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 Abstrak 
Data localization has emerged as a defining feature of digital 
governance in emerging economies, reshaping the institutional 
environment within which firms compete. While existing 
research largely frames data localization as a compliance 
burden or trade barrier, its strategic implications for competitive 
positioning remain underexplored. This article develops a 
mechanism-based conceptual framework explaining how data 
localization induces competitive reconfiguration through four 
interrelated mechanisms: cost asymmetry creation, 
reinforcement of territorial embeddedness, architectural 
modularization, and adaptive capability differentiation. Drawing 
on institutional theory, international business scholarship, 
dynamic capabilities, and platform ecosystem research, the 
study argues that localization policies transform data from a 
globally scalable resource into a jurisdiction-bound strategic 
asset. This territorialization alters location advantages, 
redefines scalability logic from global integration to regional 
clustering, and differentiates firms based on infrastructural 
flexibility and adaptive capacity. Competitive outcomes are 
therefore conditional rather than deterministic: firms with strong 
domestic embeddedness and high dynamic capabilities are 
better positioned to convert regulatory segmentation into 
strategic advantage, whereas centrally integrated and rigid 
architectures face heightened erosion risks. By reframing data 
localization as a driver of competitive reordering rather than 
mere regulatory constraint, the article advances understanding 
of how institutional boundary-making reshapes digital market 
dynamics in emerging economies. 
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1. Introduction 

The digital economy was long premised on the assumption that data flows are inherently 
borderless. Platform firms scaled across jurisdictions by leveraging centralized cloud 
infrastructures, integrated analytics architectures, and globally standardized governance 
models. Cross-border data mobility functioned as an enabling condition for rapid 
internationalization, ecosystem expansion, and cost-efficient coordination. However, this 
foundational assumption is increasingly contested. Governments across emerging digital 
economies have introduced data localization mandates, territorial data storage requirements, 
cross-border transfer restrictions, and sovereignty-driven governance frameworks. These 
institutional interventions mark a structural shift from digitally integrated markets toward 
territorially embedded digital infrastructures. 

Data localization is often framed as a regulatory constraint aimed at privacy protection, 
national security, or digital sovereignty (Pohle & Thiel, 2020; Mueller, 2022). Policy 
discussions typically emphasize its implications for trade efficiency and compliance burden 
(Casalini & López González, 2019; Ferracane et al., 2018). Empirical evidence suggests that 
restrictions on cross-border data flows can increase operational costs and reduce trade 
intensity (Bauer et al., 2020). Yet this perspective treats data localization primarily as an 
exogenous barrier that distorts otherwise integrated digital markets. Such a framing 
underestimates its structural consequences for competitive positioning, governance 
configuration, and strategic adaptation. 

Institutional theory suggests that regulatory systems do not merely constrain organizational 
behavior; they define the boundaries of legitimate action and shape field-level structures 
(Scott, 2014). When states territorialize data infrastructures, they alter the institutional 
architecture within which digital firms compete. Data localization transforms data from a 
globally mobile resource into a jurisdiction-bound asset. This transformation redefines 
location advantages, restructures operational architectures, and recalibrates competitive 
asymmetries among firms with varying degrees of local embeddedness. 

International business scholarship provides further insight into this shift. Traditional models 
of multinational advantage assume the transferability of ownership-specific advantages 
across borders (Dunning’s OLI paradigm). However, in digitally mediated industries, 
ownership advantages are often data-driven and reliant on centralized infrastructures. When 
cross-border data mobility is restricted, the portability of such advantages becomes 
conditional. Recent work revisiting OLI logic in the digital era emphasizes that location 
advantages are increasingly shaped by regulatory and infrastructural configurations 
(Bhandari et al., 2023). Data localization therefore operates as an institutional shock that 
reshapes the calculus of international expansion and regional clustering. 

At the same time, dynamic capabilities theory highlights that firms differ in their ability to 
sense institutional shifts, seize emerging opportunities, and reconfigure operational assets 
(Teece et al., 1997; Teece, 2018). Regulatory territorialization does not uniformly 
disadvantage all firms. Organizations possessing strong architectural flexibility, modular data 
systems, and localized operational partnerships may adapt more effectively than those 
reliant on globally centralized infrastructures. Data localization thus becomes a competitive 
sorting mechanism, differentiating firms based on adaptive capacity and embeddedness 
rather than scale alone. 

Platform ecosystem research reinforces the importance of structural alignment under 
changing institutional conditions. Ecosystems are structured arrangements of 
interdependent actors coordinated around focal platforms (Adner, 2017; Jacobides et al., 
2018). The viability of such ecosystems depends on governance design, modular 
architecture, and complementor participation. Territorial data mandates disrupt these 
configurations by imposing jurisdiction-specific storage, reporting, and compliance 
requirements. As a result, platforms may need to reconfigure governance boundaries, 
regionalize data architectures, or recalibrate complementor access conditions. Competitive 
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outcomes are therefore shaped not only by market demand but by the degree to which firms 
can realign ecosystem structures with territorially defined regulatory environments. 

Despite the growing prevalence of data localization policies, existing scholarship has not 
systematically theorized how such measures reshape competitive configuration in emerging 
digital economies. Most analyses focus on trade effects, privacy implications, or geopolitical 
tensions (Aaronson, 2021; Farrell & Newman, 2019). Less attention has been devoted to 
firm-level strategic adaptation and the reconfiguration of competitive advantage under 
territorialized data regimes. In particular, we lack a mechanism-based explanation linking 
data localization to changes in cost asymmetry, governance modularity, and international 
scalability. 

