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Abstract

The Base-of-the-Pyramid (BoP) stands in the literature for the lowest socioeconomic segment in
terms of purchasing power parity and presents the segment that is generally excluded from the
current system of global capitalism. This thesis looks at the current discussion of how the BoP, as a
socio-economic segment is generally attended and what links exist to related research fields.
Hereby, International Development theory and International Business (IB) theory are identified as
being those two theories that stand in closest connection to the BoP approach. In the following, the
BoP approach is embedded in those two theories with the aim of making the theoretical concept
clear from which the BoP approach is arising and identify contributions that can be derived from the
BoP approach for each theoretical field. The main argument of the thesis is that the BoP approach is
able to bridge IB theory and International Development Theory. The BoP approach thus shows that
the two theoretical fields that generally ignore each other can go hand-in-hand and contribute each

other by combining their capabilities.

Resumo

A Base-da-Piramide (Base ofthePyramid- BoP) é referida na literatura como sendo o segmento
sOcio-econdmico mais baixo em termos de paridade do poder de compra. Esse segmento encontra-
se geralmente excluido do sistema capitalista global. Esta tese analisa o tema BoP e discute dentro
de um contexto sdcio-econdmico, como essa abordagem se relaciona com outras dareas de pesquisa,
assim como a teoria do desenvolvimento internacional e a teoria de negdcios internacionais. Estas
duas teorias sdo identificadas como tendo uma relacdo mais forte com BoP. No que se segue, a
abordagem BoP € incorporada nessas duas teorias com o objetivo de tornar este conceito mais claro
e abrangente. Seguindo este raciocinio a abordagem BoP vem identificar contribui¢des no tocante a
cada uma dessas abordagens tedricas. O argumento principal da tese € que a abordagem BoP ¢
capaz de ligar essas duas teorias (teoria do desenvolvimento internacional e a teoria de negdcios
internacionais) em um s6 modelo tedrico, mostrando assim que essas duas abordagens tedricas

distintas podem na realidade serem complementares.
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1. Introduction

The Base-of-the-Pyramid (BoP) stands in the literature for the lowest socioeconomic segment in
terms of purchasing power parity and presents the segment that is generally excluded from the
current system of global capitalism (Hart, 2010). Different numbers of annual per capita income
have been discussed in order to draw the line to the BoP segment. They generally range from
$1,500 to $3,500, depending on the institution behind the report. Due to the fact that it is difficult to
draw a fix income line to size the BoP it makes more sense to look at its overall characteristics
(London & Hart, 2011). Ted London and Stuart Hart describe the key points that the BoP segment
has as “heterogeneous across multiple dimensions”, “the portion of the world’s population with the
least amount of income”, containing “local enterprises that generally are not well-integrated with

the formal capitalist economy”, constituting “the majority of humanity” that “lives primarily in the

informal economy” (London & Hart, 2011, p. 9).

While the term BoP stands for the mere socioeconomic segment, the often used expression BoP
approach in this work stands for the way in which the BoP is generally attended. The term BoP
strategy is used to describe business strategies that attend to the people at the BoP. The expression
BoP market describes the market potential and the overall market size of the socioeconomic

segment at the BoP.

Since the BoP as a topic in management literature arose over a decade ago, much has been said and

written down in the context of corporations operating at the BoP.

I identified in the literature about BoP three topics that have been addressed by most of the

publications:

e partnerships, by questioning with whom and for what should business strategies be built up
in collaboration with partners at the BoP (i.a.: Webb, Kistruck, Ireland & Ketchen, 2010;
London & Anupindi, 2011; Selsky & Parker, 2005; Prahalad, 2005a).

e innovation, by questioning what kind of products have the potential for being a long-term
business case (i.a.: Prahalad, 2005a; London, 2009; Blowfield, Visser & Livesey, 2007;
Simanis, Hart & Duke, 2008).

e poverty alleviation, by asking how these strategies and products can help to reach the United

Nations Millennium Development Goals (UN MDGs) and contribute to reducing the overall



poverty level (i.a.: London, 2008; London & Hart, 2011; Brugmann & Prahalad, 2007;
Acosta, Kim, Melzer, Mendoza & Thelen, 2011).

I chose these three pillars first of all, because of their dominance in the literature of the BoP. This
can be seen in the high number of google scholar results by putting in “Base of the
Pyramid+partnerships” (16700 results in the period 2002-2012), “Base of the Pyramid+innovation”
(16400 results in the period 2002-2012), and “Base of the Pyramid+poverty alleviation” (3880
results in the period 2002-2012). Even though the results for “Base of the Pyramid+poverty
alleviation” were not as high as the others, I chose the term instead of “mutual value creation”
(15900 results in the period 2002-2012) because it has a clearer definition and can also embed the
concept of mutual value creation. Secondly, I chose these pillars because of their ability to integrate
other elements of BoP strategies. Innovation can for example integrate the ideas of green business
solutions and reverse innovation. Partnerships can for example integrate the ideas of deep listening
and co-creation of business models. The concept of poverty alleviation is able to integrate the idea
of mutual value creation, sustainable business solutions and long-term planning. This makes the
three pillars not only dominant topics in the literature in general but also umbrella-terms that are

able to describe multiple-terms of the field.

Firms seem to be recently more interested in the BoP market (Economist, 2010), but only a few
corporations have successfully managed to link their business activities at the BoP with social and
sustainable development at the market (Schwittay, 2011; London, 2011; Kennedy & Novogratz,
2011).

Examples show that new products for the BoP, which have been developed in a responsible and
creative way, can set up new standards in sustainable development. Especially multinational
companies (MNCs) have demonstrated that they have the ability to support the development at the
BoP due to their strong know-how in specific areas that can lead to innovative product
development. The micro nutrient initiative of BASF, for example, produces encapsulated Vitamin A
that is exported to BoP markets in order to enrich basic products and to fight against malnutrition
(Bliithner & Vierck, 2009). But also small enterprises and social businesses can contribute with new
products to sustainable development at the BoP. The Austrian company Helioz Research and
Development GmbH (Helioz), for example, has developed a measurement device that traces the
progress of solar water disinfection in a PET-bottle, called WADI. The product is based on the
Solar Water Disinfection (SODIS) method, developed by scientists at the Swiss Federal Institute of



Technology Zurich and the Swiss Federal Institute of Aquatic Science and Technology. SODIS

currently counts as the most sustainable water disinfection technique.

Case examples have shown the importance of social embeddedness as a crucial factor for successful
projects. In the literature of BoP, social embeddedness is understood as “the capability to gain a
deep sense of the social context and a detailed knowledge of the intrinsic economic rationale of the
local economy” (London, 2011, p. 34). This includes listening to the people at the BoP in order to
understand their needs and wishes and to co-create business ventures. This co-creation of businesses
at the BoP implies a diversity of partners, like non-governmental organizations (NGOs), local
organizations and the people at the BoP themselves. The involvement of the local community
together in combination with local ownership is hereby seen as crucial for the success of the
business. The latest well-developed roadmap for these kinds of co-created ventures can be found in
London (2011). Based on this idea of co-created business ventures it can be argued that the BoP
approach mixes business tools and social anthropological models to create new business ventures in
collaboration with the people at the BoP. In the ideal case, these BoP projects contribute to the
reduction of problems that can be found at the BoP (like health problems, missing education and
telecommunication) and create at the same time market opportunities for companies (Hart &

Sharma, 2004; London, 2008).

In the moment in which people at the BoP gain out of the business activities, scholars speak of
mutual value creation. Ted London (2011, p.37) points out that “a leadership team going through
the BoP venture development process must remember that success in each stage is grounded in the
proposition of mutual value creation.” This idea drives from the simple assumption in business
literature that long-term viability will depend on the ventures ability to meet the needs of its
customers, suppliers and partners. Nonetheless, meeting the needs of communities at the BoP and
enhancing the mutual value creation process is still difficult for many firms. Reasons for this can be
seen in the missing social embeddedness of firms at the BoP and the lack of strategies to track and

maximize its poverty-alleviation impact (London, 2011).

Due to the importance that mutual value creation has for the long-term success of the venture,
embedding mutual value is a core principle in BoP approaches. At the same time, it helps to see
BoP approaches in the light of business strategies, development projects as well as a corporate

social responsibility (CSR).



Due to missing clarity about the theoretical foundations of the BoP approach I identify in this paper
International Business (IB) Theory and International Development Theory as those two theories that
stand in closest connection to the BoP approach. The research question that shapes this work is how
can the BoP approach be embedded in IB Theory and International Development Theory? The
reason for choosing these two theories is — as I will show — that the core topics of BoP — namely
partnerships, innovation and poverty alleviation — are extensively discussed in IB Theory and
International Development Theory. Thus, I start in chapter two and three to embed the BoP
approach in those two theories with the aim of making the theoretical concept clear from which BoP
is arising and identifying possible contributions that the BoP approach can bring for each theoretical
field. I will argue in chapter four that the BoP approach with its core topics is able to bridge IB
Theory and International Development Theory. The BoP approach thus shows that the two
theoretical fields that generally ignore each other can go hand-in-hand and contribute each other by
combining their capabilities. As a further implication of my research question I ask, what
contribution brings the BoP approach for IB Theory and International Development Theory? The
last chapter proposes a new research agenda by bringing CSR into the game. Chapter 2, 3 and 4 will
show that neither IB Theory nor International Development Theory is able to fully explain the BoP
approach. The proposal for the research agenda includes the question if the concept of CSR could

take over this role.
2. Base of the Pyramid approach and International Business Theory

This chapter gives in a first step an overview of existing business strategies for the BoP. Hereby
business strategies describe the way in which companies enter and establish themselves in the BoP
market. After characterizing and discussing key elements that lead to successful business ventures
at the BoP, I analyze in the second part of this chapter the embeddedness of BoP into main fields of
IB Theory. Hereby I argue that a knowledge-based perspective based on a resource-based view
(RBV) is most appropriate to explain the main features of the BoP approach. The discussion of how
the BoP approach is embedded in IB Theory is further enriched by institutionalism. The
embeddedness of the BoP approach in internationalization strategies adds insight to the nature of

entry mode choices in foreign markets.



2.1.  Business strategies at the BoP today

London and Hart (2004) point out that a business entry strategy for the BoP market has to move
beyond the known business models and should be based on extracting knowledge and protecting
and controlling resource flows. Thus it requires a “global capability beyond the adaptive skills of
national responsiveness or the centralized control inherent in global efficiency”. This ‘global
capability’ must embody the promotion of business ideas that have been developed by incorporating
the ideas of people and organizations that are operating at the BoP but go beyond local business

ideas (London, 2008).

To succeed in this first step towards business development at the BoP, partnerships are necessary.
Partnerships with governments, domestic corporations or business groups are nothing new and have
been discussed extensively in the internationalization literature as a way to reduce the risk of
entering a new and foreign market (Khanna & Rivkin, 2001; Ricart et al., 2004; Webb et al., 2010).
Nonetheless, the formation of various alliances in order to define a promising entry mode to step
into BoP markets has never received such strong endorsement as in the literature of BoP strategies
(Webb et al., 2010). The concept of co-creation among a diversity of partners by establishing the

business strategy itself is seen as the crucial factor for success (Brugmann & Prahalad, 2007).

Two characteristics of this venture co-creation process can be identified: First, the capabilities of
business players from the developed world are put together with the ideas, wishes or problems of
the people and organizations that are operating at the BoP. In the moment in which the BoP market
is not entered by a preassigned strategy, but by listening first and learning from the actors and
people at the BoP and including the acquired knowledge in the business strategy and by developing
a business strategy together - the different partners have the chance to meet on par. Second, one can
argue that by embedding the problems, ideas and wishes that people have and the capabilities of
non-business organizations that are operating at the BoP a bottom-up strategy is used. At the same
time the use of company capabilities - most often from multinational companies from the developed
world - must be seen as a top-down approach. In the moment in which a BoP strategy is set-up by
integrating the companies capabilities with the voices from the actors and people at the BoP,
strategies for the BoP must be seen as mixing features of a bottom-up with those of a top-down
approach. In other words, the BoP approach can be understood as the first approach that is actually
capable of connecting the capabilities of business players from the developed world with the people

at the BoP, NGOs and other organization operating at the BoP on eye level.



To understand the concepts in strategic management that are underlying the BoP approach it must
be asked why companies are entering the BoP market. This can be based on different underlying
rationale. Companies seek to engage with the BoP for either socially or more economically based
reasons, or a combination of both. Those that focus on financial motives see opportunities in the
relatively uncompetitive and poorly served markets (Hammond, Kramer, Tran, Katz & Walker,
2007). With this in mind, the BoP as a business opportunity developed from two concepts in
strategic management. The first concept considers relocating company activities to developing
countries. The second analyzes the purchasing power of demographic groups worldwide. Both
approaches lead to the understanding of BoP as a management concept, which addresses poverty

while creating revenue for the companies involved (Milstein, Simanis, Duke & Hart, 2007).

Due to its potential market size the BoP offers the opportunity for technological innovation and the
development of new business models (Prahalad, 2005a). The BoP market brings up new challenges.
Completely new production lines and processes are often needed to be developed to offer affordable
and adequate products to the BoP (Prahalad, 2005b). Thereby the innovation process itself needs to
be rethought. Like pointed out in the Economist (2010), innovations are still understood as
technological breakthroughs by most people from the western world that are embodied in
revolutionary new products. But these innovations are taken by the elites and only eventually trickle
down to the masses. To attend the BoP market with innovations appropriately, products and
services have to be adapted to the specific life circumstances and problems that people at the lowest
income level face. That means that incremental improvements to products and processes might be
in some cases the right approach for innovations at the BoP, such as Wal-Mart’s exemplary supply
system explains. Other cases might need completely new product and service solutions (Economist,
2010). To succeed appropriate innovations a vision change in the company might be necessary. In
many companies values have to be changed first, in order to create a proper understanding for the
creation of innovative capabilities inside the firm that address the BoP. Successful BoP cases have
shown that managers spent days living in BoP families to develop a better understanding of the BoP
reality and to build up a trust relationship. This step towards social involvement often requires a re-
thinking of traditional business development methods. Thus, change management and proper value
creation become an essential pre-condition for the innovative capacity of companies (Prahalad,
2005a; London, 2011). Schwittay (2011) criticizes in her review of Prahalad’s BoP approach that
the vision change, which is necessary to obtain, depends a lot on the corporate culture and the

company’s performance in change management and is often difficult to achieve.



