009. 

Services 

(Atlas of Sustainable 
Development Goals, 2017) 
(Bridging Growth Markets 
Voids, 2015) 
(Winning in mature markets, 
2017) 
(The Future Consumer 
Households in 2030, 2017) 
(Education Policy Outlook: 
Germany, 2014) 

Challenge: Possible physical 
infrastructural gaps 
Opportunities: Retail value-
added has grown faster than the 
overall economy between 2010 
and 2014; 
It was the 3rd largest user of 
digital payment modes in terms 
of usage of non-cash transactions 
in 2015; 
Food represents 60% of 
supermarket sales. 
 

Challenge: Difficult to reach 
numerous rural areas  
Opportunities: Share of services 
reached more than 50% of the GDP at 
the end of 2016; 
Household spending on education 
has grown substantially; 
Healthcare spend has grown faster 
than the overall economy and 
government is giving preferential tax 
treatment for health insurance 
providers to expand coverage. 
 

Challenge: Increasingly older population 
and youth urbanization 
Opportunities: Transportation and 
storage is the main contributor for the 
sector turnover-290.6 bn euros in 2014, 
followed by information and 
communication activities -249.2 bn  
Euros; 
Healthcare services technologies have 
had considerable breakthroughs in the 
past decade 

Challenge: In 2014, nearly half of the 
world’s population with no access to 
electricity were in rural areas of Sub-
Saharan Africa. 
Opportunity: Mobile penetration across 
Nigeria has grown to six times over the 
period from 2005 to 2015 and is paving 
the way for new solutions to emerge 
across a range of sectors, from 
healthcare and education to financial 
services. 
 

Share of Value 

Added (%of GDP, 

2015) 
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Table 14 - Literature review to characterize the market sectors for the eight world regions 

 



Market 
Category 

Region CIS Emerging Europe MENA MAE 
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32.8 4.6 62.7 26.5 8.5 65 45.9 2.3 51.8 19.5 1 79.3 

Industry 

(Industrial Development 
Report, 2016) 
(Winning in mature 
markets, 2017) 
(Emerging Consumer 
Survey, 2016) 
(Russian manufacturing 
industry overview, 2016) 

Challenges: High MVA per capita 
but low manufacturing exports due 
to their dependence on foreign 
sales of natural resources; 
A fall in demand from the 
construction, automobile, machine 
building and electrical equipment 
industries has led to a decline in 
demand for metallurgical products. 
 
-32nd place in the CIP ranking in 
2013. 

Challenge: Low-tech industries 
dominate the economy; 
Opportunity: Categories such as food 
and beverages, personal care 
products and electronics appliances 
are expected to grow strongly. 
 
-30th place in the CIP ranking in 2013. 

Challenge: The manufacturing 
share (of total GDP) is at its lowest 
in the past four decades 
Opportunity: Discretionary 
products such as cosmetics and 
carbonated beverages have 
witnessed high growth; 
Highest global resource share, at 43 
% in 2013 (mostly crude oil). 
 
-36th place in the CIP ranking in 
2013. 

Challenge: High industrial 
competitiveness arises from its large 
manufacturing base, which is more 
aimed at the domestic market than to 
foreign exports. 
Opportunities: Has high productivity 
gains propelled by high-tech industry. 
 
- 4th place in the CIP ranking in 2013. 

Agriculture 

(The State of Food and 
Agriculture, 2016) 
(The Future of Food and 
Agriculture, 2017) 
(Winning in mature 
markets, 2017) 
(Saudi Arabia – Agricultrual 
Sector Report, 2015) 
(Atlas of Sustainable 
Development Goals, 2017) 

Challenges: Sector with low profit 
margin due to the considerable 
transportations costs and high 
losses from rough winter conditions 
Opportunity: Significantly increase 
in the spending on public 
agricultural R&D since the growth 
of the agriculture sector has 
outpaced national growth 

Challenges: Net emissions from 
agriculture in carbon dioxide 
equivalent reached 43 192 tonnes in 
2014. 
Opportunities: High female share of 
economically active population in 
agriculture 

Challenges: Cereal yield growth has 
slowed from 2.5% annually in the 
1990s to 0.9% in 2000–14; 
Despite the abundance presence of 
fish along the coastline, fishing is 
underdeveloped. 
Opportunity: Strategy focused in 
distribution networks that enable 
higher revenues in the fishing and 
farming activities 

Challenge: Food waste at the retail 
and consumer levels estimate to be 
at more than 60 million tonnes per 
year. 
Opportunity: Represents almost one-
third of the annual increase of biofuel 
production. 