This article addresses that gap by developing a conceptual framework explaining how data 
localization induces competitive reconfiguration through four interrelated mechanisms: cost 
asymmetry creation, territorial embeddedness reinforcement, architectural modularization, 
and adaptive capability differentiation. Rather than conceptualizing localization as a uniform 
constraint, we argue that it produces heterogeneous strategic effects depending on firms’ 
pre-existing embeddedness and dynamic capabilities. In doing so, we extend institutional 
theory by emphasizing territorial boundary-making as a structuring force in digital markets; 
we enrich international business scholarship by revisiting location advantage under data 
immobility; and we contribute to dynamic capabilities research by situating adaptive 
reconfiguration within institutional territorialization. 

Focusing on emerging digital economies provides a theoretically fertile context for this 
inquiry. Such markets are characterized by rapid platform growth, evolving regulatory 
frameworks, and ongoing experimentation with sovereignty-oriented governance. The 
coexistence of cross-border scalability ambitions and domestically embedded regulatory 
regimes creates institutional tension that reveals the strategic consequences of data 
territorialization. Understanding how firms navigate this tension is critical for explaining the 
evolving architecture of competition in digitally mediated industries. 

By reframing data localization as a driver of competitive reconfiguration rather than merely a 
regulatory burden, this study advances a mechanism-driven account of strategic adaptation 
in emerging digital economies. The following section develops the theoretical foundations 
underpinning this framework. 

2. Theoretical Framing 

The competitive consequences of data localization cannot be reduced to compliance costs 
or policy externalities. Territorial data mandates reshape the institutional environment, alter 
the portability of firm-specific advantages, and condition how digital firms configure 
governance, infrastructure, and cross-border expansion. A mechanism-based explanation 
requires theoretical integration across institutional theory, international business, dynamic 
capabilities, and platform ecosystem scholarship. The argument advanced here situates data 
localization as an institutional territorialization process that restructures competitive 
advantage through changes in location logic, architectural modularity, and adaptive capacity. 

The following figure clarifies how data localization functions as a process of institutional 
territorialization that transforms the ontological status of data within digital competition. It 
specifies the structural progression from regulatory intervention to asset reclassification and, 
ultimately, to altered competitive logic. By isolating the institutional layer, the model 
analytically separates boundary-making from subsequent firm-level adaptation mechanisms. 
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Figure 1. Institutional Territorialization of Data and the Structural Transformation  

of Competitive Logic 
Source: Developed by the authors 

As illustrated in Figure 1, state-imposed data localization mandates initiate a process of 
institutional territorialization that redefines jurisdictional authority over digital infrastructure. 
The framework shows how regulatory intervention triggers asset reclassification, 
transforming data into a territorially embedded strategic resource. Figure 1 establishes the 
institutional foundation upon which subsequent firm-level mechanisms operate, clarifying 
that competitive reconfiguration originates in boundary-making rather than in cost effects 
alone. 

2.1 Institutional Territorialization of Digital Infrastructure 

Institutional theory conceptualizes regulation as a rule system that defines legitimacy, 
authority, and permissible action (Scott, 2014). Regulatory regimes do not merely constrain 
firms; they establish the structural conditions under which markets operate. When 
governments mandate domestic data storage, restrict cross-border transfers, or impose 
jurisdiction-specific reporting obligations, they effectively territorialize digital infrastructure. 
Data, once treated as globally mobile and scalable, becomes anchored within national 
boundaries. 

Digital sovereignty discourse frames such policies as mechanisms for restoring state 
authority over data flows and digital infrastructure (Pohle & Thiel, 2020; Mueller, 2022). From 
an institutional perspective, sovereignty-oriented regulation constitutes boundary-making. It 
defines jurisdictional control over data as an object of governance, thereby reclassifying data 
from a transnational resource to a territorially embedded asset. This reclassification alters 
the institutional environment within which firms pursue competitive strategies. 

Cross-border data governance research demonstrates that restrictions on data flows affect 
trade performance and operational efficiency (Casalini & López González, 2019; Ferracane 
et al., 2018). However, these analyses typically evaluate macroeconomic impacts rather than 
structural competitive effects. Territorialization does more than increase cost; it restructures 
participation conditions by privileging actors with local infrastructural presence and regulatory 
familiarity. Firms already embedded within domestic regulatory ecosystems may experience 
enhanced legitimacy and trust under localization regimes, while foreign entrants reliant on 
centralized global architectures face strategic friction. 

Institutional territorialization therefore generates competitive differentiation through 
legitimacy sorting and infrastructural embedding. Jurisdiction-bound compliance 
infrastructures become assets rather than burdens, particularly in environments where 
regulatory credibility influences partner selection and ecosystem trust. In emerging digital 
economies, where regulatory maturity evolves alongside platform growth, such 
territorialization intensifies the interaction between domestic embeddedness and competitive 
positioning. 

2.2 International Strategy and the Reconfiguration of Location Advantage 

The territorialization of data challenges core assumptions within international business 
theory. Traditional explanations of multinational enterprise advantage emphasize the 
transferability of ownership-specific advantages across jurisdictions. Digital firms, in 
particular, derive competitive strength from centralized data analytics, global user integration, 
and scale economies embedded in cloud-based infrastructures. These characteristics 
historically reduced the relevance of physical location constraints. 