The discussion about appropriate innovations for the BoP also includes the call for sustainable
solutions. The question is not only what products exist or are adequate for a successful business
case but which ones are adequate for a sustainable development and long-term growth at the BoP

(Sustainability, 2007; Blowfield et al., 2008).

The different contexts in which BoP ventures are built up demand an adaption of known business
models. According to the assumptions above, London and Hart (2004) point out that “scalability,
flexibility, decentralization, knowledge sharing, local sourcing, fragmented distribution, non-
traditional partners, societal performance, and local entrepreneurship” are important elements of
business ventures at the BoP. Barki (2010) identifies in the literature at least four different business

models for big companies to reach the BoP:

The first model was established in a paper of Brugmann and Prahalad (2007) and is based on
partnerships between MNCs and NGOs. Like discussed above, both parties turn into joint ventures
because of mutual benefits. MNCs are regarded as having the necessary technological capabilities
and the capital to launch new business models and ideas, whereby NGOs are expected to have local

knowledge about the communities at the BoP and their specific needs.

The second business model is based on the structure of a “Social Business”. According to Yunus
(2007), the entrepreneurs will set-up social businesses not to achieve personal gain but to pursue
selected social goals. That means that profit maximization takes a back seat for the benefit of social

impact.

The third business model incorporates the idea of co-creation with the communities and was already
discussed as social embeddedness above (London, 2008). Simanis et al. (2008) carry out this idea
by emphasizing that the corporate success at the BoP together with an increase of the welfare level

of the poor will only happen with the engagement of the communities.

These three business models try to promote an inclusive approach by focusing on profit and the
welfare of the population at the same time. In the literature of BoP strategies these models are
usually recommended (Barki, 2010). The fourth model focuses on the concept of incremental
innovations. By using incremental innovation companies try to build up on successful business
models for regular markets. As mentioned above, incremental innovations can be in certain cases
the right business solution for products that attend the demand at the BoP. Nonetheless, several case

studies have shown that a mere concentration on incremental innovations leads often to a failure of



business ventures (Barki, 2010). Ricart et al. (2004) even defend their position that incremental
adaption of existing technologies and products is not effective in the BoP. Instead, a new form of
product development based on listening and co-developing with local partners is needed that goes

beyond incremental innovations.

Additionally to the identified business models by Barki (2010), Gollakata, Gupta & Bork (2010)
present a two-stage business strategy. The authors argue that in a first stage, firms have to focus on
a deep cost management strategy and to concentrate on core customer value and holistic operations
reengineering. In a second stage, the authors suggest that companies need to elaborate a deep
benefit management strategy, involving value reengineering, partnering for excellence and creating
inclusive channels. The authors use the cases of Aravind Eye Hospital and Jaipur Foot from India
and Vodacom operations in South Africa to strengthen their argument that business strategies have

to be based on a two-stage approach.

After all, it is difficult to identify one business model that will lead to success of the BoP venture.
Instead, there are several characteristics that could be identified in case studies as leading to
successful market operations at the BoP. Those characteristics in summary are first, the partnership
with non-government, government and local institutions and people at the BoP in order to get
special market insight, benefit from the trust-relationship that institutions may have with people at
the BoP. Additionally, the unique insight in the life of the people at the BoP, which institutions may
have, is for companies of big value. Second, the innovation of new products needs to be based in
most cases upon co-development with diverse partners and the people at the BoP. Thus, it requires
the need for deep listening to the problems and life structures of the poor. For this aim there are not
only innovative capabilities necessary but also relationship-building ones. Third, BoP ventures need
to be capital efficient and employment intense due to their distributed nature. Distribution structures
that involve the poor as sellers are often necessary to be able to built up trust with the clients and
attend the market. Fourth, due to less incumbent density, the BoP market offers ideal conditions for
incubating new sustainable technologies, able to reduce the environmental footprint and increase
social benefit. Successfully implemented products can in a modified way also be offered in high
income markets, especially if those products feature sustainable issues. In this way, companies have
to change their perspective of the top-down approach to underdeveloped markets to a bottom-up
approach. New products for the BoP will rarely be created in innovation centers in the company’s

headquarters, but at the BoP itself. That does not mean, that they are only meant for distribution at



the BoP. They can also be adequate to be sold in a modified way at higher income markets (Ricart

et. al., 2004; Prahalad & Hart, 2002; London, 2008; Barki, 2010).
2.2. Embedding BoP approaches in International Business Theory

Due to the fact that business strategies for BoP market have focused mostly on MNCs, the focus of
these chapter lies on the question how can business strategies for the BoP be embedded in the
overall literature of IB Theory and which insight can be gained from it for the set-up of appropriate

business strategies?
2.2.1. Embedding BoP approaches in the knowledge-based perspective of the firm

The very narrow part of BoP strategies, namely to bring up new knowledge and enter in new forms
of knowledge creation that lead to new products made with and for the people at the BoP, can be
best understood by the knowledge-based perspective of the firm based on a resource-based view

(RBV).

Kogut and Zander (1992) started to change in their article “Knowledge of the Firm, Capabilities,
and the Replication of Technology” the established perspective of the firms by arguing that they
exist because of their ability to create, promote and transfer knowledge and not because of their
mere ability to reduce transaction costs. The authors believe that knowledge is a capability that can
be transferred within a firm by social interaction. Due to the complexity of knowledge, being a
combination of information and practical know-how, the transfer of knowledge demands long-term
relationships. By applying the theory of Kogut and Zander (1992) not only to the firm itself, but to
the overall environment within which the company is interacting, the knowledge-based perspective
of the firm helps to understand the knowledge linkages that need to be built up with the people and
partner organization at the BoP. London and Hart (2004) have argued that western-style patterns of
economic development have no success at the BoP. Instead developing strategies with non-
traditional partners and co-investing in custom solutions are necessary to build up local capacity.
These reflect the knowledge linkages that a company must be able to build up with the BoP
environment. The development of a global capability in social embeddedness for what London and
Hart (2004) are arguing is important but useless if the company is not able to integrate the
knowledge that is based at the BoP into the product development. Social embeddedness and
knowledge exchange and integration are therefore capabilities that are equally important for the

success of BoP ventures. The idea of knowledge creation and localization at the BoP stands at least



partly in contrast to Jaffe, Trajtenberg and Henderson (1993). The authors point out that knowledge
localization is specific to certain regions and that the degree of the knowledge localization varies
across them. Their findings suggest that the local transfer of knowledge and the knowledge flow is
embedded in regional labor networks. BoP scholars like Brugmann and Prahalad (2007) would
rather argue that it does not depend on where the knowledge creation takes place but with whom.
Successful knowledge creation for the BoP takes place with partners and especially with NGOs who
have a specific field insight or know-how. In this way, Holcim, a large cement company and
Ceylinico Grameen, a microfinance institution, cooperated for example for the “House for Life”
program. Ceylinico Grameen offers credit service to construct houses for rural citizens in Sri Lanka.
In another example, a foot-powered generator developed by Freeplay Energy, was helped by CARE
to be distributed in Rwanda. The NGO helped with the distribution network by leveraging its

existing savings and loan associations (Webb et al., 2010).

Grant (1996) underlines that the knowledge-based view goes beyond the traditional concerns of
strategic management and also addresses the organizational set-up, the role of management,
determinants of firm boundaries and the theory of innovation. Especially the boundaries of the firm
become hard to define under the knowledge-based view. Grant (1996) points out that “the vertical
and horizontal boundaries may be analyzed in terms of relative efficiency of knowledge utilization”
(p.119). This means in relationship to strategies for the BoP, that the knowledge-based perspective
helps to understand why products cannot be developed and produced in headquarters, far away from
the BoP itself. Product development has to take place with the BoP because an essential part of the
knowledge needs to be absorbed from the BoP and has to be integrated by the companies in order to
build up successful ventures. The knowledge-based view can explain why research and
development does not take place solely in western companies anymore, but is founded in a more
polycentric form of knowledge building and innovation. Grant (1996) additionally discusses the
need for renovation of the traditional organizational structures towards more team-based structures
and inter-firm alliances. The importance of inter-firm alliances or partnerships has already been
discussed under the BoP perspective but it is also possible to learn from the restructuring approach
that is here brought up in the discussion about the knowledge-based view of the firm. Grant (1996)
argues that horizontal and team-based organizational forms might be more appropriate under the
knowledge based-view. “When different types of knowledge vary considerably in their potential for
transfer and aggregation, the implications for organizational structure and the location of decision-

making authority are profound” (Grant, 1996, p.120). Thus Grant sees organizational models that

10



are based on bureaucratic and information-processing approaches as not appropriate for a firm. In
regard to strategies at the BoP it means that the organizational design should be based on
suggestions made by the knowledge-based approach.

Finally, one more similarity between the knowledge-based view and BoP approaches can be
identified. Grant (1996) questions the shareholder value approach by arguing that “(t)he primary
driving force behind corporate restructuring and strategic change has been the quest for shareholder
value maximization and enhanced shareholder power. If the primary resource of the firm is
knowledge, if employees own knowledge, if most of this knowledge can only be exercised by the
individuals who possess it—then the theoretical foundations of the shareholder value approach are
challenged” (p.120). Due to the fact that the BoP approach does not solely regard the poor as
consumers but also as business partners (Simanis et al., 2008) and takes amongst other the
knowledge creation with partners at the BoP as its primary source, the shareholder value

maximization as the primary driving force is equally questioned under the BoP perspective.

2.2.2. Embedding BoP approaches in the resource-based view of the firm

The RBV counts as the foundation for the knowledge based perspective. Thus, if the BoP indicates
similarities with the knowledge based perspective it should be also possible to embed the BoP
approach in the RBV. The RBV characterizes the competitive advantage of a company by the
transferability of a firm’s resources and capabilities (Barney, 1986). Knowledge can hereby be
regarded as one of the firm’s main resources and capabilities. In his seminal work, “Firm Resources
and Sustained Competitive Advantage”, Jay Barney advocates the core principles sustained by the
RBV. The paper’s central proposition is that a firm, in order to achieve a sustained competitive
advantage, must rely on valuable, rare, inimitable and non-substitutable resources and capabilities.
A valuable resource is one that "enable[s] a firm to conceive or implement strategies that improve
efficiency of effectiveness" (Barney, 1991, p.106) or, in other words, exploit opportunities and
neutralize threats. The rareness is about the number of competing firms that possess the same
resources which, if large, will not lead the firm to a competitive advantage; rather, it will be a
source of competitive parity. The inimitable aspect, in turn can be reached once (i) the resource is
dependent upon unique historical conditions; (ii) the link between the resources controlled by the
firm and the sustained competitive advantage is not understood either by the competitors and by the

firm itself; and/or (iii) the firm's resources rely on a very complex social phenomena, beyond the
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ability of firms to manage it, such as reputation, organizational culture and other intangible assets.
Based on these main assumptions of the RBV, the BoP perspective can be embedded in the theory
in the following way: The BoP market is generally assumed as being not enough addressed by
companies invert, and thus offers a lot of opportunities for companies which start addressing it. The
few companies that are operating at the BoP reflect rareness about the number of competing firms
that possess the same resource. The inimitable aspects that companies might have at the BoP must
be clearly seen in the ability to operate in a complex environment, to build up trust-relationships
with NGOs and local partners that are hard to copy and to build up an appropriate organizational
culture that is able to address problems at the BoP by using new methods of innovation and by
starting the product development not only by a top-down approach. The RBV thus helps to
understand where the competitive advantage of strategies at the BoP can lie and what has to be done
to keep them up. It especially underlines the important of the corporate culture and the necessary

ability to operate in a complex socio-cultural environment.
2.2.3. Embedding BoP approaches in internationalization theory

Next to the knowledge-based perspective and the RBV, the internationalization theory gives insight
about appropriate functions that help to enter BoP markets that usually lie abroad of the mother
companies. In the following section, I will therefore focus on the entry mode choice of companies
for foreign markets as one of the core topics in internationalization theory and look at its relation to

the BoP approach.

The theory of internationalization theory - and especially the discussion about the choice for the
foreign market entry mode - has over a long period of time been explained by the transaction cost
approach (TCA). The choice of entry mode in a foreign market is one of the main research issues in
internationalization theory, concerning the institutional arrangement that has to be chosen for the
foreign market. There are plenty of opportunities how a company can enter a foreign market,
including wholly-owned subsidies, joint ventures, or non-equity arrangements like licensing or
contractual joint ventures (Anderson & Gatignon, 1986). Because of the fact that the impact, which
the entry mode has on the success of the company, is great, research has been exploring on what
depends the best mode of entry for given functions in given situation. Anderson and Gatignon
(1986) point out that the tension of the chosen market entry lies between different levels of control,
going from complete non-integrating forms of entry modes like classical marketing contracting to

integrative forms, in which the entry mode is performed by the corporation itself as an inherent
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function. The decision for a certain entry mode is thus the decision for a certain level of control that
has been explained by a TCA in literature. The argument is that transaction-specific assets, external
uncertainty, internal uncertainty and the free-riding potential are defining the four main factors that
define the transaction cost framework and led in their evaluation to the decision for a certain entry
mode that is positively related to the degree of control companies wish to have. The TCA leads to
the propositions that modes of entry with greater control structures are mode adequate for highly
proprietary products or processes and for unstructured or poorly-understood products and processes.
Additionally, entry modes that offer a higher degree of control may also be appropriate for products
that are customized to the user due to the local knowledge they require. The same counts for
products or product classes that contain a new technology or for markets that are determined by
high environmental unpredictability. In summary, the trade-off between the benefits and costs of
integration determine the entry modes firms attempt to chose. As higher the asset specificity of
firms as more willing are firms to integrate, because of the advantages that then arise from the

control level (Anderson & Gatignon, 1986; Erramili & Rao, 1993).