Services 

(Atlas of Sustainable 
Development Goals, 2017) 
(Bridging Growth Markets 
Voids, 2015) 
(Winning in mature 
markets, 2017) 
(The Future Consumer 
Households in 2030, 2017) 
(Turkey Report, 2016) 

Challenge: 46% of patients’ total 
healthcare expenditure in 2014 
were out of pocket expenses, 
increasing the cost of healthcare. 
Opportunity: Between 2016 and 
2030, Russia will experience a 62% 
growth in the mortgage market. 

Challenge: In the 2013/2014 school 
year, although the primary school 
enrolment was almost universal, the 
secondary-school enrolment was at 
76.7%. 
Opportunity: However, 79% of the 
total population, regardless of age, 
was enrolled in tertiary education in 
the same year 

Challenge: High political instability 
Opportunities: Religious tourist 
influx of more than 12 million 
people every year; 
Steady growth in online retail that 
is supported by a consistently 
increasing internet penetration; 
Healthcare spend has grown faster 
than the overall economy from 
2010-14. 

Challenge: Between 2016 and 2030, 
the mortgage market will only grow 
11.7%. 
Opportunity:  Investing in rental and 
leasing contracts that enable people 
to have more robust living contracts; 
Investing in educational services that 
prevent people from unemployment 
and future debts 

 

Share of Value 

Added (%of GDP, 

2015) 

 References 

 

Table 14 - Literature review to characterize the market sectors for the eight world regions (cont) 
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8.2.3        Frugal Case-studies 

After the identification and assessment of the different market challenges and opportunities that are 

more pressing nowadays in the eight world regions, a sample of various frugal products and services, 

currently successful and aligned with the market characteristics of the RMPF, were collected in order to 

validate the results presented by the RMPF, to show the reach and potential of frugal innovation 

worldwide when satisfying current supply opportunities described in Table 14 and to once again highlight 

the need to match market needs to the frugal innovation design, production and distribution: 

Latina-America and Caribbean  

As showed in Table 14, the Services sector is the main contributor for the South American economy 

with 72,7% of total share of value added. Opportunities in the Services sector are mainly in the retail 

services, more specifically in online platforms since recently people have adopted digital payment 

modes and non-cash transactions services. Also, the RMPF identifies the necessity in implementing 

socially integrative businesses, represented by the yellow colour in socio-demographic environment, 

while warning for the existence of trade difficulties and a risky macroeconomic environment that can 

prevent interested firms to invest. Therefore, a way to overcome those difficulties while providing retail 

options and insuring social sustainability must be found.  

The adoption of technology-driven solutions is already present in different retailer-to-consumer 

platforms, however LAC’s low-income producers still lack the right infrastructure to make their valuable 

product reach bigger markets. Moreover, to overcome physical infrastructural and distribution 

investments that can be risky in light of the fragile economy, a frugal technology-driven approach must 

be the answer.  

The frugal case-study found capable of considering all LAC’s market aspects was Soko, created by Ella 

Peinovich, Gwendolyn Floyd and Catherine Mahugu. 

Soko employs technology to empower and provide equal access to opportunity for 

marginalized and uneducated artisans and thus addressing an important social 

need shown in the RMPF. By using mobile phones to connect independent artisan 

entrepreneurs to Soko in a “virtual factory”, artisans have access to an entire world 

of consumers, expanding their business horizons and entrepreneurial prospects 

with almost no costs (Soko, 2017). Soko also encourages their artisans to use 

locally sourced and eco-friendly materials, aligning its business model with the new ecological mindset 

characterizing developed countries. Additionally, this type of frugal service also avoids the 

macroeconomic risks of this region by targeting consumers worldwide with no substantial infrastructural 

investment. 

Emerging Asia 

The biggest market category in Emerging Asia is Services with 50.2% of total share value added in 2015 

as presented in Table 14. The household spending in healthcare and education is increasing and the 

governments are investing in healthcare sector as well by giving preferential tax treatment to private 

Figure 19 – Soko’s 
Logo 
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investors in order to expand health coverage to rural areas still underserved. Additionally, when 

reviewing the RMPF, it is possible to see an overall welcoming environment for frugal innovation. In fact, 

addressing healthcare social needs is a necessity still present through the yellow colour in the socio-

demographic environment category, and the macroeconomic indicators show a prospering environment 

for investors. Hence, a solution that can answer to both healthcare opportunities of the market while 

empowering underserved population with basic needs in rural areas is a frugal innovation with high 

probability of success.  