Recent scholarship revisiting OLI logic in the digital era argues that location advantages are 
increasingly shaped by regulatory, institutional, and infrastructural conditions (Bhandari et 
al., 2023). When cross-border data flows are restricted, ownership advantages based on 
centralized data processing lose seamless portability. The internalization of digital operations 
must now account for jurisdiction-specific storage, consent regimes, and supervisory 
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expectations. Data localization thus reintroduces spatial friction into digital 
internationalization. 

This friction reshapes competitive configuration in at least two ways. First, it increases fixed 
costs associated with multi-country operation, potentially favoring firms with pre-existing 
domestic infrastructure or regionally distributed data centers. Second, it modifies the calculus 
of market entry. Firms must evaluate not only demand conditions but also regulatory 
compatibility and infrastructural adaptability. Location advantage becomes co-determined by 
institutional design rather than solely by market size or labor cost. 

Strange and Zucchella (2017) argue that digital transformation alters global value chain 
organization by fragmenting production across technologically interconnected nodes. Data 
localization introduces a new fragmentation dimension: regulatory segmentation. Instead of 
globally integrated data value chains, firms may adopt regionally clustered architectures 
aligned with regulatory blocs. Competitive advantage therefore becomes tied to the ability to 
orchestrate distributed yet compliant digital infrastructures. 

Under these conditions, international strategy shifts from pure scale maximization toward 
regulatory alignment and regional modularization. Firms that fail to internalize the institutional 
dimensions of location advantage risk strategic rigidity. Conversely, organizations capable 
of embedding operations within territorially defined regulatory systems may convert 
localization into defensible market positioning. 

2.3 Dynamic Capabilities and Strategic Reconfiguration 

Regulatory territorialization does not produce uniform outcomes across firms. Dynamic 
capabilities theory explains heterogeneity in adaptive performance by emphasizing the 
capacity to sense environmental shifts, seize emerging opportunities, and reconfigure asset 
structures (Teece et al., 1997; Teece, 2018). Data localization represents an institutional 
shock that tests these adaptive capacities. 

Sensing involves recognizing localization not merely as a compliance requirement but as a 
structural change in competitive logic. Firms that interpret localization as a long-term 
institutional trajectory rather than a temporary policy deviation are more likely to invest in 
architectural redesign and regional infrastructure. Seizing entails allocating resources toward 
modular cloud systems, jurisdiction-specific data centers, and regulatory interface 
capabilities. Reconfiguration requires reorganizing internal processes and ecosystem 
relationships to align with territorially embedded governance frameworks. 

Warner and Wäger (2019) emphasize that digital transformation demands architectural 
flexibility and organizational agility. Under data localization regimes, architectural flexibility 
becomes central to competitiveness. Firms with highly centralized data architectures face 
greater reconfiguration costs than those operating modular or regionally distributed systems. 
Consequently, adaptive advantage hinges not only on resource scale but also on 
infrastructural design. 

Dynamic capabilities therefore mediate the relationship between institutional territorialization 
and competitive outcome. Localization policies create cost asymmetries and infrastructural 
segmentation, but strategic reconfiguration determines whether firms experience 
entrenchment, stagnation, or renewed competitive advantage. Adaptive firms may leverage 
localization to deepen domestic embeddedness, enhance trust, and tailor offerings to local 
regulatory expectations. 

2.4 Platform Governance and Architectural Modularity 

Digital competition frequently unfolds within platform ecosystems characterized by structured 
interdependence among orchestrators and complementors (Adner, 2017; Jacobides et al., 
2018). Governance design—openness versus control, modularity versus integration—
shapes value creation and capture. Data localization intervenes directly in this governance 
calculus by redefining infrastructural boundaries. 
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Mandated local data storage affects complementor access, cross-border service integration, 
and real-time analytics coordination. Platforms operating across jurisdictions must reconcile 
global integration efficiencies with jurisdiction-specific compliance architectures. As a result, 
governance decisions increasingly incorporate regulatory risk management alongside 
innovation incentives. 

Architectural modularity becomes a strategic lever under territorial constraints. Modular 
systems allow firms to isolate jurisdiction-specific data environments while maintaining partial 
integration across regions. In contrast, tightly integrated global architectures may become 
liabilities under fragmented regulatory regimes. The shift from global integration to regional 
modularization transforms scalability logic: expansion proceeds through regulatory clusters 
rather than seamless worldwide rollout. 

Platform research emphasizes that ecosystem viability depends on aligned participation and 
governance coherence (Adner, 2017). Territorial mandates complicate alignment by 
imposing differentiated compliance burdens across complementors operating in multiple 
jurisdictions. Competitive reconfiguration thus emerges not solely from firm-level cost shifts 
but from ecosystem-wide governance adjustments. Platforms capable of redesigning 
governance structures to accommodate jurisdictional segmentation may preserve 
ecosystem stability, while rigid governance architectures risk fragmentation. 