The preferred level of control can be seen as an appropriate indicator for the choice of market entry
mode. Nonetheless, a mere TCA approach represented by the level of control has been criticized as
being too lopsided. The TCA does not take into account that it is not only important to control the
market activities but also to understand them. Kogut (1987) pointed out the importance of the
transfer of tacit organizational knowledge that might be the motivation behind joint ventures for
companies. Certain governance characteristics to operate in foreign markets might therefore either
be chosen based on their appropriateness for transaction cost motivations or possibilities for the
transfer of tacit knowledge (Kogut, 1987; Kogut & Singh, 1988). Hereby one reason does not
necessarily undermine the other. Entry modes of high control might be chosen due to a TCA
approach but also because of advantages out of transfer of tacit knowledge. Stopford and Wells
(1972) pointed out, for example, that joint ventures are less likely chosen by companies as more
central the product to the core business of the firm and as higher the market experience on the
foreign market. Instead of stepping into a joint venture, companies chose in these cases to maintain
a fully owned subsidy (Kogut & Singh, 1988). One could also argue that the possible transfer of
tacit knowledge is lower as more experienced a firm already is in its field. A company operating
within its core business is less likely to learn from others, the same counts for the level of

experience. The more experienced a company is in one market the lower the potential tacit
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knowledge transfer due to diminishing utility in a situation of high tacit knowledge within the firm

will be.

Still, the idea of Kogut (1987) is to explain the entry mode by other reasons apart from the TCA
approach. Already Anderson and Gatignon (1986) pointed out that firms not only chose to integrate
based on a mere decision of reducing transaction cost. While Stopford and Wells (1972) for
instance observed a drive for control that often cannot be explained with the aim of reducing
transaction cost. Hill, Hwang & Chan Kim (1990) explained this drive with the facility of operating
internationally by holding more control and the strategic relationship the firm is able to build up
between operations in different countries by having a stronger integration. Additionally, authors
have argued that control extends the market power (Teece, 1981) and overcomes the number of
disadvantages that arise from joint ventures (Contractor & Lorange, 1988; Erramili & Rao, 1993).
More recently discussed in literature is a market entry mode based on an organizational capability
perspective that seems to be more appropriate for today’s business context and explain better the
foreign market entry of firms (Madhok, 1997). Various authors have started in the 1990s to argue
for the importance of firm’s capabilities in a fast changing environment. Only those firms that
develop their capabilities successfully seem to have a chance to operate profitably in the long run.
Thus, the entry into new markets can be understood as a vehicle to build up those capabilities. This
idea goes back to Hymer (1960) and Buckley and Casson (1976) who pointed out that for operating
successfully in foreign markets firms have to build up proper advantageous including knowledge-
based assets. Ekeledo and Sivakumar (2003) analyzed the international market entry mode
strategies of manufacturing firms and service firms and found support for foreign market entries
based on a RBV and organizational capability framework. The authors found evidence that firm-
specific resources are important drivers for entry mode strategies. Kim and Hwang (1992) are
talking already a couple of years earlier about the importance of the strategic relationship that
companies are attempting to reach throughout their foreign operations. The core idea is that
companies may wish to build up capabilities that lead to an overall competitive advantage in the
long run, in contrast to determine their entry mode decision by a mere transaction cost approach.
Within the framework of capability building and the RBV the knowledge-based perspective offers a
promising explanation for entry modes and can be strengthened by the BoP perspective. Zahra,
Ireland and Hitt (2000) have explained the fact that an increasing number of new venture firms are
early internationalizing their businesses with the positive influence that internationalization can

have on organizational learning. The importance of organizational learning and the influence it has
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on the company’s performance has been addressed by various authors (Bartlett & Goshal, 1987;
Huber, 1991; Barkema & Vermeulen, 1998). New ve ntures can manage the challenge of
knowledge creation through technological learning by integrating in the corporate routines what has
been learned and what is important. In this way companies can learn quicker and expand faster on
the international market (Zahra et al., 2000). That entry modes and the knowledge level of firms
influence each other is also shown in Belderbos (2003). The author points out by using a sample of
420 Japanese manufacturing affiliates abroad that those that are operating with acquired affiliates
have been more active with research and development activities. At the same time foreign research
and development can be understood as a function of organizational learning and affiliate capability
building. Based on a RBV, a knowledge-based perspective is therefore an appropriate method to
explain the entry mode companies should choose. It also seems to be the best method for explaining

an appropriate entry mode into BoP markets.

What supports this argument is the premise that companies need to build up partnerships on various
levels in order to operate successfully at the BoP. Let us start with Prahalad’s discussed partnership
with the poor. Based on his critique of a one-dimensional picture of poverty, he argues for an
approach that focuses on partnerships with the poor in order to promote innovation and a permanent
win-win situation. Thus, he argues for a way out of poverty in which the poor take action and
companies profitably sell their products and services to them at the same time (2005a). Simanis and
Hart (2008) extend this idea and develop a model of "second generation BoP strategies’, in which
people at the BoP enter in business co-ventures. This means that companies go above selling to the
poor but do also enter in a learning process with them. By managing this step people at the BoP are
not only consumers but business partners. Case examples have shown that the involvement of the
local community is crucial for the success of the overall business models (Hart & Sharma, 2004;

London, 2008).

Additionally to the partnerships with the poor, Brugmann and Prahalad (2007) argue for the
necessity of working with NGOs. Only with joint efforts, they argue, will companies be able to
develop business models that will transform organizations and the lives of the people at the BoP.
Partnerships between Companies and NGOs have the aim to bring together their distinct
capabilities: NGOs have local knowledge and receive trust from society; companies have specific

product and project know-how. The idea behind the partnership is to bring the know-how together
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and learning from each other to be able to start in mutual value creation with the poor and thus

operating successfully on a long-term scale.

Brugmann and Prahalad (2007) discuss three areas of convergence in which companies and NGOs

find common ground.

The first area is to pool knowledge, competencies, and relationships to build new operating
standards and co-regulatory schemes. NGOs are often very good socially embedded, due to their

longstanding assistance and relief efforts (Salamon, 1994).

The second area is to leverage each other’s credibility and social networks to create access to
markets and brand value. Rondinelli and London (2003) discuss the wide ranging rural networks

that NGOs have.

The third area is to create professional development norms and management roles to facilitate

coordination between the two sectors.

Especially the first area must be seen in the glance of a knowledge-based entry mode. By pooling
knowledge and competencies in order to build up new operating standards, companies are entering
in a knowledge building mode. Brugmann and Prahalad (2007) consider this knowledge building as

essential for the success that actors can have at the BoP.

Additionally to partnerships between companies, NGOs and people at the BoP, also partnerships
with government agencies and other companies are discussed. London and Hart (2004) find out by
analyzing 24 case studies of companies entering the BoP that collaborating with non-traditional
partners is the crucial factor for success. The authors emphasize that especially companies who
work together with non-corporate partners for expertise on social infrastructure and local legitimacy
were more successful in establishing businesses. At the same time the authors find evidence that
those companies that failed at the BoP had nearly no contact to NGOs and government agencies.

The engagement with partners in order to enter the BoP segment is necessary for survival.

The recommended partnerships on all three level let an entry mode based on a resource-based-view
or more specified on a knowledge based perspective appear most appropriate. After all, the
company examples of London and Hart (2004) demonstrate that if companies are not willing to
learn and to achieve a new perspective for their operations at the BoP market they will fail to

operate successfully. Therefore, companies have to build up new resources. They not only have to
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acquire new knowledge, they have to achieve new innovation capabilities and they have to be
dynamic enough to be capable of rethinking old structures and market approaches. As Prahalad
pointed out, old ideas will not have success at the BoP. The problems and circumstances at the BoP
require companies to make a vision change to recognize that a more adaptive approach to the needs
of the people at the BoP is necessary (Prahalad, 2005a). Based on this argument, London and Hart
emphasize that in order to manage a product innovation that fits the needs of the people at the BoP
properly; companies have to develop a global capability in social embeddedness. This social
embeddedness is necessary to ‘leverage learning from the bottom-up’. This underlines the idea that
knowledge is not expected to be available already to address the BoP appropriately but has to be
built up (London & Hart, 2004). Thus, next to the argument of partnership building, innovative
ways to operate at the BoP require a RBV or a knowledge-based perspective for considering the
entry mode choice, in order to be capable of developing product innovation that fits the needs of the
people and to distribute them in an appropriate way. Companies can only manage to achieve social
embeddedness and to successfully leverage learning from the bottom-up, if they have the
perspective of acquiring new knowledge and to learn in co-operation with other actors at the BoP.
Hill et al. (1990) point out that a firm’s choice of entry cannot be viewed in isolation but must be
seen in the context of the overall strategic posture of the firm. This counts also by entering the BoP.
Entering the BoP is a strategic decision that needs to be put in the overall corporate context
especially because it requires the building of new capabilities like social embeddedness and thus

can rarely be managed successfully in a short term.

After all, the entry mode for the BoP is not only best explained by a knowledge-based perspective
based on a RBV, but also gives further evidence for the adequacy of the perspective for the
explanation of companies entry mode choices. A TCA cannot explain the chosen entry modes of
companies at the BoP, because it misses to explain the leverage of learning from the bottom-up in
order to operate successfully in these markets. Even though the successful entry mode stories at the
BoP might even go behind knowledge acquisition by being capable of developing a social
embeddedness, which requires a much more active participation and not just a knowledge
assimilation — the knowledge-based-perspective is of the discussed explanations for entry modes in

the literature of internationalization strategy the most promising one.

This chapter has shown how adequate the knowledge-based perspective based on the RBV is by

answering the question why companies enter the BoP and how they manage to operate successfully

17



in ventures at the BoP through knowledge acquisition and strategic partnering. Still, it does not
sufficiently account for the need to adapt to formal and informal rules in the market and thus is not
capable of explaining the need for social embeddedness in its full significance. I will argue in the

following that an institution-based view of strategic management is needed to fill this gap.
2.2.4. Embedding BoP approaches in institutionalism

To understand the role of institutionalism for the BoP approach, a broader view on new
institutionalism seems to be adequate that has been emphasized in literature (Peng, Wang & Jiang,
2008; Peng, Sun, Pinkham & Chen, 2009). Peng et al. (2008, 2009) link two strains in institutional
theory, namely the sociological one that is often referred to in literature as new institutionalism and
the economic one that is often referred to as new institutional economics. Both strains shall in the

following paragraphs briefly be explained before related to the BoP approach.

New institutionalism looks on how institutions interact and how they influence society. It usually
treats the emergence of laws, regulations, rules, norms, cultures and ethics as a process over time
(Scott, 1987, 1995). Selznick (1957), for example, develops the idea that an institution may have an
end in itself by being a natural community concerned with self-maintenance. This happens when
communities become institutionalized and valued based on interactions and adaptations between

members of the community, which depend on history and are adapted over time. Berger

and Luckmann (1967) on the other hand, argue that the social order inside a community is based on
the human construction, which is settled in social interaction. Institutionalism becomes under this
view a process of reality creation (Scott, 1987). Meyer and Rowan (1977, p.343) shift the
explanation for institutional systems on a rational level by pointing out that they are “impersonal
prescriptions that identify various social purposes” that are made in order to rule the society

adequately (Scott, 1987).

Why new institutionalism explains the institutional evolvement in sociological terms, new
institutional economics is grounded in the idea that in order to survive, organizations have to adapt
to the formal and informal rules that are dominating the environment in which the organization is
operating (Scott, 1995). It thus has the analysis of the influence and constraints that formal and
informal rules have on private households and companies as it’s focal point of research (North,

1990). While North (1990) is broadly dividing institutions into formal and informal rules, Scott
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(1995) is dividing institutions into regulative, normative and cognitive ‘supportive pillars’. Peng et
al. (2009) has shown that formal institutions are equitable with regulative supportive pillars by
including laws, regulations and rules, while informal institutions are equitable with normative
supportive pillars by including norms and equitable with cognitive pillars by including cultures and
ethics. The institution-based view in this chapter will be in its terminology and content be adapted
by the integrative approach used by Peng (2009) and Peng et al. (2009) in order to use the best

insights on the discussion of both fields.

Peng et al. (2009, p.65) see an external and internal reason for the emergence of the institution-

(13

based view: “...externally, the rise of new institutionalism throughout the social science has
energized scholarly attention in strategy to focus on how institutions matter. Internally, the
frustration associated with the industry-based and resource-based views’ lack of adequate attention
to contexts has called for new theoretical perspectives that can overcome these drawbacks.” Lau
and Bruton (2008) have argued that the limitation of considering institutions only as background
conditions are especially insufficient when strategic behavior is not observed in developed market —
in which institutions generally have been well adapted and are working smoothly — but in emerging

markets. As the biggest BoP markets are situated in emerging economies (e.g. India, China, Brazil)

this argument needs special attention.