This frugal solution has been exploited already by Embrace Innovations, creators of Embrace Warmer.  

External thermal support is critical for preterm or ill infants due to altered 

thermoregulation. Incubators are the gold standard for long-term support and 

have been adopted successfully in many countries. However, in various emerging 

countries, most hospitals are underfunded, overcrowded, don’t have consistent 

electricity, and are unable to transport hypothermic new-borns from rural areas to 

get the care they need (Embrace Innovations, 2017). Therefore, Phoenix Medical 

System found the perfect frugal solution by developing a portable and cost-

effective warmer. It meets international standards, does not require consistent electricity and it is 

affordable to low-income customers since it does not require de equipment and resources of radiant 

warmers and transport incubators. This frugal case-study already well established in India was proven 

successful since it targeted a prospering economic region, with health necessities due to a still evident 

income gap and with an underserved local population that requires great supply and therefore leads to 

higher volumes and ultimately more profit. 

European Union 

As presented in Table 14, Industry is still a major category of the national economy. However, its 

outstanding importance has been declining for several years now, while the Service category has gained 

importance with a 68,9% of total share of value added in 2015. Business services like telecommunication 

services, electronic information search, logistics and leasing are increasingly characterising the 

structure and development of the European economy. Additionally, healthcare services are nowadays 

becoming more urgent for the rural population that is suffering from the youth urbanization experienced 

in the past decade. This migration towards cities was due in great part to a frugal innovation driver 

already mentioned: the economic crisis. Indeed, many hospitals in rural regions closed due to the lack 

of human resources and thus, the remaining rural population is now hours away from the nearest 

hospital.  

Moreover, and although the RMPF does not indicate a social need particularly important, the EU 

provides a safe environment for investing and trading, represented by the green colour in the 

macroeconomic environment, leading to an attractive place to do business for many companies and in 

the external environment, representing the lack of hurdles in the trading activity. Hence, the frugal case-

study that can best fit the EU market characteristics must satisfy a particular need, not necessarily 

Figure 20 - Example of 
an Embrace Warmer 
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urgent, but that can help boost quality of life and empower consumers. Indeed, Philips developed a 

frugal product that could address this demand: The Wearable Biosensor. 

The Wearable Health-Monitoring System (WHMS) provides a convenient and 

comfortable way to keep watch of patients in need of frequent monitoring without the 

need of leaving their homes and changing their daily lives (Philips, 2017). In this way, 

European rural communities that are now almost deserted, and with great part of the 

population over 60 years-old, can be more easily reached when needed. The WHMS 

is a self-adhesive biosensor that automatically and continuously measures vital 

signs, body posture and step count, and detects falls. This sensor can avoid many 

health fees while being practical, robust and environmentally friendly. Although its investment needs are 

more substantial than other frugal products usually addressing emerging countries, the safe 

macroeconomic environment lowers the risk of failure and justifies the higher starting capital. 

Sub-Saharan Africa 

The biggest contributor for the Sub-Saharan’s economy is the Services market category with 58,8% of 

total share of value added and high growth in the mobile services. Additionally, it is evident that the 

Agriculture category has one of the biggest shares of value added (20.9%) comparing to other regions’ 

values. Therefore, agricultural activities still represent a great part of the economic inputs. Moreover, 

from the RMPF it is possible to state that there is still an urgency for developing health and education 

solutions, represented by the green colour in the socio-demographic environment category, which linked 

to a prospering macroeconomic environment results in a region with an urgent need for frugal innovation 

solutions.  

Nevertheless, the RMPF also identifies one major obstacle: the hard trade represented by the red colour 

in the external environment category. Hence, a good frugal case-study that is aligned with the need of 

mobile services and accessible agricultural products, and that can also help in educating the working 

society with no need of major infrastructures or trading bureaucracy is the answer for SSA’s demand 

characteristics. 

The M-Pesa app developed by Vodafone was the ideal frugal case-study found to 

meet that demand. This mobile and online service was already successfully 

launched and developed in Kenya, and it enables any person with a mobile phone 

to send money to any bank account or mobile number in just a few steps and without 

using internet services (Rocca, 2016). This easy, intuitive type of financial 

transactions overcomes the electricity shortages felt in many SSA countries while 

helping to grow agricultural business and facilitating communication, ultimately empowering smaller 

producers and reducing the income gap. Moreover, and since it takes advantage of one already strong 

and robust network, there is no need for major investments and therefore, no trading is necessary. 