2.5 Integrative Perspective 

Institutional territorialization, reconfigured location advantage, dynamic capability 
differentiation, and governance modularity collectively explain how data localization 
reshapes competitive configuration. Rather than functioning as a uniform barrier, localization 
policies create heterogeneous strategic pathways. Firms with strong domestic 
embeddedness, flexible architectures, and robust adaptive capabilities may consolidate 
advantage under territorially defined regimes. Others may experience increased operational 
fragmentation and diminished cross-border scalability. 

The theoretical integration advanced here situates data localization at the intersection of 
institutional boundary-making and strategic reconfiguration. Competitive outcomes are 
conditioned by how firms realign infrastructural, organizational, and governance 
architectures within territorially bounded digital economies. 

3. Mechanisms of Competitive Reconfiguration 

The preceding theoretical integration establishes that data localization constitutes an 
institutional territorialization process that reshapes location logic, infrastructural 
configuration, and adaptive requirements. The central claim advanced here is that data 
localization induces competitive reconfiguration through four interrelated mechanisms: (1) 
cost asymmetry creation, (2) territorial embeddedness reinforcement, (3) architectural 
modularization, and (4) adaptive capability differentiation. These mechanisms operate 
sequentially and interactively, producing heterogeneous competitive outcomes across firms. 

The following framework consolidates the four mechanisms through which data localization 
induces competitive reconfiguration at the firm level. It clarifies the causal architecture linking 
institutional territorialization to differentiated competitive outcomes, while distinguishing 
structural mechanisms from capability-based moderation. The model emphasizes that 
competitive reordering results from interacting pathways rather than a single linear effect. 
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Figure 2. Mechanisms of Competitive Reconfiguration under Data Localization 

Source: Developed by the authors 

The architecture articulated in Figure 2 clarifies that competitive reconfiguration emerges 
from four distinct but interacting mechanisms triggered by institutional territorialization. Cost 
asymmetry, embeddedness reinforcement, and architectural modularization directly reshape 
firm positioning, while adaptive capability differentiation conditions the strength and direction 
of these effects. Figure 2 makes explicit that localization does not operate through a single 
pathway; rather, heterogeneous competitive outcomes arise from the interaction between 
structural pressures and reconfiguration capacity. 

Competitive reconfiguration refers to shifts in relative positioning among firms resulting from 
structural changes in cost structure, governance alignment, and scalability logic. Rather than 
assuming uniform disadvantage, the framework specifies how localization sorts firms 
according to infrastructural design and adaptive capacity. 

3.1 Cost Asymmetry Creation 

Data localization increases fixed compliance and infrastructural costs by requiring domestic 
storage, jurisdiction-specific reporting systems, and regulatory interface mechanisms. These 
requirements introduce non-trivial investment obligations that are largely fixed rather than 
variable. As a result, scale alone does not determine advantage; rather, the distribution and 
flexibility of infrastructural assets become decisive. 

Firms operating highly centralized data architectures must replicate infrastructure across 
jurisdictions, raising duplication costs. In contrast, firms with pre-existing domestic data 
centers or regionally distributed cloud configurations incur lower marginal adaptation costs. 
Localization thus creates cost asymmetry between globally centralized operators and locally 
embedded or modularly structured firms. 

From an international strategy perspective, this asymmetry redefines entry barriers. Markets 
previously accessible through remote cloud integration now require physical or quasi-
physical digital presence. Consequently, data localization can shift competitive advantage 
toward actors possessing domestic infrastructural depth. 

Proposition 1: 
Data localization increases fixed compliance costs in ways that disproportionately 
disadvantage firms reliant on centralized cross-border data architectures. 

3.2 Territorial Embeddedness Reinforcement 

Beyond cost implications, localization enhances the strategic value of domestic 
embeddedness. Institutional theory suggests that legitimacy is contextually defined (Scott, 
2014). When regulatory regimes emphasize domestic data control, firms with local 
operational presence gain symbolic and relational advantages. Domestic data centers, 
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locally incorporated entities, and visible compliance commitments signal alignment with 
sovereignty priorities. 

Territorial embeddedness strengthens relationships with regulators, ecosystem partners, 
and users who interpret localization compliance as trust-enhancing. In emerging digital 
economies, where institutional trust remains evolving, visible compliance infrastructure may 
serve as a differentiating asset. Localization therefore operates not only as infrastructural 
segmentation but also as legitimacy reinforcement. 

This mechanism privileges firms that have invested in domestic partnerships, local talent 
pools, and region-specific governance mechanisms. Foreign entrants operating through 
remote architectures may face heightened scrutiny or perceived detachment from local 
regulatory expectations. 

Proposition 2: 
Firms with stronger domestic operational embeddedness gain relative competitive 
advantage under data localization regimes. 

3.3 Architectural Modularization and Scalability Shift 

Territorial mandates disrupt globally integrated digital architectures by imposing jurisdiction-
specific boundaries. To maintain cross-border operations, firms must redesign systems to 
isolate data within regulatory clusters while preserving functional interoperability. This 
redesign shifts the scalability logic of digital firms. 

Historically, digital scalability relied on centralized integration—single data lakes, unified 
analytics engines, and standardized governance protocols. Under localization regimes, 
scalability increasingly depends on modular architectures capable of accommodating 
regulatory heterogeneity. Modularization allows firms to segment data environments by 
jurisdiction while maintaining shared application layers or coordination interfaces. 