Peng et al. (2009, p. 68) point out that “while formal and informal institutions combine to govern
firm behavior, in situations where formal constraints are unclear or fail, informal constraints will
play a larger role in reducing uncertainty, providing guidance, and conferring legitimacy and
rewards to managers and firms.” This goes along with the propositions of Hart and London (2004),
London (2009) or London and Hart (2011) that firms have to understand the BoP market, which
implies to understand the formal and informal rules. Especially the informal rules appear in
comparison to developed markets to be very different at the BoP. E. Barki (personal
communication, November 16, 2011), director of the BoP Lab Brazil, points out that trust is a
crucial factor for successful operations at the BoP market in Brazil. People at the BoP generally
mistrust large corporations and governments. Instead, they trust much more themselves and the
people of their own environment like relatives and friends. In order to be able to sell products
successfully this culture has to be understood and a trust relationship needs to be built up. Thus,
informal rules have to be understood in order to reduce uncertainty of the business venture and to

provide guidance and confer legitimacy to managers and businesses at the BoP. Steps in order to
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reach social embeddedness of businesses at the BoP, like sending managers to live together with
families and building up partnerships with well recognized NGOs, can be a useful tool to achieve
the institutional understanding of the BoP. Additionally, social embeddedness and a trust
relationship might also be an adequate informal substitute for missing formal institutional support.
It has been argued that development and economic growth will hardly occur if formal institutions
are missing (e.g. Williamson, 2000; Peng et al. 2009). The social embeddedness of a firm at the
BoP, including the interpersonal networks between managers, people at the BoP, NGOs and
government organizations may be able to substitute these poor formal institutions, by establishing a
trust relationship and jointly building up business ventures that truly address the needs of the poor.
What happens, if informal rules at the BoP are not well understood shows the case of PUR water
products by Protector and Gambler. The MNC innovated the PUR purifier of water that helped with
an easy and cost-efficient way to purify water. The product is still used in form of a donation to
NGOs in crisis regions and ad-hoc water scarcity. Still, the original aim of PUR as a business
venture and BoP product has failed. First, people, who had seen the dirty water before, did not
believe that the water is really clean now and second, because people did not want to sell for a
product that they could get for free (E. Barki, personal communication, November 16, 2011). Thus
not understanding the informal rules at the BoP, including norms, cultures and ethics, can risk the

overall success of the business venture meant to be installed at the BoP.

Not understanding the informal rules at the BoP may also lead to fewer activities of companies at
the BoP market in general. Peng et al. (2008) argue that the product scope of the firm is determined
by company’s informal linkages with dominant resources that count for resources and legitimacy.
Thus, if a company does not socially embed with the formal and informal rules at the BoP it will be

less likely to put its scope on activities at the BoP.

The institutional view also points out is that the pressure that companies face varies along the
institutional environments of countries in which they are operating. Porter (1990) could prove that
some of those pressures are strongly influencing the competitive strategy. Based on this assumption
it must be taken into account that BoP markets around the world differ from each other and are
highly depending in their characteristics of the institutional framework. Thus, successfully business
strategies at the BoP market in India might not be successfully at the BoP market in China or Brazil.

To have a closer look at the influential factors that formal and informal institutional environment
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may have at the BoP will lead to a better understanding of how the BoP markets differ from each

other.

The formal institutional environment will influence the company behavior at the BoP by first,
setting up incentives to explore the company’s own capabilities for BoP market relevant products,
and thus can be a driver for development. Universities, research institutions, development related
government agencies can for example support new innovations in a sustainable development field
by joining the product innovation process, by contributing with relevant research or by helping with
the settlement of pilot projects. They can also influence the way businesses are set up and operated,
by laws and regulations. BASF, for example, produces encapsulated Vitamin A that is exported in
developing countries and there fortified with basic food products in order to fight against Vitamin A
deficiency. The amount of Vitamin A that can be used for the fortification, the areas in which its use

is allowed or even required is regulated by law (Bliithner & Vierck, 2009).

Second, the entry mode that firms choose in order to enter a BoP market might not only be
influenced by a knowledge-based perspective, based on a RBV and successful case studies, the right
level of partnership, social embeddedness and learning — like described above — but on simple
formal rules that are required for entering a BoP market. Governments may have simple formal
rules that require a joint-venture and make a wholly owned subsidiary legally impossible (Tse, Pan

& Au, 1997).

The informal institutional environment will first of all determine which products might have
success at the BoP market and which not. Barki (2010) pointed out that people at the BoP in Brazil,
for example, do not want to have products especially made for them. They do not want to be
reduced to their bad social standing and do not want to feel poor. That means that just a cheaper
copy of the original products will not sell at the Brazilian BoP market. Wal-Mart made this
experience in Northern Brazil, when the company opened up a store with reduced product

assortment based on smallest prices (E.Barki, personal communication, November 16, 2011).

Second, informal rules may also determine the capabilities that are needed for social embeddedness.
A trust relationship might for example be more important in one BoP market than the other, people
at the BoP market might be in one country (like Brazil) very critical with MNCs but this might not

count for other countries. NGOs and government agencies might have a different standing in
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different BoP markets. Thus informal rules will influence the way social embeddedness has to be

created by the company.

Finally, informal rules may determine potential partnerships and their set-ups. Norms and culture
will for example determine which NGOs are appropriate to work with. There are for example a
number of well-organized catholic NGOs that have a well standing in Brazil that might be worth
working with, while this might be rather inappropriate in India or China. Additionally, the trust of
people in their national government and government institutions might determine at a BoP market if
partnerships with governments are appropriate and in which form. Thus, religious values, culture
and overall norms in society should be taken into consideration before choosing partnerships in BoP

markets.

2.2.5. Chapter conclusion

The discussed BoP business strategies contain some core characteristics but are still far from being
well-developed and defined. The IB literature gives plenty of opportunities to build up linkages
between the views and offers more insight into the BoP approach especially by applying the
knowledge-based view, the RBV, internationalization and institution literature to it. Still, those
links must be better developed and the limits of them need to be discussed. For getting deeper
insight case examples of companies that entered the BoP should be reflected on basis of IB

literature.

3. Base of the Pyramid approach and International Development Theory

3.1. International Development Theory today

Despite of economic and financial crisis in recent years, we face a situation of worldwide growth
and an increase of average income that seems to allow the world become richer every day. But as
Pogge (2002) points out in his book, “World Poverty and Human Rights: Cosmopolitan
Responsibilities and Reforms”, even though we encounter worldwide growth today, billions of
people are still subject to lifelong severe poverty. These people have low life expectancy and

literacy rates, are socially excluded and have little access to medical care. With around 270 million

22



deaths since the end of the cold war, poverty-related causes still make-up one-third of all human
deaths (Pogge, 2002). In the context of this precarious situation, world leaders came together at
United Nations Headquarters in New York to adopt the United Nations Millennium Declaration at
the end of the last century. The overarching goal of the declaration, based on a decade of major
United Nations conferences and summits, is to reduce extreme poverty by 2015. The declaration
can be understood as today’s perspective on the most important issues that development theory has
to address. Its concrete goals are to end poverty and hunger, provide universal education, ensure
gender equality, guarantee child and maternal health, combat HIV/Aids, obtain environmental
sustainability, and foster global partnership. While countries agreed on that the most crucial
development goals that must be reached, there has been much discussion on how to reach the
Millennium Goals most efficiently. This discussion is based on a history of diverse development
theories starting from modernization theory and dependence theory to more economic based
perspectives like new institutional economics. The ongoing debate about adequate development
policies shows how complex the issue is. One main reason for the complexity lies in the
interconnection and the high number of influential factors. For example, macro-economic policies
affect the conditions in which a market economy is operating and its outcomes that are related to
poverty. On the other hand, it is crucial to focus on the conditions for building up most appropriate
macro-economic structures like institutions. The example regarding the policies that affect the UN
MDGs shows how difficult it is to draw a line when it comes to define what affects development
and how a state may evolve from a developing to a developed level. The concepts and influencing
factors of development can be distinguished but also have to be understood as inter-connected. That
is, we must approach development policies comprehensively where the role of the state in welfare
creation, industrial policies and social policies are all analyzes in a historical and current context.
Over time, is can be shown has the focus of development aid gone from a principal based, universal
perspective with top-down approaches from the west, to a more situation based approach, taking
into account the specific characteristics a region faces and promotes bottom-up approaches. Thus

the BoP approaches can be seen as demonstrating the Zeitgeist of development theory.
3.2. Embedding BoP approaches in International Development Theory

In order to embed the BoP approach in International Development Theory I will use the following
categorization: First, I will discuss framework perspectives to demonstrate which ideologies have

shaped International Development Theory, how their historical component must be understood and
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how the BoP approach fits in. Second, I will discuss key-elements in International Development
Theory like the concept of sustainability, freedom and voice and link them to the BoP approach.
Finally, I will embed BoP approaches in the concept of best practices in International Development

Theory.
3.2.1. Framework perspectives

How a country devolves, if at all, from a developing to a developed level depends on the chosen
policies in the economic and social field, among other things. This includes the existence or
creation of reliable institutions, such as legal institutions that create and enforce laws and policies
that foster innovation. It is also strongly correlated to the question where to draw the line between
the private and the public sphere (Tinbergen, 1984). Christy (1996) emphasized that “the issue of
economic decision making in the 20" century boils down to ensuring the right degree of mix
between government and private sector participation”. Like Tinbergen (1984) points out, for quite
some time the understanding that the private sector comes automatically into existence once the
infrastructure has been set up by the public sphere, defined the development policies. After years of
loans primarily for infrastructure projects the World Bank started dealing with industrialization.
Additionally state ownership was in the 20" century discussed as a method to push development
when there has been not sufficient private capital available (Tinbergen, 1984). Nonetheless, the
Washington Consensus (WC) of 1989 marked the shift to market oriented policies that influenced
the decision making of international institutions such as the World Bank and the International

Monetary Fund (IMF) throughout the late 20" century.

One important step that led to WC policies was the shift from historical to non-historical
performance assessment. In development literature, historicism is a societal and economy-wide
transition from a rural agricultural society towards a modern society that is generally urban,
advanced and industrialized. The development policies that were influenced by historicism
supported the view that developing countries just need to copy policies implemented in the
developed world. As such, they only have to go through the same stages of different growth rates
including a process of modernization or cyclical models of structural transformation. Developing
countries were expected to go through these same patterns of development and development aid
would just help to speed up this process (Gore, 2000). This way of thinking was connected to a
dependence theory, which considers development only as an imposition top-down of developed

countries’ paradigm and models (Dos Santos, 2010).
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The advocates of the WC argue for partial globalization of development policy that overcame the
local focus of developing work. Because of the economic crisis in the 1970 to 1980 scholars came
to the assumption that mainstream development practice had failed, due to a collapsing growth rate
in most developing countries. Additionally, the dependency theory considered developing states
only in terms of outsourced production capacities from developed country. Its premises were
weakened by East Asian success stories and Latin American structuralism (Hirschmann, 1984). In
this context, the overall idea of positive role of free market in developing got attention. Norms of a
liberal international economic order defined the new key norms of development (Gore, 2000).
While “stabilize, privatize, and liberalize” became the mantra of the WC (Rodrik, 2006), it included
the argument that countries have to open up their markets for being able to be part of the
international growth. The globalization of production systems, increasing reliance on trade and
increased availability of external financial flows led to the perspective that countries that do not
follow WC policies will be cut of the global field of flows and thus not be able to benefit out of it
(Gore, 2000).

The 1990s brought evidence that a focus on liberal market economic policies do not automatically
lead to robust and systematic growth everywhere. For instance, Sub-Saharan policies failed to take
off even though they implemented significant policy reforms and improvements to their external
environment in accordance to the WC. The Tequila crises of 1994 in Mexico, as well as crises in
other Latin American Countries, East Asia, Russia and Turkey could not be predicted. At the same
time, policies in China and India remained unconventional but led to poverty reduction and growth

(Rodrick, 2006).

While development policies before the WC were created to achieve national objectives, like social,
cultural or economic development goals, related to dependency theory, the WC evaluated the
development process through economic performance in terms of growth rates. As a performance
orientated development approach, the a-historical approach presented the ability to distinguish
between good or poor performing countries (Gore, 2000). The implementation of liberal market
mechanisms, including the access to the global financial market, seemed to be essential to stimulate
this growth. Even though it cannot be said that the overall market liberalization was good or bad
(Figueiredo, 2008), the example shows that because of the fact that the WC only concentrated on
economic performance, it did not lead to successful development. One of the main reasons is that

industrial policies, as the fundament for growth in society, cannot be created from a blueprint of
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policies as proposed by the WC. In contrast to the view of the WC, it must be stated that politics
matter in the way industrial policies are created and implemented. The political behavior
recommended by the WC that solely concentrates on the promotion of liberal market economies and
gives less value to the political dimension of development, is therefore not helpful in constructing a
base for industrial development (Figueiredo, 2008). Obtaining firm-level technological capabilities
is necessary for reaching industrial development. For example, since the policy changes of the
1990s, there has been much inter-firm and inter-sector variation in terms of the rate of technological
capability development and the way of how firm-level technological capabilities have been
accumulated. For successful industrial policies it is not only important to emphasize the role of
macro-level incentives, but to put them together with methods that facilitate intra-firm capacity
building efforts (Figueiredo, 2008). This includes creating incentives that facilitate learning
synergies between the mother firm and subsidies, like tax incentives or research and development
support throughout partnerships with universities or public research institutions (Ariffin & Bell,

1999).

While the WC suggested the dependence-theory limitations in the studies of developing countries’
economies, their solution of merely implementing and supporting liberal market economics instead
of the historical development approach also failed. Joseph Stiglitz said, during his time as a
president of the World Bank, that in face of the failure of the WC, there is need for broader
objectives in development that must take into account the living standards of people and support
sustainable, equitable and democratic development (Stiglitz, 1998; Gore, 2000). The arguments
above show that a more comprehensive approach to build up successful industrial policies than the
WC are also necessary and that incentives to support technological capability building have to focus
on the broad environment, in which companies are operating. The studies of Figueiredo (2006), Bell
and Pavitt (1993) and Kim (1998) highlight such successful industrial policy creation that
developing countries should incorporate into their own policies. On first glance it seems that the
discussion after the failure of the WC started where it ended before the WC, by emphasizing a
broader and state- individual oriented way of development. But in addition, development policies
after the WC started to focus also on a more comprehensive way of development and on the people

in the development process themselves.

The 1990s opened up a discussion about the most appropriate policies a State should implement to

support economic development. The BoP approach like discussed today can be seen as one of the
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outcomes of this discussion. In general, new models like the UNDP’s sustainable development and
the ,,Southern Consensus‘ or the Structural Public Governance Model try since the post WC time a
comprehensive way to ensure the appropriate mix between government and private sector
participation (Gore, 2000). Like Christy (1996) points out, a purely government-led or a purely
market-dictated economy will not only be inefficient economically, but it will also be inefficient in

social and political aspects.