 

 

Figure 21 - Example 
of a WHMS 

Figure 22 - 

Representation of the 
M-Pesa screen 
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Commonwealth of Independent States 

With the Services market category representing 62.7% of the total share of value added, various 

business opportunities can be tackled. Within this service market category, the mortgage sector is 

deserving special attention since it is expected to grow continuously until at least 2030, as shown in 

Table 14. This can translate into new banking services, more affordable and accessible to different 

communities, or even clever and simpler ways of housing, especially in rural zones that might not have 

access to better solutions. Furthermore, the RMPF identifies a clear urgency in boosting social 

standards of health in a risky macroeconomic environment with some external trade difficulties. Hence, 

a frugal solution that can address health needs of underserved population without the need of great 

capital investments must be found. Nevertheless, a good frugal strategy must include profit prospects, 

thus addressing the current need of the housing market can help achieve profit goals. 

Therefore, the $300 House, developed in the US, gathers all the CIS market characteristics and presents 

the ideal frugal solution. 

The idea of the $300 House originated with Christian Sarkar, whom with the help 

of Professor Vijay "V.G." Govindarajan got the project published in Harvard 

Business Review and awarded in Thinkers50 "Breakthrough Idea Award" in 2011. 

The mission is simple, “Design a simple dwelling that can be constructed for under 

$300 which keeps a family safe, allows them to sleep at night, and gives them both 

a home and a sense of dignity.” (Govindarajan, 2011). By providing this solution 

for poor people to live, or even as a way of storing agricultural or other goods in 

small rural farms that cannot afford higher cost solutions, Govindarajan and Sakar implemented a 

successful frugal innovation that addresses housing needs and contributes indirectly to increase the 

low-income population health that might otherwise have no other housing options, or are currently 

storing their food in worst conditions. 

Emerging Europe  

Along with most of the countries represented, the Services market category is also the largest market 

category (65%) of Emerging Europe. However, the food, beverage and personal care products are 

experiencing an increasing on demand due to the prospering economy and higher costumer standards. 

In fact, according to the RMPF, Emerging Europe does not have an urgent social need, mainly due to 

the public investment currently in place for education, but is still characterized by health deficiencies 

represented by the yellow colour in the socio-demographic category in the RMPF. Also, it presents a 

prospering macroeconomic environment that shows the need to serve an emerging middle class. Hence, 

and having in mind some obstacles in the trading transactions, it is important to find a frugal solution 

that can address the emerging middle class, embraces the increase in the personal care sector and 

satisfies current health necessities. 

There is one frugal example exploring all these market characteristics with rapid growth prospects: 

Moringa Connect. 

Figure 23 - Sketch of 
the $300 House 
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Moringa Connect takes advantage from the Moringa tree, whose leaves “have more 

vitamin A than carrots, more protein than eggs, more calcium than milk and more iron 

than spinach” (True Moringa, 2017). By helping local farmers planting these trees, 

buying from them the moringa oil produced and then selling quality personal care 

products from the oil, they are able to not only create better life conditions for farmers 

but also provide consumers with an ethical, healthy and conscious product. The True 

Moringa personal care line minimizes scars, stretch marks and signs of aging while 

replenishing essential fatty acids to the skin and preventing long term damage (True Moringa, 2017). 

Middle East and North Africa 

As shown in Table 14, the Services and Industry categories have almost the same share of value added, 

with 51,8% and 45,9% respectively. The high share of Industry value added is greatly empowered by 

the exploration of crude-oil since Saudi Arabia is the main supplier of this resource for various countries. 

Since the opportunities in the Industry sector are very resource limited, it is not the best strategy to 

invest in MENA’s industry with frugal solutions. Therefore, Services should be the target of fugal 

innovation, more specifically due to the increase in healthcare spending and technological 

developments that boost online platforms and e-services. In fact, digital platforms are the best answer 

to regions with Risky macroeconomic environments and some difficulties in trading, which is the case 

of MENA represented by the red and yellow colours in the RMPF. Moreover, the RMPF identifies current 

socio-demographics necessities that should still be addressed in order to serve and empower low 

income classes. Hence, the ideal frugal case-study should address those health and/or education needs 

while having low capital investment and almost no trade necessities.  

Those conditions are accomplished by Avir Technologies, that offers a diagnostic kit 

that connects to a digital platform, giving accredited social health activists the ability 

to recommend a treatment plan for patients with limited access to healthcare facilities. 