The transition from centralized global integration to regionally modular scalability represents 
a structural redesign of digital architecture under territorial constraints. The configuration 
below isolates the architectural shift by contrasting a single integrated data core with 
distributed jurisdiction-bound modules. This contrast clarifies how regulatory fragmentation 
reshapes scalability logic rather than merely increasing compliance cost. 

 
Figure 3. Shift from Global Integration to Regionally Modular Scalability under Data Localization 

Source: Developed by the authors 

Figure 3 clarifies the architectural transformation induced by territorial data mandates. On 
the left, scalability depends on a centralized global data core serving integrated markets. On 
the right, regulatory segmentation necessitates jurisdiction-specific data clusters connected 
through a shared application layer, redefining scalability as regional modular coordination 
rather than seamless global integration. By isolating this structural shift, Figure 3 reinforces 
the argument that data localization alters the underlying architecture of competitive 
expansion rather than merely increasing operational cost. 
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This shift transforms expansion strategy. Rather than seamless global rollout, firms expand 
through regional clusters aligned with regulatory harmonization. Competitive advantage 
becomes tied to architectural flexibility and the ability to orchestrate partially integrated 
infrastructures across jurisdictions. 

Firms lacking modular capability may experience declining scalability efficiency and 
operational rigidity. Conversely, firms capable of regionalized modularization may transform 
regulatory fragmentation into defensible regional positioning. 

Proposition 3: 

Data localization induces a transition from globally integrated scalability to regionally modular 
scalability, favoring firms with flexible architectural design. 

3.4 Adaptive Capability Differentiation 

Cost asymmetry, embeddedness reinforcement, and modularization pressures do not 
produce uniform outcomes. Dynamic capabilities condition whether firms can convert 
institutional shock into strategic repositioning. Organizations capable of sensing regulatory 
trajectories, seizing localized opportunities, and reconfiguring infrastructures are more likely 
to sustain or enhance competitive standing. 

Adaptive differentiation manifests in several forms: proactive investment in distributed cloud 
regions, development of compliance analytics systems, renegotiation of ecosystem 
partnerships, and redesign of governance protocols. Firms that interpret localization as a 
structural shift rather than a temporary policy may reconfigure early and secure first-mover 
advantages within newly territorialized markets. 

In contrast, firms with limited reconfiguration capacity may experience cumulative 
disadvantage. The inability to adapt architecture or governance structures amplifies cost 
burdens and erodes scalability. Competitive sorting thus reflects variation in dynamic 
capability intensity rather than mere firm size. 

Proposition 4: 

The competitive impact of data localization is positively moderated by firm-level dynamic 
capabilities; higher adaptive capability increases the likelihood of successful strategic 
reconfiguration. 

3.5 Configurational Competitive Outcomes 

The interaction of embeddedness and adaptive capability produces differentiated 
competitive configurations. Two dimensions are particularly decisive: (1) degree of domestic 
embeddedness and (2) intensity of dynamic capability. 

Firms with high embeddedness and strong adaptive capability are positioned to consolidate 
advantage under localization regimes. Those with high embeddedness but weak adaptive 
capability may preserve stability without expansion. Firms with low embeddedness but strong 
adaptive capability may successfully reconfigure and regain competitiveness through rapid 
architectural redesign. Conversely, firms lacking both embeddedness and adaptive capability 
face heightened risk of marginalization or exit. 

The configurational matrix below formalizes the interaction between territorial 
embeddedness and dynamic capability intensity as joint determinants of competitive 
outcome. By structuring the argument as a two-dimensional configuration rather than a linear 
effect model, the framework clarifies that data localization operates as a sorting mechanism 
contingent on firm attributes. This representation isolates outcome heterogeneity without 
reintroducing the underlying mechanisms already specified. 
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Figure 4. Configurational Competitive Outcomes under Data Localization 

Source: Developed by the authors 

Figure 4 formalizes the interaction between territorial embeddedness and dynamic capability 
intensity as joint determinants of competitive positioning. Firms combining high 
embeddedness with strong adaptive capacity consolidate strategic advantage, whereas 
those lacking both dimensions face competitive erosion. Intermediate configurations reveal 
stability without expansion or adaptive recovery despite initial structural disadvantage. By 
structuring the outcomes configurationally, Figure 4 reinforces the article’s core claim that 
localization effects are conditional rather than deterministic. 

The matrix clarifies that data localization does not deterministically privilege incumbents or 
domestic firms. Rather, competitive outcomes depend on the interaction between territorial 
embeddedness and adaptive reconfiguration capacity. Institutional territorialization thus 
functions as a sorting mechanism that reshapes relative positioning within emerging digital 
economies. 

3.6 Integrative Synthesis 

The mechanisms articulated here demonstrate that data localization reshapes competition 
through structural and strategic pathways. Fixed compliance costs create asymmetry, 
territorial embeddedness enhances legitimacy-based advantage, architectural 
modularization alters scalability logic, and dynamic capabilities determine adaptive success. 
Together, these mechanisms explain how localization policies induce competitive 
reconfiguration rather than uniform constraint. 

The following table systematizes the four mechanisms at the level of operation, structural 
effect, and competitive implication. Its purpose is analytical clarification rather than repetition: 
it distinguishes how each mechanism works, where it operates, and what form of 
differentiation it generates. This strengthens the non-tautological structure of the mechanism 
section before transitioning to the Discussion. 