The “Southern Consensus® is not an official political agreement but presents analysis done by
countries that underwent late industrialization and wish to catch up to developed countries in the
global economy. It brings together economic growth, social development and state reforms in order
to generate sustainable enhancement by looking at the situation of the people in a country. An
important element of the “Southern Consensus® neglects the idea that growth with late
industrialization can be promoted by using a general blueprint. Instead, policy programs must adapt
to individual situations and challenges and must be able to change over the long-run in order to
adapt to a developing environment (Gore, 2000). The five general policies formulated under the
,»Southern Consensus® present a comprehensive approach to the role of the State in promoting
development. They propose strategic integration of the national economy into the international
economy as the best way to achieve a process of growth and structural change; a combination of a
macroeconomic policy and productive development policy to promote growth and structural
change; the use of government-business cooperation for the successful implementation of
development policies; management of the distribution of income generated by growth in order to
legitimize the overall growth process; and regional integration and cooperation in order to achieve
strategic integration (Gore, 2000). The main ideas of the ,,Southern Consensus* can be defended by
current research in industrialization policies. Kohli (2004) analyzed why some states have been
more economically successful at facilitating industrialization than others. Hereby the author follows
a two dimensional argument: first he acknowledges the importance of states’ policy choices and
their relationship with key economic players such as those in business and labor. Second, he
proposes that a country must have reliable institutions in order to successfully industrialize its
economy as seen in South Korea. The author assumes that reliable institutions not only lead to more
foreign investment, but also overall social change (Kohli, 2004). Veiga (2004) points out the
importance of environmental and socially sustainable FDI and notes that the States’ contribution to
development is highest if public policies are able to analyze whether FDIs are environmentally and

socially sustainable.
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The Least Developed Country Report (UNCTAD, 2009) mentions a multitude of macro-economic
policies that states should take into consideration because of their influence on development. For
instance, governments should invest in building up their capacities to raise domestic revenues by
government spending. The biggest challenge for developing countries is to balance the need for
short-term economic stimulus with the long-term priority of financing public investments, including
investments in healthcare, education, infrastructure and energy efficiency, which expand the
countries productive capacity (UNCTAD, 2009). The recommendations of the Least Developed
Country Report have even a wider scope than those of the “Southern Consensus” by focusing not

primarily on industrialization policies.

Primarily, the “Southern Consensus* and also the proposals of the Least Developed Country Report
have to be understood as a macroeconomic approach for development. Due to this it might seem
counterintuitive that the BoP approach has something with them in common. Still, my argument is
that the BoP approach can be identified as an adaption of the “Southern Consensus® and the
recommendations of the Least Developed Country Report on a micro economical basis. By doing
so, it presents a shift away from WC policies.

The BoP approach brings together economic growth and social development like the two
macroeconomic approaches by having a focus on low income communities in developing countries.
It pays high attention on the people at the BoP and takes into account their preferences, perspectives
and business ideas. At the same time in which the development of the community and the
development of the people at the BoP are enforced and promoted, the BoP approach focuses on
sustainable businesses and company growths in order to have long-time guarantee for the product
solutions for the BoP market. Like the “Southern Consensus‘ and the recommendations of the Least
Developed Country Report the BoP approach offers no general blueprint for development but
enforces some basic features and characteristics that should be followed in strategies that are
attempt to serve the BoP market. Strategies for the BoP market are, for example, pointed out by
London (2011) in form of a roadmap. At the same time the strategies for the BoP market take into
consideration that each BoP market is different and that the development of long-term ventures
must taken into account the specific set-up of each BoP market. The business development can be
leaded by a strategic roadmap but must be customized to the individual characteristics of regions

and countries.
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The BoP approach also considers the important role of institutions in their strategies. Next to the
general recognition that improvements in the governance and institutional system of a country are
important factors for development (Prahalad & Hammond, 2002), the concept of social
embeddedness — inherent in most of the business strategy advices — can by itself be seen as an

institutional creation of trust.
3.2.2. Key-Elements in International Development Theory

As key elements in International Development Theory I will discuss the concept of freedom and the

concept of sustainability and relate them to the BoP approach.

As Stiglitz (1998) points out, the ideas that came up after the WC are not simple guidelines like the
WC itself. History, as seen above, has proven that simple guidelines for development, like the WC
proposes, do not automatically lead to successful and sustainable growth. Therefore, the main take
away from the history of International Development Theory of the 20" century is that simple “one-
size fits all” solutions are ineffective because they ignore context. Instead of creating a general
blueprint, states have to promote development that considers the specific and individual economic,
political and social situation each country faces. This also includes the focus on the state citizens,
the social structure in which people are living and people-sensitive development work (Rapley,
2007).

A driving factor in this approach to International Development Theory is the concept of freedom.
The concept of freedom was over a long part primarily part of the discussion about human rights in
development (Benn, 1971; Scanlon, 1972; Benn, 1988). The first book, treating the concept of
freedom in full consequence for development was “Development as Freedom” by Amartya Sen
(1999). The book must be understood as building on the joint efforts of Nussbaum and Sen (1993).
The authors developed in “Quality of life” a concept of development that favors capabilities as the
constitutive parts of development. Capabilities are hereby understood as “substantial freedoms”,
including such things like the ability to life a healthy life, the ability to become old or the ability to
participate in political activities. Sen (1999) focuses in his book on the role of development and its
influence on freedom of human individuals. His idea is that development can not only lead to
freedom due to higher income but also help people to find a way out of repressing life situations.
Poverty is seen as capability-deprivation and not as income-deprivation, which is the logical
foundation for all concepts in International Development Theory that focus merely on economic

growth. The BoP approach can be seen as building on the conception of “Development as Freedom”
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by Sen because it promotes freedom in International Development Theory through capability
building. Hart (2010) argues that BoP strategists are overcoming the mantra of first BoP approaches
that concentrated on “selling to the poor” with a new level of BoP approaches that focus on
business co-venturing. Instead of seeing the poor only as consumers and having an arm’s length
relationship with them, business co-venturing is enabling the poor to overcome their precarious

situation.

Firstly, because by considering the poor as business partners they get embedded into the market
economy which gives them better market asset. By building up co-ventures the poor can not only
raise their incomes, but also benefit from the products that are offered at the BoP market. The above
discussed water measurement advice of Helioz, for example, contributes to “substantial freedom”

because it leads to a better health situation of the people.

Secondly, the BoP approach increases the individual capabilities by the strategic element of deep
listening. By taking into consideration what the people at the BoP want and by truly trying to
understand them, services and products that are offered at the BoP will enhance the individual
capabilities. In contrast to traditional development aid that implements in developing countries what
is considered as being the right thing in the developed world, the BoP approach contributes to
increase the level of freedom of people at the BoP along their personal utility functions. This occurs
not because developing solutions from the western world are successfully implemented but because

the real demand at the BoP is addressed.

Next to the concept of freedom, the concept of sustainability is a key element in International
Development Theory. Sustainability, first defined in the Brundtland report 1997, describes a
development that satisfies the needs of the present generation without limiting the possibilities of
future generations to satisfy their own needs (Brundtland Commission, 1987; Marrewijk, 2003). Its
ethical content is derived from the idea that companies can operate non-sustainable, without hurting
any law. Therefore scholars are arguing for a voluntary commitment to follow a sustainable
development (Garriga & Melé, 2004). 1 argue that BoP approaches contain the possibility to
contribute to this kind of sustainability development and should be in its potential especially

observed because of the high scale effect that projects at the BoP may have.
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Critics claim the lack of precision in definition of sustainability. Indeed as Hart (2010, p.81) is
pointing out, there are a number of buzzwords ranging from “life-cycle management”, “sustainable
technology” and “green design” to “leapfrog technology”, “Eco-Efficiency” and “pollution
prevention” in order to describe the term. Hart (2010) distinguishes the societal challenges
associated with sustainable development in four dimensions. The first dimension covers the idea of
doing more with less and includes resource efficiency and pollution and waste prevention. The
second dimension focuses on the development of clean technologies and capabilities inside the
company. The third dimension is concerned with including voices beyond the companies’
immediate operational control and thus includes stakeholder engagement, transparency and life-
cycle management. The fourth dimension focuses on enhancing the situation of that part of the
population that has been exploited by capitalism to date, by addressing poverty, inequality
associated with globalization and the general increase in population. Thus, while the first two
dimensions treat internal company challenges, the last two treat external challenges. Sustainability
is considered as reached when companies manage to create value in all four dimensions. Hart
(2010) sees BoP approaches in his categorization as an external challenge that has to be addressed
with economically sound new solutions to social and environmental problems of the future by
advising companies to ask themselves if their corporate vision direct them “toward the solution of
social and environmental problems” and to serving “the unmet needs at the base of the economic
pyramid”. But BoP approaches can also contribute to develop more sustainable products for the top-
of-the-pyramid (ToP) and contribute to the idea of doing more with less. Hart (2011) argues that a
new generation of entrepreneurs is developing products that have a “small-footprint” and are more
appropriate for the BoP. Those products may lead to more sustainable products and demonstrate
better models for the ToP as well. The “Green Leap” describes hereby the “strategy for
commercializing green technologies through BoP business experiments aimed at leapfrogging
today’s unsustainable practices, with each having the potential to grow and become one of the
twenty-first century’s ‘next generation’ businesses” (Hart, 2011, p. 81). The idea to start developing
low-cost solutions for the developing world and using them later for the ToP is already discussed as
reverse innovation that General Electrics (GE), for example, is continuously integrating in its
business models: “For decades, GE has sold modified Western products to emerging markets. Now,
to preempt the emerging giants, it’s trying the reverse” (Immelt et al., 2009, p.3). To involve not
only in reverse innovation, but also in reverse green innovation makes sense by taking into

consideration that the world’s population cannot be attended in the long run with the same products
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and consumer behavior than used so far in the developed world (Hart, 2010). Many BoP ventures
are operating nowadays on high scale and thus can influence the way development is done a lot.
Depending on the size of the business venture and the nature of the product itself it can lead to
changes in the overall society. This counts especially for products affecting healthcare, energy
efficiency, education or sanitation. BASF is for instance operating in one of such high scaled
business ventures in the BoP segment. The company is encapsulating Vitamin A, which is then
exported and in co-operation with local firms and NGOs, used to enrich basic products and
distribute those in areas with vitamin A deficiency. The company reaches people in more than 30
countries in the world with its food fortification initiative. The successful combat against vitamin A
deficiency leads to less health problems and sets the fundament for a sustainable development in
developing countries. At the same time the Vitamin A production itself does not need a lot of
resources or produces a lot of waste. Due to the fact that it is used to enrich products that are

already at the market it can be considered as ecological sustainable (Bliither & Vierck, 2009).
3.2.3. Best practices in International Development Theory

As a best practice approach, the concept of microcredit can be understood. Micro-credits are
generally aimed to be used to create business, which then generates income and is as such seen as a
sustainable solution for developing problems. Muhammad Yunus gained with his idea of
microcredit attention, especially after winning the Nobel Peace Prize in 2006 (Yunus, Moingeon &
Lehmann-Ortega, 2010). The main idea is that entrepreneurship exists among the poor but
traditional banks refuse to grant loans for this part of the population. Generally, micro-credits are
small loans, typically between 503 to 3008, and have to be paid back at interest rates of about 15 to
20 percent that seem to be reasonable in comparison to usurious interest rates that are generally
offered to the poor in developing regions. Micro-credits are intended for poor people and are mainly
lent to women, of which 75% are illiterate (Yunus, 2007). The most well-known microcredit
institution is the Grameen Bank in Bangladesh. The bank, founded in 1976 by Muhammad Yunus,
pioneered the development of micro-finance and social business. It has an impressive reported
repayment rate of 98 % (Jain, 1996). Even though the concept of micro-credits seems to be a broad

solution for development problems, it has its limits. Ging Ledesma, Manager for Social
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Performance at Oikocredit International in Amsterdam stated in an interview of May 2010 in

Munich' that:

“(microcredit) cannot be everything to all people but it is certainly a valuable development
invention and for people who have skills who have talents who have a vision, a dream of
starting their own business it is a very critical first step. Microcredit is not about donating it
is about providing a much needed first resource as a first step to enable people to realize
their capacities so they have to do something for themselves, they are not handed something
on a silver platter and in that way it (microcredit) ensures itself of a greater possibility of
being self sustainable.”
The focus of microcredit also shows the shift from donation practice in development aid towards a
comprehensive approach that does not only take into account the personal skills of people and
challenge their talents but also focuses on a sustainable development by contributing to the long-
term improvement of people’s lives. The practices of cash transfer and micro-credits promotes the
argument that development practices became more comprehensive and related to long-term,
sustainable, development in the area of social policies. The concept of BoP approach fits in this
perspective because it is also comprehensive and long-term orientated and contribute to

development by not only donating but turning people into action.

Underlying the microcredit approaches is the concept of social capital that came into discussion in
the 1990s. The idea behind social capital is that development gets determined by the norms and
networks that enable people to act collectively. This includes not only the role of family and friends
but also social networks, the mutual beneficial relationship between workers and owners or the
political system. In development the importance of social capital got overseen over a long period of
time. The social characteristics of developing countries and local regions got until the 90s merely
defined in terms of their relation to the means of production (Woolcock & Narayan, 2000). The
discussion about social capital overcomes this mere relationship of capital and labor. Woolcock and
Narayan (2000) even argue that the absence of the social dimension has led to the failure of the
diverse development theories before the 90™. The idea of social capital stands often in contrast to

the features of being poor. A lot of times the poor are excluded from social networks and

! Interview with Ging Ledesma from May, 16" 2010 in Munich. The Interview was later used for the article “Der
Milleniums-Marathon”. The article, including the the audio-interview, can be read at
http://oekt.journalisten-akademie.com/?p=1704
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institutions, especially those that could secure good jobs and decent housing. But especially those
networks and relationships may determine the speed of the growth and development in poor regions
(Wilson, 1987; 1996; Woolcock & Narayan, 2000). As a consequence development theories should

integrate the social capital dimension into their policy advices.