With Avir’s kit, health activists in developing countries that many times suffer from 

insufficient training, can make more accurate diagnoses and recommend better 

treatment plans (Avir, 2017). This way, patients receive a higher quality of care 

without having to invest in parallel medical courses for all volunteers and health activists.  

Major Advanced Economies 

In the Major Advanced Economies, especially in the US, the Services market category, typical of 

developed markets, is truly dominating with 79.3% of total share of value added. This is enabled 

specially by the Finance, Insurance, Real estate, Rental and Leasing sectors that together had a value 

added share of 20.6% in 2016 (bea, 2017). However, the real estate and mortgage sector is not as 

robust as many times portraited. Evidence of that is the 2008 economic crisis triggered in great part by 

the US mortgage sector. Indeed, more urgent services must be addressed, and as assessed above in 

the RMPF, there is still an urgent need to address education, represented by the green colour in the 

socio-demographic environment. In fact, access to education may still be a problem for low-income 

people in developed countries that practise big education bills.  

Figure 24 - True 
Moringa's logo 

Figure 25 - Avir's 

logo 
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The educational need together with a safe macroeconomic environment and almost no trading obstacles 

shown in the RMPF, provides a good frugal innovation atmosphere. Therefore, an interesting frugal 

example that takes advantage of these market characteristics was developed by Shai Reshef, the 

creator of the University of People. 

The University of People provides students the opportunity to receive an online 

degree program completely tuition-free. Their frugal business model allows them 

to eliminate charges for courses, course materials, or annual enrolment, making 

degree programs affordable and accessible, cutting the cost for students overall 

(University pf the People, 2017). Nevertheless, is still a sustainable and profitable 

business since students pay for the exams they want to take. For instance, 

an associate’s degree can be completed in 2 years for $2060 and a bachelor degree can be completed 

in 4 years for $4060, which is still much less than the average university in the most of MAE’s countries 

but helps them to continue to provide quality education for everybody.  

To better visualize the impact of a primary market analysis that characterizes the demand of the different 

world regions in order to get the best fit between frugal product conception and market strategy, the 

following Table 15 summarizes the validation performed through the frugal case-studies analysis. 

 

  

Figure 26 - University of 
People's logo 
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Table 15 - Summary of the Case-study Validation for the RMPF 

World 
Region 

Market 
Opportunity 

Frugal Case-Study RMPF Validation 

LAC 
Retail 

Services 
Soko: a “virtual factory” that enables to connect 

independent artisans with the final consumer 

Risky Low capital investment due to its online nature 

Necessary: Health & 
Education 

By providing a way of shopping ethically, it educates both the artisans and the consumer to 
shop consciously  

Medium 
All prime resources are locally extracted and treated, hence there is no major trading 
necessities 

CIS 
Mortgage 

and Housing 

$300 House: low cost solution for poor people 

to live, or even as a way of storing agricultural or 
other goods in small rural farms 

Risky Low initial investment due to the low complexity of the house architecture and materials 

Urgent: Health 
Provides better hygiene conditions for food storage or living necessities, which decreases 
health related issues 

Medium 
The main resource – wood – can be locally sourced, hence there is no major trading 
necessities 

MENA 
Online 

Services 

Avir Technologies: a diagnostic kit that 

connects to a digital platform, giving accredited 
social health activists the ability to recommend 
a treatment plan 

Risky Low initial investment necessary, taking advantage of the human resources already available 

Necessary: Health & 
Education 

Enables health activists to recommend a treatment plan for patients with limited access to 
healthcare facilities 

Medium No trading necessary due to its wireless and local nature 

SSA 
Mobile 
Services 

M-Pesa: mobile service that enables any person 

with a mobile phone to send money to any bank 
account or mobile number in just a few steps 
and without using internet services. 