Table 1. Mechanism-Level Analytical Specification of Competitive Reconfiguration 

Mechanism 
Level of 

operation 

Structural 
change 

introduced 

Source of 
competitive 

differentiation 

Risk if not 
adapted 
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Cost asymmetry 
creation 

Infrastructure & 
compliance 
structure 

Increase in fixed 
jurisdiction-
specific costs 

Relative 
advantage for 
firms with 
distributed or pre-
localized 
infrastructure 

Escalating 
duplication cost 
and reduced 
entry feasibility 

Territorial 
embeddedness 
reinforcement 

Institutional & 
relational 
interface 

Elevation of 
domestic 
presence as 
legitimacy signal 

Advantage for 
locally embedded 
firms aligned with 
regulatory 
expectations 

Legitimacy deficit 
and partnership 
friction 

Architectural 
modularization 

Digital system 
architecture 

Shift from 
centralized 
integration to 
regional modular 
clusters 

Advantage for 
firms with 
flexible, 
decomposable 
system design 

Scalability rigidity 
and coordination 
inefficiency 

Adaptive 
capability 
differentiation 

Organizational 
capability 

Variation in 
sensing–seizing–
reconfiguring 
capacity 

Advantage for 
firms able to 
proactively 
redesign 
infrastructure and 
governance 

Competitive 
erosion under 
institutional 
shock 

Source: Developed by the authors 

Table 1 clarifies that the four mechanisms operate at distinct analytical levels—structural, 
relational, architectural, and organizational—while jointly shaping competitive reordering. By 
disaggregating the sources of differentiation and associated risks, Table 1 strengthens the 
mechanism-driven logic of the manuscript and prevents conceptual inflation before entering 
the theoretical contribution section. 

The subsequent discussion interprets these findings in relation to broader debates on digital 
sovereignty, international strategy, and ecosystem governance, while clarifying theoretical 
contributions and managerial implications. 

4. Discussion 

The conceptual development demonstrates that data localization operates as a mechanism 
of competitive reconfiguration rather than a uniform regulatory burden. The interaction of cost 
asymmetry, territorial embeddedness, architectural modularization, and adaptive capability 
differentiation reshapes how firms position themselves within emerging digital economies. 
The implications extend beyond compliance logic and contribute to multiple streams of 
business and management scholarship. 

4.1 Theoretical Contributions 

First, the analysis extends institutional theory by introducing territorial boundary-making as 
a structuring force in digital competition. Institutional scholarship traditionally emphasizes 
legitimacy, conformity, and field-level stabilization (Scott, 2014). The argument developed 
here highlights how regulatory territorialization redefines the spatial embeddedness of 
strategic assets. Data is transformed from a globally scalable resource into a jurisdiction-
bound asset whose value depends on regulatory alignment. Competitive advantage 
therefore becomes partially contingent on geographic institutional embedding. 

Second, the framework advances international business theory by reinterpreting location 
advantage under conditions of restricted data mobility. Revisiting OLI logic in the digital era 
suggests that ownership advantages derived from centralized analytics are not inherently 
portable (Bhandari et al., 2023). Data localization reintroduces spatial friction into digital 
internationalization, altering the internalization calculus and shifting expansion from global 
integration to regulatory cluster alignment. Competitive advantage emerges not solely from 
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scale economies but from the ability to orchestrate distributed, regulation-compatible 
infrastructures. 

Third, the analysis contributes to dynamic capabilities research by situating adaptive 
reconfiguration within institutional territorialization. Prior work emphasizes sensing, seizing, 
and transforming in response to technological disruption (Teece, 2018). The present 
argument demonstrates that institutional shocks—specifically sovereignty-driven regulatory 
shifts—also demand architectural and organizational reconfiguration. Dynamic capability 
becomes central not only to innovation but to regulatory alignment and infrastructural 
redesign. This expands the boundary conditions of dynamic capability theory into the domain 
of digital governance. 

Fourth, platform ecosystem scholarship is enriched by integrating regulatory segmentation 
into governance design logic. Ecosystem viability depends on coherent participation 
structures and modular coordination (Adner, 2017; Jacobides et al., 2018). Data localization 
compels platforms to redesign governance boundaries and adjust complementor 
participation rules across jurisdictions. Competitive reconfiguration thus unfolds at both firm 
and ecosystem levels, with architectural modularity acting as a mediator between regulatory 
fragmentation and ecosystem stability. 

Collectively, these contributions reposition data localization within strategic management 
discourse. Rather than framing localization as a macroeconomic distortion, the argument 
clarifies its role as a competitive sorting mechanism conditioned by embeddedness and 
adaptive capability. The table below makes the article’s theoretical positioning auditable by 
mapping each foundational stream to its core assumption, the way data localization disrupts 
or reframes that assumption, and the specific value-added claim advanced by the 
manuscript. This structure reduces impressionistic “theory stacking” by showing how the 
integration is mechanism-relevant rather than merely citational. 

Table 2. Theoretical Repositioning under Data Localization 

Theoretical stream Core logic Repositioning in this article 
Institutional theory Regulation defines legitimacy 

and field structure 
Data localization as territorial 
boundary-making that restructures 
competitive conditions 

International business 
(OLI) 

Ownership advantages 
transferable across locations 

Portability of data-driven advantages 
becomes conditional on regulatory 
alignment 

Dynamic capabilities Firms differ in reconfiguration 
capacity 

Adaptive capability moderates 
competitive effects of territorialization 

Platform ecosystem 
theory 

Governance and modularity 
shape ecosystem viability 

Regulatory segmentation elevates 
modular architecture as strategic 
necessity 

Source: Developed by the authors 

The table anchors the manuscript’s integrative claim by clarifying what each theory 
contributes and how data localization changes its baseline assumptions. Table 2 supports 
interpretation by preventing overlap between theoretical framing and the mechanism section, 
ensuring the argument remains mechanism-driven and proportionate rather than rhetorically 
cumulative. 