Along with this comprehensive view of social policies goes the bottom-up approach that takes a
strong part of best practice approaches. Many development approaches of the 20" century promoted
a top-down approach. For example, the above discussed dependence theory and also the policies of
the WC included advices from developed countries on how to do and how to understand
development. The bottom-up approach, on the other hand, starts development with the poor
themselves. Especially when related to business development, a bottom-up approach stands for the
idea that the needs and wishes of those who would be the entrepreneurs are the starting point for
developing a business model and not the market opportunity. With regard to BoP strategies, it can
be argued that it unifies the bottom-up with the top-down approach in development. The business
model at the BoP understands itself as a co-creation among a diversity of partners and thus can also
be seen in the light of public-private-partnerships, but goes beyond that. Local ownership and the
involvement of the local community are hereby seen as crucial for the success of the overall
business model at the BoP (Hart & Sharma, 2004; London, 2008). This principle of co-creation that
leads to a deep understanding of the local context distinguishes the BoP perspective from typical
corporate and development strategies. Nonetheless, the possibility of a market opportunity let
companies step in a first place into the BoP market. But that does not mean that we face with BoP a
top-down approach. By listening to the poor, involving them in the business development, and co-
creating a business model discussed BoP strategies combine the bottom-up approach with the top-
down approach in development. In this way, companies and people at the BoP meet each other on a
par. By definition, BoP perspective can be seen as the first approach in developing theory that
actually is hypothetically capable of connecting the capabilities of business players from the
developed world with the people at the BoP. This co-created BoP ventures are expected to produce
economic returns and social benefits for those people living at the BoP. Hereby it is assumed that as
greater the ability of the venture to meet the needs of the poor, the greater the return to the partners

involved (Brugmann & Prahalad, 2007; London, 2008).
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Prahalad and Hart (2002) pointed out that with the business activities of MNCs at the BoP the gap
between rich and poor parts of society will decrease due to the participation of the poor in the
market economy and the elimination of the black market. Trade at the BoP takes often place in
informal markets. Market access is for most people who live in poverty critical. Carter and Barrett
(2006) and Dercon (2005) have shown in their studies that poverty traps are reinforced by a lack of
access to the credit and insurance market for example and lowering the general asset level of the
poor. Thus, creating an access to market economy as the BoP approach attempts to do is an

important feature for development.

Still it is not clear how much BoP ventures really contribute to poverty alleviation. London (2009)
emphasizes the idea that someone has to look at the complete picture of a venture’s local impact at
the BoP in the short term and over time, in order to determine its effect on poverty alleviation. He
argues that ventures at the BoP can affect the buyer of the products, the community itself and the
sellers, if the distribution chain is built with people from the BoP. The effect can then take place in
three distinct venues. First, the venture can influence the economical situation at the BoP, increase
the income and the welfare level of the people at the BoP, by offering cheaper products, access to
procured services and job opportunities. Second, the venture can affect not the right word local
capabilities like health, education and self-esteem. BoP ventures can affect the knowledge level by
training and education for example and can increase the health level of people by offering a certain
product or service to health related issues. The example of the BoP venture by BASF, which
produces and sells encapsulated Vitamin A to local companies in order to enrich daily products like
oil to fight against malnutrition in developing regions, can be seen in this light (Bliithner and
Vierck, 2009). Third, the venture can have an impact on the relationships between the people at the
BoP, by helping individuals and communities to develop new partnerships and access to new
networks in order to resolve social exclusion and geographic isolation. Ventures can as well change
the relationship by changing people views about gender, ethnicity, and culture (London, 2009). In
London’s (2009) framework there can be major and minor effects in each field. It is important to
note that the effects of BoP ventures can also be negative ones. Additionally, it can be said that the
effectiveness of the BOP perspective varies across different socio-economic, cultural and political
realities not only across countries but as well within countries. That is why London (2008) argues
that the BoP approach should not be seen as a substitution for other proven poverty alleviation

approaches, but as a complementary one.
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In his latest publication London (2011, p. 38) points out: “Assessing and enhancing mutual value
creation, however, remains problematic for many BoP ventures. While most of these ventures have
metrics to evaluate their economic performance, many fail to invest in a systematic approach to
continually improve their poverty-alleviation impacts — a surprising lapse, given the importance of
maintaining an ongoing dialogue with those they seek to serve.” As one of the crucial elements of
mutual value creation, London (2011) considers the ability of business leaders and donor
community professionals to engage with each other and to bridge the ongoing divide between the

sectors.

The role of NGOs and the role of companies inside these partnerships, and the mutual value
creation process, can be many folded. NGOs can for example help to build up the trust relationship
between companies and people at the BoP, offer a distribution network and profound BoP
knowledge, while gaining from the innovative power of companies and product solutions for the
BoP that they by themselves could not establish. The challenges for each party that are necessary to
master in order to achieve innovative responses to the market challenges are nonetheless difficult.
Both party have to get out of their comfort zone and be willing to truly interact and to understand
each other — this may be also in relation to the stakeholders related to each party difficult
(Brugmann & Prahalad, 2007; London, 2011). NGOs may for instance be able to define standards
through negotiation with companies, but a negotiation is never a winner-takes-it-all game. That
means that especially donors of NGOs might not understand why it is necessary to concede. Indeed,
scholars are still in process to find out the normative standards for how to organize these alliances.
A successful partnership is presented by the Groupe Danone and the Grameen Bank. The World
largest supplier of fresh dairy products and the large Bangladeshi NGO turned into a joint venture to
produce and sell vitamin enriched yogurt products in regions in Bangladesh, that suffer of strong

children malnutrition (Webb et al., 2010).

As it has shown, best practices are strongly discussed in literature of BoP strategies but are still in a
developing process. Especially the fact that the BoP approach must be considered as a multi-
stakeholder approach and any strategy to attend a BoP market has to cover the particular
requirements of the specific market, the company and NGOs involved makes it complicated for

general advices and the work with best practice examples more appropriate.
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4. Matching the Theories

The previous chapters two and three have shown that the BoP approach can be embedded in the
theory of IB Theory as well as in the theory of International Development Theory. By doing so, a
big part of the embeddedness took place along three core themes: innovation, partnership and
poverty alleviation. My argument that I will foster in the following pages is that the BoP approach
is able to bring together IB Theory and International Development along those three main topics of
the BoP approach. It thus enables a discussion between two disciplines that have hitherto hardly
communicated with each other and shows that the two theoretical fields can go hand-in-hand and
contribute each other by combining their capabilities.

As a further implication I will then discuss how BoP approaches can contribute to these research
fields and, in turn, what contribution for the study of BoP can be retrieved from matching the
research fields of IB Theory and international development theory by incorporating BoP premises
and strategies. My analysis focuses on the positive contribution that the theories have for each
other. I am not discussing the influence of critical points of each theoretical building on the BoP

approach, due to space limitation.

4.1. Innovation

Like pointed out in chapter one, the concept of innovation in BoP literature asks what kinds of
products have the potential for being a long-term business case and contribute to sustainable
development at the BoP. The topic of innovation is much more rigid discussed in IB strategy than in
International Development Theory, while sustainability of product solutions is more discussed in
International Development Theory. The following argumentation of how IB strategy and
International Development Theory are linked to the discussion of innovation at the BoP is based on

the previous chapters.
4.1.1. The concept of innovation in International Business Theory
Like pointed out in chapter two, innovation are discussed in IB Strategy along a number of areas.

First of all, the BoP approach shows that it requires a special knowledge acquisition process for

product innovations at the BoP market. For this knowledge acquisition process strong partnerships
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are necessary. For strategies at the BoP, the capabilities of companies are put together with ideas,
problems and problem solutions of people and operating organizations at the BoP (Blowfield et al.,
2007; Simanis et al. 2008). That calls first of all for the need of interacting successfully with these
partners in order to be able to build up a company own capabilities that lead to innovations.
Scholars, writing about the BoP, use the term social embeddedness to describe the capability of
interacting deeply with the BoP population and to be successful in partnership building. This social
embeddedness has to be built up by companies in order to be able to understand the market in the
right way, to develop products that fit into the market and to distribute them successfully (London,

2011).

Second, the concept that companies are not entering the BoP market with a preassigned strategy,
but by listening first and learning from the actors and people at the BoP includes an institutionalism
approach of IB strategy. By taken the understanding of people and norms as important, it is
assumed that institutionalism influences the set-up of the appropriate business strategy. The general
assumption of the institutional based view that organizations have to adapt to the formal and
informal rules that are dominating the environment in which the organization is operating, receives
maximal importance at BoP markets (Peng, 2009; Lau & Bruton, 2008). Due to the fact that formal
and informal rules differ a lot from traditional markets, companies need to put more effort in

understanding these rules in order to be able to contribute with the right products to the market.

Third, due to its size the BoP offers the opportunity for technological innovation and the
development of new business models. But the innovations for the BoP markets are not made in
company headquarters in the west (Economist, 2010). In most cases the innovations are made by
integrating knowledge from partnerships at the BoP. Thus, innovation management capabilities of
companies are used, but the research and development can also take place at the BoP market. The
knowledge-based perspective in IB Theory can help to explain this movement from development
and research in the west to those that take place in a more polycentric form of knowledge building

and innovation.

Fourth, one of the core ideas of strategies for the BoP market, namely to bring up new knowledge
and enter in new forms of knowledge creation that lead to new products made with and for the
people at the BoP, can be best understood by the Knowledge-based view of the firm based on a
Resource-based perspective. Only by considering learning and the knowledge-creation process

itself as important, companies will be willing to interact with new partners and to start learning
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from the bottom-up in order to achieve a competitive advantage in the future (Hart & London, 2004,

London, 2011).

Fifth, the recommended partnerships under the BoP approach that shall guarantee successful
innovation for the BoP market, makes an entry mode based on a resource-based-view, or more
specified, on a knowledge based perspective most appropriate. By pooling knowledge and
competencies in order to build up new operating standards, companies are entering the market with
a knowledge building mode. The literature about corporate learning, knowledge acquisition in
foreign markets and competitive advantages through the successful building of inimitable resources
inside the company can thus give more insight for BoP strategies (Kogut & Zander, 1992; Webb et
al. 2010).

4.1.2. The concept of innovation in International Development Theories

The topic of innovation in International Development Theory is less discussed than in IB strategy.

Nonetheless, the field can still contribute to the discussion of innovation in BoP approaches.

First of all, innovations are discussed around industrial development. Obtaining firm-level
technological capabilities is seen as a necessary step in order to reach industrial development. Thus,
international development theory considers the importance of technological capability development
on firm-level. The recommendations of the “Southern Consensus” are for example expressing this
point of view. A focus on innovation and adequate policy programs in order to support innovation is
embedded in the propositions of the countries that undergo late industrialization, but stays on a

mere macroeconomic level (Gore, 2000).

Second, it has been shown in the previous chapter that for sustainable development at the BoP new
and green technology has to be invented. International Development Theories discusses
sustainability as one of its key-elements. Innovations are necessary in order to reach “green
leapfrogging” like discussed in chapter three. Sustainability includes producing the same with fewer
resources, developing clean technologies, including main stakeholder groups in a joint discussion

and focusing on solving the problems of the world’s poor (Hart, 2011).
4.1.3. Contributions for IB Theory and International Development Theory

As it has been shown, the topic of innovations is stronger discussed in IB strategy, while

International Development Theory can contribute to the topic with the concept and understanding of
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sustainability. A couple of contributions for the field of IB strategy and International Development

Strategy can be derived from the above conclusions.

First, it can be argued that innovations are successful at the BoP, when they combine capabilities
from the bottom and the top of the economic pyramid. That means that the capabilities of
companies have to be joined with the understanding and knowledge of organizations and people at
the BoP. What can be derived from that is that bottom-up and top-down approaches must be
successfully put together for sustainable innovations at the BoP. Companies can contribute with
technological innovation capabilities to the challenge of innovating products, while NGOs and
people at the BoP can contribute through promoting sustainable solutions, problem understanding

and distribution channels, for example (Webb et al., 2010; London, 2011).

Second, based on the concept of sustainability that comes from International Development Theory,
the BoP approach focuses on sustainable innovations and product solutions for the BoP. This can
contribute to the area of IB strategy, because the sustainable product market is not fully explored
yet by companies and thus presents a new market opportunity (Hart, 2010). The concept of
sustainability that is discussed at the BoP contributes hereby to a better understanding of how
sustainability can look like and what is necessary to operate successfully with sustainable products
at the market. The insight that can be gained from green technology building at the BoP can also be
used to contribute to green technology development for the ToP, as a new market opportunity (Hart,

2011).

Third, the broad and wide discussed field of innovations in IB strategy can contribute together with
the BoP literature to a stronger focus on innovation in the field of International Development
Theory. It can be argued that without innovations, which are sustainable in ecological and
economical terms, it will not be possible to solve current problems in development and to reach the
UN MDGs (Hart, 2010, 2011). A stronger focus on new solutions is therefore necessary that
combines the innovative capabilities of companies and put them together with the knowledge that
NGOs, government organizations have, by including the voices of the people at the BoP to control

the quality.

The following graphic demonstrates the main result from chapter 4.1. It describes the main ideas

that lead to an embeddedness of the BoP approach in IB Theory and International Development

40



Theory by using innovation as a dimension. The graphic also shows the contribution that the BoP

approach brings for these two theoretical streams along this dimension:

International Base-of-the- International
Business Theory Pyramid approach Development Theory

INNOVATION

CONTRIBUTIONS FOR THE THEORIES

- Focus on sustainable product markets; - Focus on cooperation with companies;
- Focus on decentralized research & - Focus on local innovation capabilities
& development; in order to increase development;

Figure 1: The dimension of innovation by embedding the BoP approach.