Prospering Low cost solution that empowers a prosper and still underserved working population 

Urgent: Health & 
Education 

By providing a new tool for the working society, it contributes with new sources of knowledge 
and information, critical for an educated population  

Hard No trading is necessary since it takes advantage of Vodafone’s robust existent network  

Emerging 
Asia 

Healthcare 
Services 

Embrace Warmer: a portable and cost-

effective warmer that provides external thermal 
support for preterm or ill infants 

Prospering Low cost solution that targets one of the world’s biggest emerging middle class 

Necessary: Health Serves underserved hospitals and increases the chances of survival of new born babies 

Medium Locally produced with no major needs of trading activities 

Emerging 
Europe 

Personal 
Care 

Moringa Connect: quality personal care 
products produced from the moringa oil 
provided by local farmers 

Prospering 
Big part of the initial investment consists in the Moringa tree plantations, which does not 
implicate high investment risks in a prospering economy 

Necessary: Health Minimizes scars, stretch marks and signs of aging, preventing long-term damages 

Medium Produced from local Moringa trees  

EU 
Healthcare 

Services 

The Wearable Biosensor: provides a 
convenient and comfortable way to keep watch 
of patients in need of frequent monitoring 
without the need of leaving their homes 

Safe The high capital investment is justified by the safe economic environment 

Peripheral Serves a particular need for isolated and rural communities 

Easy Any trading necessities can be easily met 

MAE Education 
University of People: an online degree 

program completely tuition-free 

Safe 
The initial investment necessary does not constitute a risk investment in this type of 
economy 

Urgent: Education 
Provides students who are uncapable of paying the average university bill, the opportunity 
to have a bachelor degree 

Easy No trading necessary due to its wireless and local nature 
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8.3     Framework Limitations 

There were some simplifications and adjustments that had to be assumed in this work and that ultimately 

might have affected the results presented in the Regional Market Profile Framework. First, and for the 

defined global scope of work, chosen in order to evaluate the potential of frugal innovation worldwide 

and not only in emerging countries, an assumption regarding the geographic world regions based in the 

IMF in chapter 5 had to be made for the remaining parts of the work. This assumption, denominated the 

“best-in-class” approach, was chosen for this study since it delivers solid results. Nevertheless, it is only 

a first approach for this type of global market analysis, and due to some countries specifics and its wide 

scope of action it might enable some margin of error in the data treatment performed. The more obvious 

example regards the Middle East and North Africa (MENA) regional group, which by applying this 

methodology based in the best economic performance, is represented in this work by Saudi Arabia. 

Truly, Saudi Arabia has the highest current nominal GDP in the MENA, however this economic 

performance is not like other countries of the same group since it is mainly due to the oil and gas market 

sector, characterized by high value transactions. The same can be said about Germany representing 

the European Union since its economic performance is due in great part to its solid banking sector, 

unlike many other EU countries. Nevertheless, the theoretical results obtained were in line with what 

was expected from the different regions, with only maybe some quantitative deviations that would not 

be so evident by applying a true regional weighted average. 

Furthermore, in recent years, concerns have emerged regarding the fact that macroeconomic statistics, 

such as GDP, don't provide a sufficiently detailed picture of the living conditions that ordinary people 

experience (OECD, 2017). While these concerns were already evident during the years of strong growth 

and good economic performance that characterized the early part of the decade, the financial and 

economic crisis has further amplified them. The measuring well-being agenda calls for new and 

improved statistical measures, aimed at filling the gap between standard macroeconomic statistics that 

sometimes are used as proxies of people’s welfare and indicators that have a more direct bearing on 

people's life. Whether is by measuring the social connections, the personal security or the civil 

engagement, the subjective nature of a market socio-demographic analysis has many variations, hence 

it is important to state that the socio-demographic profile achieved and presented in the RMPF is a 

limited perception of what the revised literature pointed out to be the top three well-being indicators. 

8.4      Conclusions 

During the development of this market analysis for the eight world regions several intrinsic 

characteristics became clear, therefore a regional profile was constructed in order to organize the 

information collected before. The RMPF is ultimately a frugal solution, since it translates in an easy, 

user-friendly way three important market characteristics any entrepreneur should know before investing 

in a frugal innovation product: (i) The Macroeconomic Environment, (ii) The Socio-demographic 

Environment and (iii) The External Environment. After consulting the RMPF, firms and entrepreneurs 

can then evaluate in more detail the market’s supply opportunities for the market sector they are 

interested in. This is made by analysing the fourth dimension identified in chapter 4: (iv) The Market 
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Sectors. Nevertheless, despite which market sector targeted, the truth is that frugal innovation can be 

implemented in many ways for different regions, as proven with the frugal market analysis for the eight 

regions and respective frugal case-studies.  