4.2 Managerial Implications 

The framework suggests that digital firms operating in emerging economies must 
reconceptualize data governance as strategic infrastructure. Compliance cannot remain a 
peripheral legal function; it becomes intertwined with architectural design, partnership 
strategy, and international expansion logic. 

First, infrastructural design decisions acquire strategic salience. Firms relying on centralized 
global data architectures face heightened vulnerability under territorial regimes. Investment 
in modular cloud configurations, distributed data centers, and jurisdiction-specific compliance 
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interfaces enhances resilience and preserves scalability. Architectural flexibility reduces 
reconfiguration costs and mitigates competitive erosion. 

Second, domestic embeddedness should be treated as a strategic asset. Localization 
policies elevate the value of local partnerships, domestic incorporation structures, and visible 
regulatory engagement. Firms expanding into emerging digital markets may benefit from 
early investment in localized infrastructure and regulatory familiarity rather than relying 
exclusively on remote operational integration. 

Third, strategic planning must incorporate regulatory trajectory analysis. Data localization 
often emerges incrementally through evolving privacy, cybersecurity, or sovereignty 
frameworks. Firms capable of sensing policy direction and preemptively adjusting 
governance architecture are more likely to secure first-mover advantage within newly 
territorialized environments. 

Fourth, expansion strategy may increasingly follow regional regulatory clusters rather than 
purely demand-driven logic. Where harmonization exists among neighboring jurisdictions, 
cluster-based modularization can preserve economies of coordination while satisfying 
territorial mandates. Firms that recognize regulatory clustering opportunities may convert 
fragmentation into defensible regional scale. 

4.3 Policy Implications 

Territorial data mandates generate differentiated competitive effects. While localization may 
enhance sovereignty, privacy protection, and regulatory oversight, it also reshapes market 
structure by introducing fixed compliance thresholds and infrastructural segmentation. 

Policymakers designing localization regimes should recognize their sorting effects. High 
fixed compliance costs may disproportionately disadvantage smaller or foreign entrants 
lacking domestic infrastructure. Graduated implementation, interoperability standards, and 
transparent enforcement criteria may mitigate unintended concentration effects. 

At the same time, localization can stimulate domestic infrastructural investment and deepen 
local ecosystem integration. When accompanied by clear regulatory guidance and 
predictable enforcement, territorial mandates may foster innovation within domestically 
embedded firms capable of architectural adaptation. 

The central policy challenge lies in balancing sovereignty objectives with competitive 
plurality. Regulatory clarity and cross-border dialogue may reduce excessive fragmentation 
while preserving legitimate governance aims. Understanding the strategic consequences of 
territorialization enables more informed regulatory design in rapidly evolving digital 
economies. 

4.4 Boundary Conditions and Future Research Directions 

Competitive reconfiguration under data localization is not universal. Several boundary 
conditions warrant further empirical examination. 

First, the intensity and enforcement consistency of localization mandates may moderate 
strategic effects. Symbolic or weakly enforced policies may produce limited reconfiguration 
pressure. Second, sectoral differences matter. Industries reliant on real-time analytics and 
cross-border data integration may experience stronger fragmentation effects than digitally 
mediated but locally consumed services. Third, technological evolution—such as advances 
in federated learning or privacy-preserving computation—may partially offset the rigidity of 
territorial segmentation. 

Future empirical research could test the configurational matrix by examining firm 
performance across jurisdictions with varying localization intensity. Comparative studies of 
firms with centralized versus modular architectures would clarify the relationship between 
infrastructural design and adaptive success. Longitudinal research may further illuminate 
how regulatory trajectories interact with strategic reconfiguration over time. 
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4.5 Integrative Reflection and Future Research Agenda 

Data localization constitutes more than a compliance burden; it represents a structural shift 
in how digital competition unfolds. By generating cost asymmetries, reinforcing territorial 
embeddedness, altering scalability logic, and differentiating adaptive capacity, localization 
policies reorder competitive positioning within emerging digital economies. Strategic 
outcomes depend not only on market demand or firm scale but on the alignment between 
institutional territorialization and organizational reconfiguration. 

This reconceptualization opens several avenues for future research that can deepen 
theoretical precision and empirical validation. 

First, empirical examination of cost asymmetry mechanisms remains limited. While macro-
level studies document trade effects of data restrictions (Ferracane et al., 2018; Casalini & 
López González, 2019), firm-level cost restructuring under localization regimes requires 
systematic investigation. Future studies could quantify how centralized versus modular data 
architectures affect operational expenditure, entry timing, and survival probability across 
jurisdictions with varying localization intensity. Such work would strengthen understanding of 
how regulatory territorialization translates into measurable competitive sorting. 