4.2. Partnerships

Like pointed out in chapter one, the concept of partnerships questions with whom and for what
business strategies should be built up with partners at the BoP. Reasons for partnerships can be
equally found in the literature of International Business Strategies and International Development
Theory like it has already shown in chapter two and three. The following argumentation of how IB
strategy and International Development Theory are linked to the discussion of partnerships at the

BoP is based on the previous chapters.
4.2.1. The concept of partnerships in International Business Theory

Like pointed out in chapter two, partnerships are discussed in IB Theory first of all, along the
question of an appropriate entry mode. The choice of right partners is hereby in many cases
necessary in order to make a foreign market entry feasible (Kogut, 1987; Kogut & Singh, 1988).

The BoP approach builds up on this by endorsing various alliances for the step into a BoP market.
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While the IB literature emphasizes partnerships with governments, domestic corporations or other
business groups to reduce the risk of entering a new and foreign market (Khanna & Rivkin, 2001) -
the BoP approach includes additionally partnerships with NGOs and the people of the BoP itself.
Hereby, the use of partners is not only about risk production but also about building up a ‘global
capability’. This ‘global capability’ is the ability of companies to promote business ideas that have
been developed by incorporating the ideas of people and organizations — such as local NGOs — that
are operating at the BoP. The BoP approach emphasizes a co-creation with these actors, meaning to
integrate partners on par at each step of the product development, market entry and distribution
strategy (London, 2008). One can argue that while the risk reduction starts in the traditional
literature of IB at the moment of the market entry, in which a product is already feasible, the risk
reduction starts by strategies that attend the BoP earlier, namely at the point in which a product is
developed and tested. Due to the fact that companies have generally no deep understanding about
the characteristics, demands and challenges of the BoP market, the integration of various actors is
proposed. Thus, the co-creation of business ventures together with partners gets a bigger dimension

in the BoP strategies than in IB theory.

Secondly, partnerships are discussed in IB literature as an element of the knowledge-based
perspective and RBV of the firm. By taking knowledge as the major driver for success of firms, the
transfer of knowledge becomes crucial (Kogut & Zander, 1992). To make knowledge transfer
possible, partnerships can be used and are an important element of the knowledge-based-
perspective. By considering the fact that companies have to build up knowledge at the BoP market
and to develop an understanding of the specific market characteristics and challenges, partnerships
can be seen in the light of knowledge linkages that need to be build up with the people and partner
organization at the BoP. Where knowledge exchange and knowledge integration are important
capabilities for traditional market entries, they are especially important for the success of BoP
ventures. This is mainly the case because firm reputation, trust and distribution strategies that are in
many cases preexistent in traditional markets have still to be created at the BoP (Prahalad 2005a,
London 2008). The inimitable aspect that companies can gain at the BoP must be clearly seen in the
ability to operate in a complex environment, to build up trust-relationships with NGOs and local
partners that are hard to copy and to build up an appropriate organizational culture that is able to
address problems at the BoP. This inimitable aspect has to be built up by integrating knowledge by
using strategic partnerships. Even though the way these partnerships may be built up and
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maintained at the BoP may differ from traditional markets, the core reason for building up

partnerships can be equally found in a RBV based on a knowledge-based perspective.

Thirdly, partnerships are discussed in IB theory when talking about institutionalism. The
availability of potential partners like, for example, research institutions or government agencies, can
support innovations for the BoP. They can also set up incentives to explore the company own
capabilities in BoP market relevant products, thus can be a driver for development. Additionally,
the informal institutional rules may determine potential partnerships and their set-up (Peng, 2009)
Thus, to understand the nature of the partnerships at the BoP, findings from new institutionalism

have to be taken into account.

For understanding the topic of partnerships at the BoP from a business perspective, it is necessary to
have the theory of internationalization, with the debate about appropriate entry-modes, the
knowledge-based-perspective and its origin in the RBV and institutionalism in mind.
Institutionalism may help to identify the right partnerships and to understand the different BoP
markets. The knowledge-based-perspective demonstrates the importance for long-term trust
relationship with partners in order to build up a competitive advantage. Finally, the literature of

entry modes makes the recommendation to use partnerships for entering BoP markets more valid.
4.2.2. The concept of partnerships in International Development Theory

Like pointed out in chapter three, partnerships are discussed in the literature of International
Development Theory, first of all along the bottom-up approach. Bottom-up approaches take the
needs and project ideas from the poor as a starting point for enhancing development and are joining
the efforts from the “bottom” with support from donor communities. Partnerships between NGOs
and government agencies and the people at the BoP can be found quite frequently in best practice
cases of international development theory (Yunus, 2007). On the other hand, the integration of
companies as a partner, who actually operates with NGOs and the donor community in direct
partnerships and not through Public-Private-Partnerships, can rarely be found yet. Still, the
understanding that the poor can be seen as partners can be retrieved from available concepts in
International Development Theory. The idea of partnership with the poor comes from the idea that a
one-dimensional picture of poverty is not adequate for development. The presentation in chapter
three of the argument of freedom as development by Sen (1999) is fostering this understanding of

development, but also more holistic development approaches such as the recommendations from the
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“Southern Consensus” or those from the UNDP have a more individualistic and situation-based

perspective.

Secondly, International Development Theory discusses partnerships within best practices. The
microcredit approach, for example, is based on the assumption that partnerships between
microcredit institutions and borrowers from poor communities can be a win-win situation. By
listening to the poor and their business ideas, by teaching them business skills and support them
financially, mutual value is created in the partnership (Yunus, 2007). Mutual value creation is also
emphasized by every BoP strategy. Co-created BoP ventures are expected to produce economic
returns for companies and social benefits for those people living at the BoP. The role of
partnerships as mutual value creators is one of the big contributions that the field of international
development theory can contribute to the discussion of BoP approaches. By involving mutual value
creation in the partnership between companies, NGOs and the people at the BoP, the different
actors meet each other for the first time on par. BoP perspective can be seen as the first approach in
developing theory that actually is capable of connecting the capabilities of business players from the

developed world with the people at the BoP.

Partnerships in International Development Theory are not discussed as a concrete means to an end,
like in IB Theory. It is a topic that is more inherently embedded in the discussion about adequate
development policies because partnerships are in each perspective a necessary tool. In the WC
partnership exists between the World Bank, the IMF and the national governments in order to
integrate the market liberal recommendations in the national economy. Alternative approaches with
a more holistic point of view see partnerships between NGOs and the private sector and the donor
community as a necessary tool in order to integrate social policies and to give the poor a voice
(Gore, 2000). Finally, the increasing use of Public-Private Partnerships, as a tool for development,

links business competencies and those of the public sector.

For understanding the topic of partnerships at the BoP from a development perspective it is
important to keep the embeddedness of partnerships in nearly all international development
perspectives in mind. The way how partnerships are discussed especially in recent development
approaches and best practices demonstrates the focus on mutual value creation, which this

discipline awards to the subject.

4.2.3. Contributions for IB Theory and International Development Theory
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As it can be seen, the BoP approach combines in its discussion about partnerships issues from the
field of IB Theory and International Development Theory equally. A couple of contributions for the
field of IB Theory and International Development Theory can be derived from the above

conclusions.

First of all the literature about partnerships at the BoP contributes to the literature of IB Theory by
giving support for a knowledge-based perspective instead of a TCA in the discussion of entry

modes in internationalization theory.

Second, the strong role of partners like NGOs and the people at the BoP (Webb et al., 2010) pushes
a discussion about appropriate partnerships for setting up business strategies. Depending on the
operational context and the country in which a company tries to set up their international business
strategies it might be more appropriate than considered so far to interact actively with NGOs and
the people at the market and to include them in the decision and venture creation process. What

counts as a roadmap for the BoP does not need to count only for the BoP.

Third, even though partnerships in IB Theory are based on the assumption that they only will work
smoothly when each party is benefiting from the partnership, the notion that partnership have in
International Development Theory is much more one that is build up on mutual respect and mutual
value creation than in IB Theory. The BoP approach can be interpreted as seeing partnerships not
only as an end in itself but as a social conception. The roadmap for BoP strategies suggests, for
example, deep listening and co-creating with the people and actors at the BoP. The authors give
example for what the partnerships can be helpful (i.e. building up trust relationship, establishing,
but at the same time do not limit the possible outcomes of this partnerships. Thus, they give space
for results out of these partnerships that might not be foreseen (Hart, 2010; Brugmann & Prahalad,
2007; London, 2011). This concept of partnerships can contribute to the literature of IB strategy
because it can lead to new knowledge linkages and strategic partnerships. It thus gives importance
to strong Stakeholder management when entering new markets. The concept can also contribute to
the literature of International Development Theory because it opens up the discussion about
strategic partners for successful development projects can be implemented. Recommendations for
partnerships at the BoP join companies, NGOs and the donor communities and show that there can

be a win-win situation for both parties, which often do not talk to each other.
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The following graphic demonstrates the main result from chapter 4.2. It describes the main ideas
that lead to an embeddedness of the BoP approach in IB Theory and International Development
Theory by using partnerships as a dimension. The graphic also shows the contribution that the BoP

approach brings for these two theoretical streams along this dimension:

International Base-of-the- International
Business Theory Pyramid approach DevelopmentTheory

PARTNERSHIPS

CONTRIBUTIONS FORTHE THEORIES

-Giving support for a knowledge-based _opens up the discussion about more
perspective instead of a TCA in the discussion of strategic partnerships with companies;
entry modes in internationalization theory;
-Pushes the general discussion about
appropriate partnerships for business strategies;

Figure 2: The dimension of partnerships by embedding the BoP approach.

4.3.  Poverty alleviation

Like pointed out in chapter one, the concept of poverty alleviation in BoP literature asks what kinds
of products and strategies can contribute to reach the UN MDGs and reduce the overall poverty
level. The topic of poverty alleviation is intensively discussed in International Development Theory.
IB Theory treats the topic in a rather indirect way. The following argumentation, of how IB Theory
and International Development Theory are linked to the discussion of poverty alleviation at the BoP

is based on the previous chapters.
4.3.1. The concept of poverty alleviation in International Business Theory

The topic of poverty alleviation can be seen as being treated in an indirect way within IB Theory.
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It can be argued with regard to chapter two that an institutionalism perspective is necessary to
successfully operate at the BoP market. The BoP market in general, contains poor formal and
informal institutions (Prahalad, 2005a). These can be partially replaced by social embeddedness of
the companies. By building up interpersonal networks between managers, people at the BoP, NGOs
and government organizations - a trust relationship can be reached. That seems — with regard to
discussed case studies in chapter 2 and 3 - necessary in order to operate successfully at the BoP. To
succeed in building up a trust relationship the needs of the poor have to be truly addressed through
the business ventures. That means that for a successful creation of institutional norms, which are

relevant for a successful business strategy at BoP markets, poverty relevant issues have to be
addressed.

It also has been shown in chapter two that the voices of the BoP need to be included in the product
creation and product distribution process (Hart & London, 2004; London 2008). It can be expected
that by doing so, companies manage to offer and sell a product as a real-life-problem solution. The
apparent market demand at the BoP is likely to be linked to problems that actually promote poverty
or repress progressing wealth, such as health problems, lack of education or missing communication
advices. Based on this idea, the way in which international business strategies are set up at the BoP

in order to be successful is possible to contribute to poverty alleviation.
4.3.2. The concept of poverty alleviation in International Development Theory

The concept of poverty alleviation is treated in a many-folded way in International Development
Theory. It thus can contribute in a more extended way to the discussion of poverty alleviation in

BoP literature.

First of all, poverty alleviation has been discussed in all relevant frameworks that have been
explored in chapter three. From the presented framework theories, the BoP approach has most in
common with the recommendations of the “Southern Consensus” or those of the Least Developed
Country Report (Gore, 2000). BoP approaches focus similarly not on a general blueprint for
strategies at the BoP but enforces basic features and characteristics that should be followed in
strategies that are attempt to serve the market. The development theory frameworks have hereby
wealth creation and the elimination of poverty embedded as the ultimate goal in their
recommendations. The same counts for the BoP approach. It is expected by scholars, and seen in

case studies, as having shown above, that business strategy for the BoP market can help to
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contribute to poverty alleviation among the population (London, 2008). The success of BoP
ventures is by some authors actually directly linked to the potential of alleviating poverty (Prahalad,
2005a). As such, the BoP approach cannot only be seen as a best practice in international

development theory but also in the light of a possible framework.

Second, it has been shown in chapter three that the BoP approach builds up on the conception of
“Development as Freedom” by Amartya Sen. The concept of freedom is hereby overcoming the
concept of poverty in developing theory. The idea of Amartya Sen and Martha Nussbaum is that
development has to enable people to reach a higher level of freedom, and freedom does rarely exist
under poverty (Sen, 1999). The BoP approach can be understood as contributing to capability
building and thus enhances the level of freedom of the people at the BoP. This is done by
considering the poor as business partners, which embeds them into the market economy and gives
them market access; by building up co-ventures, which leads to income increase for some people at
the BoP and to a benefit from products for others (Brugmann & Prahalad, 2007). Like the
microcredit approach as a best practice in international development theory, the BoP approach
enables people to frame their life in more self-determined way, which fits to the ideas proposed in

“Development as Freedom” (Sen, 1999).