All three market categories considered - Industry, Agriculture and Services - have different potentials for 

different regions. However, the Service category shows evidence of greater potential in all regions since 

it allows growth in different sectors and empowers the consumer with better ways to make purchase 

decisions and improve their self-sustainability. Hence, investment in reliable, practical, and resilient 

platforms, services and products is essential to provide access to a more variety of services for remote 

populations and improve the quality of living of developed and emerging consumers. Nevertheless, and 

because several regions have a red colour symbolizing higher risks in the investment of a frugal 

innovation product or service, it is important to perform a further in-depth market analysis for the firm 

and product in question in order to evaluate if the trade-off between the risk of investment and the 

expected profit and positive social impact is reliable. Finally, contrary to the previous literature analysed 

and not forgetting that frugal innovation is portraited in this study as a business strategy, which demands 

a certain level of profit margin, the world region that maximizes the impact of frugal innovation is the 

Major Advanced Economies. This finding is clearly justified by MAE’s urgent education needs, its solid 

and reliable economic environment and its robust channels that connect interested stakeholders like 

government, universities and multinationals, fostering community engagement. 
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9. Conclusion and Future Work 

Nowadays, governments are increasing their funding in research programmes which aim to support 

innovation. They want to drive economic growth and solve the world’s main issues providing sustainable 

– economic, environmental and social – solutions. Therefore, not only in emerging economies but also 

in advanced economies, demand for products and services that meet societal needs is rapidly growing. 

Hence, frugal innovation emerges as an affordable and accessible business opportunity for companies 

and organizations to engage in societal challenges in a financially sustainable way while empowering 

consumers through access to knowledge and innovative designs. Currently, the impact of frugal 

innovation is especially evident in emerging countries where frugal products are boosting the 

underserved economies of low and middle-class households. Nevertheless, emerging countries are not 

the only market for frugal innovation. In fact, developed countries’ economies are stagnating, and a 

growing demand for conscious products that address social challenges is driving the Western markets. 

This new awareness together with the existent gap between theory and practice creates a non-obvious 

problem that suggests the need for further research in frugal innovation markets. While research on 

drivers for social businesses and their respective impacts is a trending topic in academia, not enough 

market planning evidence is found and companies do not have the necessary tools to properly develop 

a market strategy that is aligned with their frugal product conception.  

The knowledge acquired from the research conducted herein as well as the results obtained from 

grounded theory that included models, tools and approaches for global market analysis, helped to 

develop an integrated framework that characterizes the global frugal demand and presents guidelines 

aiming at finding the best match between the company’s frugal product conception with its market 

strategy. Indeed, this research reached several important conclusions.  

First, and despite the obvious trend regarding the frugal innovation link to emerging countries between 

scholars, it became clear that it is possible and even necessary to target developed countries with frugal 

solutions as well. Although most of them do not have an urgency to answer basic needs, there are still 

different market opportunities to tackle for various underserved groups and with higher probability of 

business success for the companies since developed countries are characterized by a safe 

macroeconomic environment with no major external hurdles. Second, it also became obvious that 

different emerging regions have different needs and characteristics, therefore a frugal product that is 

successfully implemented in one emerging country might not necessarily have the same result in other 

emerging countries. In fact, different regions have different potentials derived from the different needs 

and characteristics depending on the culture, current economy, demographic distribution, availability of 

resources and more. Hence, firms must carefully analyse the regional or local market they want to target 

by performing a more in-depth analysis based on the primary market results presented in the proposed 

Regional Market Profile Framework. 

Nevertheless, there are some limitations to these results. Innovation is a continuous process. Firms 

constantly make changes to products and processes and collect new knowledge, and it is more difficult 

to measure a dynamic process than a static activity (OECD, 2015). Hence, the demanding task of 
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performing a global market analysis for such a subjective and underdeveloped topic as it is frugal 

innovation came with several restrictions concerning demand estimations. In fact, and due to the time 

and space restrictions, the demand for frugal innovation for different world regions had to be made 

based on available grounded theory, leading to some simplification hurdles that might have influenced 

the results obtained. Therefore, one suggestion for future work might be to focus the study in one single 

world region and perform a market analysis of the region based on empirical and localised evidence. 

Lastly, and since this work intends to be the first step for further strategic analysis regarding frugal 

innovation in the different world markets, other future work suggestions might include the development 

of different frugal strategies for the eight world regions based in the different market characteristics, 

explaining the best way to implement the frugal product that is aligned with the market demand by 

assessing specific frugal case-studies in more detail. 
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Annexes 

Annex A: Country Composition of WEO Groups 

The country classification in the World Economic Outlook divides the world into eight major groups 

composed by several countries represented by the following set of Tables from A.1 to A.8. This 

classification is not based on strict criteria, economic or otherwise, but instead has evolved over time 

with the objective of facilitating analysis by providing a reasonably meaningful organization of the data 

(IMF, 2017). 