Second, the relationship between territorial embeddedness and legitimacy advantage 
warrants deeper exploration. Institutional theory suggests that embeddedness enhances 
legitimacy (Scott, 2014), yet empirical evidence linking domestic infrastructural presence to 
ecosystem trust and partner alignment remains underdeveloped. Comparative case studies 
across emerging economies could assess whether locally incorporated firms experience 
differential partnership formation, regulatory interaction quality, or consumer trust relative to 
foreign entrants operating remote architectures. 

Third, research should investigate architectural modularization as a strategic design choice. 
The transition from globally integrated to regionally modular scalability introduces new 
governance complexities. Studies examining how firms redesign data governance protocols, 
complementor interfaces, and cloud-region configurations would clarify the managerial 
processes underlying strategic reconfiguration. This line of inquiry could bridge digital 
infrastructure scholarship and ecosystem governance research by specifying how 
architectural flexibility mediates regulatory fragmentation. 

Fourth, dynamic capability heterogeneity under institutional shocks represents a promising 
domain. Although dynamic capabilities theory emphasizes sensing and reconfiguring 
(Teece, 2018), empirical research often centers on technological innovation rather than 
regulatory transformation. Longitudinal designs tracking firms before and after localization 
mandates could illuminate how adaptive routines evolve in response to sovereignty-driven 
regulation. Such research would extend dynamic capability theory into the realm of 
institutional boundary-making. 

Fifth, cross-country comparative analysis can illuminate regulatory clustering effects. Some 
emerging economies may harmonize localization standards regionally, while others maintain 
divergent requirements. Investigating how firms navigate harmonized versus fragmented 
regulatory blocs would clarify whether regionalization mitigates competitive erosion. This 
agenda intersects with international business scholarship by examining how regulatory 
alignment shapes regional competitive architectures. 

Sixth, future research may examine unintended strategic consequences of localization, 
including innovation slowdown, ecosystem fragmentation, or concentration effects favoring 
domestically entrenched incumbents. While localization may enhance sovereignty and 
security, its long-term implications for innovation diffusion and cross-border knowledge 
spillovers remain theoretically ambiguous. Integrating competitive dynamics with innovation 
performance metrics would enrich policy-relevant scholarship. 

Finally, theoretical refinement is needed to specify the boundary conditions of competitive 
reconfiguration. Sectoral variation, technological alternatives such as federated learning, and 
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enforcement intensity may moderate localization effects. Multi-method approaches 
combining archival data, interviews, and ecosystem mapping could uncover configurational 
pathways beyond the matrix proposed here. 

Collectively, this research agenda underscores that data localization is not a static policy 
variable but an evolving institutional trajectory. Understanding its competitive consequences 
requires sustained scholarly attention to how firms reorganize infrastructures, realign 
governance structures, and recalibrate international strategies under territorially bounded 
digital regimes. 

The analysis presented here establishes a foundation for such inquiry by framing data 
localization as a mechanism of competitive reordering. Continued empirical and conceptual 
exploration will refine our understanding of how institutional territorialization reshapes the 
architecture of digital competition in emerging economies. 

5. Conclusion 

Digital competition has long been structured around the assumption of seamless cross-
border data mobility. Data localization policies disrupt this assumption by reintroducing 
territorial boundaries into digitally mediated markets. Rather than functioning solely as 
compliance constraints, such policies reshape the structural foundations of competitive 
advantage. Through cost asymmetry creation, reinforcement of territorial embeddedness, 
architectural modularization, and differentiation in adaptive capability, localization regimes 
reorder firm positioning within emerging digital economies. 

The analysis demonstrates that competitive outcomes are conditional rather than 
deterministic. Firms reliant on centralized data infrastructures face higher reconfiguration 
costs under territorial mandates, while those possessing domestic embeddedness and 
flexible architectures may convert regulatory segmentation into strategic leverage. Adaptive 
capacity emerges as a critical differentiator: organizations capable of sensing institutional 
trajectories and redesigning governance architectures are more likely to preserve or enhance 
competitiveness under sovereignty-driven regulation. 

These insights extend beyond regulatory debates. They suggest that digital 
internationalization is entering a phase characterized by partial territorialization rather than 
frictionless globalization. Location advantage is increasingly co-produced by institutional 
design, infrastructural presence, and governance alignment. Scalability, once defined by 
global integration, now depends on the orchestration of modular regulatory clusters. 
Competitive advantage therefore becomes embedded within territorially bounded digital 
infrastructures. 

For emerging digital economies, this transformation carries strategic significance. 
Governments pursuing data sovereignty objectives inadvertently participate in reshaping 
competitive hierarchies. Firms, in turn, must recalibrate strategic planning to integrate 
regulatory foresight with infrastructural design. Competitive dynamics in digital markets can 
no longer be understood without incorporating institutional territorialization as a central 
variable. 

By conceptualizing data localization as a mechanism of competitive reconfiguration, this 
study advances a framework that integrates institutional theory, international strategy, 
dynamic capabilities, and ecosystem governance. The findings highlight that regulatory 
boundary-making does not simply constrain digital firms; it reorganizes the architecture of 
competition. Understanding this reorganization is essential for explaining the evolving 
structure of digital markets in emerging economies. 

Continued empirical inquiry will refine these insights and clarify the conditions under which 
territorialization produces entrenchment, adaptive renewal, or competitive erosion. What is 
clear, however, is that digital competition is no longer placeless. It is increasingly shaped by 
how firms navigate the institutional geographies of data. 
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