Some countries remain outside the country classification and therefore are not included in the analysis. 

Anguilla, Cuba, the Democratic People’s Republic of Korea, and Montserrat are examples of countries 

that are not IMF members, and their economies therefore are not monitored by the IMF. Somalia is 

omitted from the emerging market and developing economies group composites because of data 

limitations. 

Notes: 

(1) Data for 2011 exclude South Sudan after July 9. Data for 2012 and onward pertain to the current 

Sudan; 

(2) Data are excluded from 2011 and onward because of the ongoing conflict and related lack of 

data; 

(3) Georgia, Turkmenistan, and Ukraine, which are not members of the Commonwealth of 

Independent States, are included in this group for reasons of geography and similarity in 

economic structure.  

 

 

European Union 

Austria France Malta 

Belgium Germany Netherlands 

Bulgaria Greece Poland 

Croatia Hungary Portugal 

Cyprus Ireland Romania 

Czech Republic Italy Slovak Republic 

Denmark Latvia Slovenia 

Estonia Lithuania Spain 

Finland Luxembourg Sweden 

    United Kingdom 

 Major Advanced Economies (G7) 

Canada Germany Japan 

France Italy United Kingdom 

    United States 

Emerging and Developing Asia 

Bangladesh Myanmar 

Bhutan Nauru 

Brunei Darussalam Nepal 

Cambodia Palau 

China Papua New Guinea 

Fiji Philippines 

India Samoa 

Indonesia Solomon Islands 

Kiribati Sri Lanka 

Lao P.D.R. Thailand 

Malaysia Timor-Leste 

Maldives Tonga 

Marshall Islands Tuvalu 

Micronesia Vanuatu 

Mongolia Vietnam 

 

Table A.1 - Countries in the Emerging Asia group Table A.2 - Countries in the European Union (EU) group 

Table A.3 - Countries in the Major Advanced Economies 
(MAE) group 
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 Commonwealth of Independent States 

Armenia Moldova 

Azerbaijan Russia 

Belarus Tajikistan 

Georgia Turkmenistan 

Kazakhstan Ukraine 

Kyrgyz Republic Uzbekistan 

Middle East and North Africa 

Algeria Mauritania 

Bahrain Morocco 

Djibouti Oman 

Egypt Qatar 

Iran Saudi Arabia 

Iraq Sudan1 

Jordan Syria2 

Kuwait Tunisia 

Lebanon United Arab Emirates 

Libya Yemen 

 

 

 

  

 

  

 

 

  

Emerging and Developing Europe 

Albania FYR Macedonia 

Bosnia and Herzegovina Montenegro 

Bulgaria Poland 

Croatia Romania 

Hungary Serbia 

Kosovo Turkey 

 

Latin America and the Caribbean 

Antigua and Barbuda Dominican Republic Panama 

Argentina Ecuador Paraguay 

The Bahamas El Salvador Peru 

Barbados Grenada St. Kitts and Nevis 

Belize Guatemala St. Lucia 

Bolivia Guyana St. Vincent and the Grenadines 

Brazil Haiti Suriname 

Chile Honduras Trinidad and Tobago 

Colombia Jamaica Uruguay 

Costa Rica Mexico Venezuela 

Dominica Nicaragua   

 

Sub-Saharan Africa 

Angola Equatorial Guinea Namibia 

Benin Eritrea Niger 

Botswana Ethiopia Nigeria 

Burkina Faso Gabon Rwanda 

Burundi The Gambia São Tomé and Príncipe 

Cabo Verde Ghana Senegal 

Cameroon Guinea Seychelles 

Central African Republic Guinea-Bissau Sierra Leone 

Chad Kenya South Africa 

Comoros Lesotho South Sudan 

Democratic Republic of the Congo Liberia Swaziland 

Republic of Congo Madagascar Tanzania 

Côte d'Ivoire Malawi Togo 

  Mali Uganda 

  Mauritius Zambia 

  Mozambique Zimbabwe 

 

Table A.4 - Countries in the Latin America and the Caribbean (LAC) group 

Table A.5 - Countries in the Sub-Saharan Africa (SSA) group 

Table A.6 - Countries in the Emerging Europe group 

Table A.7 - Countries in the Middle East and North 
Africa (MENA) group 

Table A.8 - Countries in the Commonwealth of 

Independent States (CIS) group 