Third, chapter three has shown that international development theory shifted in recent years from
donation practice towards a comprehensive development supportive approach. The new focus on
the development of personal skills of people in developing countries and on sustainable
development solutions is stronger related to improve people’s life in the long-run and thus is
contributing directly to poverty alleviation. The BoP approach fits in this perspective of long-term
contribution to poverty alleviation, by contributing in a direct and indirect way to it: Directly,
because BoP ventures are in many cases build up with the poor. By integrating people from the BoP
in the distribution process, for example, they are able to earn money and might be able to get out of
poverty (Prahalad, 2005a). Additionally, BoP ventures are creating access to market economy. An
indirect contribution to poverty alleviation takes place, because BoP ventures are in many cases
related to products who contribute to make the life of people at the BoP better in a sustainable way.
The food fortification program of BASF or the house building program of CEMEX is representative
for such a life enhancing solution. These products can be seen as setting up the foundation of a life
without poverty by contributing to the health situation of people. Being healthy must be seen as a

precondition for being able to get involved into activities that contribute to poverty alleviation.
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Fourth, the concept of sustainability, as embedded in international development theory, can be
found in BoP approaches, like it has been shown in chapter three. It can be related to poverty
alleviation, because sustainable products are often those which are cheaper in the long-run, because
of their long-life or energy efficiency. In many cases products have to be completely new invented
for the BoP market. This gives the potential to offer sustainable product solutions (Hart, 2010;
London, 2011). The case example of Helioz, with its water quality measurement advice WADI can
be seen in this light, because it works maintenance free for at least five years and is a sustainable
solution especially in comparison to boiling water for which a lot of wood is necessary. Sustainable
products are indirectly contributing to poverty alleviation, because people are able to save money

over the long-run.
4.3.3. Contributions for IB Theory and International Development Theory

As it has been shown, the topic of poverty alleviation is strong discussed in International
Development Theory, while IB Theory can contribute with less content and only indirectly to the
topic. A couple of contributions for the field of IB Theory and International Development Theory

can be derived from the above conclusions.

Firstly, the contribution of BoP for International Development Theory is that it supports the idea of
a comprehensive approach to International Development Theory. The BoP approach itself has a
comprehensive approach by being people-focused, long-term orientated and by including multiple
interest groups. It also involves companies as a potential partner for development (Prahalad, 2005a).
Especially the involvement of companies supports Public-Private-Partnership approaches in
International Development Theory and also the general idea that development should be made with
different groups and mind-sets to bring the best ideas together in order to solve the problems at the
BoP adequately and to contribute to sustainable development (Stiglitz, 1998, Yunus, 2007). The
comprehensive approach to International Development Theory is further supported through the idea

of embedding the poor in the venture creation process itself and to co-create business ventures.

Secondly, it contributes to International Development Theory by supporting a sustainable, long-
term orientated poverty alleviation process. The BoP focuses on creating business ventures that are
self-sustainable and can survive in the long-run. This helps to shape the environment of the BoP
over years. Poverty alleviation becomes a process and is not object of donation practices by looking

at BoP approaches. For International Development Theory this can be a best practice.
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The following graphic demonstrates the main result from chapter 4.3. It describes the main ideas
that lead to an embeddedness of the BoP approach in IB Theory and International Development
Theory by using poverty alleviation as a dimension. The graphic also shows the contribution that

the BoP approach brings for these two theoretical streams along this dimension:

International Base-of-the- International
Business Theory Pyramid approach DevelopmentTheory

POVERTY ALLEVIATION

CONTRIBUTIONS FORTHE THEORIES

- creating future markets; -supports a sustainable and long-term orientated
development approach (in contrast to mere donation
practice);

-Concept of co-creation to reduce poverty supports a
comprehensive approach;

Figure 3: The dimension of poverty alleviation by embedding the BoP approach.

4.4. Chapter conclusion

It has been shown that innovation is stronger discussed in IB Theory than in International
Development Theory, while the opposite counts for poverty alleviation. Only partnerships can be
seen as being equally discussed. The following figure demonstrates the embeddedness of the core

topics of the BoP approach in IB Theory and International Development Theory.
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Figure 4: BoP as a cluster concept.

Based on the discussion of this chapter, BoP can count as a cluster concept that equally involves
ideas of IB Theory and International Development Theory. By being able to link the two distinct
theories along the themes innovation, partnerships and poverty alleviation, the BoP, as a cluster
concept, enables the communication between two disciplines that are generally not talking to each
other. This must be seen as the biggest contribution that the BoP approach can make for IB Theory
and International Development Theory. Further contributions have been discussed and summarized
in 4.1.3, 4.2.3 and 4.3.3., and shall not be repeated at this point. What can be summarized is that
both theories do not only shape the BoP approach, they can — by understanding the BoP approach -

also learn from each other.

5. Proposing a new Research Agenda

It has been shown that the BoP approach can be understood from an IB theory and International
Development Theory perspective. As a cluster concept the BoP approach links content from the 1B

theory and International Development Theory field. Both literature streams must count as the

theoretical foundation for the BoP approach.
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Nonetheless, the two theoretical fields can hardly be seen as covering 100 percent what the BoP
approach is proposing, nor does the BoP approach as a cluster concept manages to fully embed 1B
theory and International Development Theory. As a concept that completely embeds the BoP
approach, CSR may serve.

Reason for this can be seen in the idea that interacting with the BoP demonstrates strategic
corporate responsibility. In the moment in which companies are using their capabilities to co-create
business ventures with the BoP they start embedding the poor in the market economy and give them
chances to develop. This can be realized throughout the co-created business model or the product
itself. Successful steps into BoP markets are strongly related to an understanding of the BoP and
demand a responsible set-up of the business venture with the community. This can be directly
linked to successful stakeholder management under a CSR perspective.

I therefore propose a research agenda in which the concept of CSR is analyzed on its suitability for
serving as an overarching concept that allows embedding the BoP approach and its links to IB
theory and International Development Theory. Accordingly, the proposed research agenda can be

illustrated like followed:

Corporate Social Responsibility

International Base-of-the-Pyramid International
Business Theory approach Development Theory

NOVATION

PARTNERSHIPS

POVERTY ALLE

Figure 5: CSR as a cluster concept: Embedding the BoP approach.
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In the following I will first give a brief theoretical introduction into CSR and its links to the BoP
approach in order to foster the adequateness of the research agenda. I will then back it up by having

a look at ISO 26000.

5.1. CSR and its linkages to the BoP approach

Based on the chapters above it can be stated that BoP approaches have the outspoken aim of making
profit and contributing to the development of the poor at the same time. The set-up of those
strategies requires not only firm-own capabilities in the areas of product development, technological
development, relationship building and communication, but also a responsible approach to the
environment. One can argue that only by taking into account the company’s social responsibility a
firm will be able to listening to the people at the BoP, build up a trustful relationship with them and
to partner successfully with non-governmental institutions. Thus, a certain CSR mindset seems to
be a precondition to flourish at the BoP. But what exactly stands behind CSR and how can the

theories be linked to each other?

CSR refers to “consideration of, and response to, issues beyond the narrow economic, technical, and
legal requirements of the firm to accomplish social benefits along with the traditional economic
gains which the firm seeks” (Davis, 1973). While the discussion about Corporate Social
Responsibility (CSR) was mainly guided by theoretical orientated scholars on business ethics, who
had only little influence on practice between 1950 and 1990, CSR became stronger operationalized
and has finally been understood as a cluster concept which goes beyond specific behavior
guidelines after 1990 (Matten & Moon, 2007). The definition of CSR which demonstrates the new
understanding of CSR since the 1990s best, has been developed by Matten & Moon (2007, p.179):
“CSR is a cluster concept which overlaps with such concepts as business ethics, corporate
philanthropy, corporate citizenship, sustainability and environmental responsibility. It is a dynamic
and contestable concept that is embedded in each social, political, economic and institutional
context.” This definition is based upon the one by Wood (1991, p.695) who claims that “(T)he basic
idea of corporate social responsibility is that business and society are interwoven rather than distinct
entities; therefore, society has certain expectations for appropriate business behavior and
outcomes”. Woods (1991) definition already pointed out the increased integration of CSR and
society, but not the increased operationalization of the CSR concept. BOP strategies reflect this

cluster concept approach to CSR. One the one hand it manages to interwove business and society by

53



focusing on an inclusive approach with society (London, 2008), on the other hand it is a practical
concept, ready to be used for the operationalization process in companies and business ventures by

reaching for concrete problem solutions at the BoP.

The reason why the CSR concept has been played an increasing role in the corporate world and in
science since 1990 - especially in Europe - can be explained by the end of the heyday of
neoliberalism in the North and the increasing critique of environmental and labor policies of the
large corporations. At the same time brand awareness increased and a growing interest among
customers of corporate reputation made companies more vulnerable to negative effects of public
scandals (Jenkins, 2005). Likewise, globalization and changes within the social framework can
explain the increasing importance of CSR. The increasing influence of mass media as well as the
invention and spread of new communication systems have led to more transparency of companies.
At the same time social aspects have been increasingly taking into account for purchasing decisions
and led to a higher integration of CSR activities by executives. Experiences from company scandals
like Nestlé, Union Carbide, WorldCom and Enron put this movement forward (Whitehouse, 2006).
Companies of various industries have implemented and monitored activities in their supply chain
like labor rights due to several anti-sweatshop campaigns (Merk, 2007). Therefore it can be stated

that companies implement CSR activities due to several reasons:

First, CSR can be an economic aim for companies to ensure the profitability of the company itself
by reaching legitimation in society, in cases in which the satisfaction of stakeholder-needs is

necessary.

Second, CSR can be a rational goal derivation if CSR is implemented in order to prevent social

activism against the company (Werther & Chandler, 2006).

Third, CSR activities can be morally justified if they were seen as a beneficial and valuable
consideration for the society in order to take part of the corporate success. According to this
argumentation line, CSR should not be seen as a means to an end for reaching profit — because
social commitment seems to influence only positive the reputation of the company and such leads to
more profit — if consumers and employees have the impression that the activities attribute an end in

itself (Hansen & Schrader, 2005).

This distinction in the underlying reasons for implementing a CSR approach can also be found in

the BoP literature. Scholars have argued that companies seek to engage with the BoP for either
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socially or more economically based reasons, or a combination of both. Those that focus on
financial motives see opportunities in the relatively uncompetitive and poorly served markets
(Hammond et al., 2007). With this in mind BoP as a business opportunity developed from two
concepts in strategic management. The first concept considers relocating company activities to
developing countries. This goes along with activities in the area of CSR for more social reasons.
The second concept analyzes the purchasing power of demographic groups worldwide. This goes
along with activities in the area of CSR for more economic reasons. Both approaches lead to the
understanding of BoP as a management concept, which addresses poverty while creating revenue
for the companies involved (Milstein et al., 2007). By integrating the two management theories,
BoP and CSR concepts are both becoming business approaches that go behind mere anthropology
and economic numbers. Instead, it can be argued that both concepts are focusing on a more humane
capitalism, which addresses justice and fairness and overcomes the exclusive pursuit of self-interest

and profit (Peng, 2009).

(Peng, 2009) argues for a comprehensive model of CSR, in which CSR becomes a competitive
advantage based on industry-based, resource-based and institution-based considerations. CSR can
help to create value, can lead to inimitability and be a defense strategy against the threat of potential
entry, by being for instance a first mover in sustainable technological solutions, like pollution-
control technologies. CSR, integrated into the whole value chain of the company, can lead - due to
the adjustments it requires in organization, reporting, relationships and incentives and the outcomes
that arise from it - to a true and unique competitive advantage (Porter & Kramer, 2006). The authors
argue that moral obligation, sustainability, license to operate and reputation have been the four
arguments used as proponents for CSR, but they all have the same weakness: “They focus on the
tension between business and society rather than on their interdependence. Each creates a generic
rationale that is not tied to the strategy and operations of any specific company or the places in
which it operates.” As a consequence the company loses its opportunity, by not being able to
identify, prioritize and address social issues of high importance or those on which the corporations
could have the highest impact. As a general rule of thumb the authors point out that as closer tied a
social issue to the company’s business, as greater will be the opportunity for the firm to leverage its
resources and benefit the society at the same time. In this sense an appropriate CSR strategy is seen
by the authors as presenting an opportunity to create a shared value and thus benefiting the society

and the business at the same time.
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According to this line of thinking, BoP strategies can be seen as a long-term strategy of CSR and as
a business concept itself. By being based on mutual value creation, BoP incorporates the link
between competitive advantage and CSR that is pointed out by Porter and Kramer (2006).
Additionally, the theory of BoP strategies is based on the interrelationship between corporations and
society for what the authors are arguing. The characteristics that the authors identify in order to link
the competitive advantage with CSR can be all found in the BoP approach. The advantage of the
BoP approach must be seen in its focus on efficiency, because it is taking from the right beginning
on as a business case. Companies that have entered the BoP have used their main capabilities to
address the market and applied BoP strategies that were most introduced microcredit operations in
Brazilian urban shantytowns. ABB, a Swiss energy firm, brought off-the-grid energy systems to
poor rural and semi-urban regions. Protector and Gambler, one of the world largest producers for
consumer goods, developed a water filtration system. These examples show that BoP approaches
take place along the core competencies a company has. Some companies have already managed the
link between BoP strategies, CSR and comparative advantages. The Food Fortification program by
BASF, for example, is pointed out by the company as being the “flagship corporate social
responsibility initiative that affords BASF the opportunity to address a humanitarian challenge in an

economically sustainable way.”

Additionally, BoP strategies might be useful method for reaching a competitive advantage, because
they do not only focus on embedding product solutions at the BoP but emphasizing a broader view
on innovation. Like described above, the product development for the BoP requires co-operation
with the poor and further partners in order to define problems at the BoP and search for business
solutions. The Economist (2010) points out that innovation are by most people from the western
world still understood as technological breakthroughs that are embodied in revolutionary new
products. But these innovations are taken by the elites and are only eventually trickled down to the
masses. To attend the BoP, products and services have to be adapted to the specific life
circumstances and problems the people at the lowest income level have. That means that often
completely new product and service solutions are needed. But those products are not necessarily
made for being only sold at the BoP. Examples have shown that products, developed with and for

the BoP can become also successfully at higher income levels (Economist, 2010). After all, it is

? Information about the Food-Fortification initiative of BASF retrieved from www.food-fortification.com

56



easier to add cost and features to a low-cost business model for bringing it to higher income markets

than the other way around (Ricart et al., 2004).

With this form of business strategy and product development the company is not only creating a
competitive advantage. It brings up innovation to the markets that generate growth, employment
and deliver benefits to the people at the BoP. According to Ahlstrom (2010) this should be the real
CSR of companies and the expectation we should have for business. The necessary requirement of
innovations at the BoP presents therefore a true CSR dimension, with which BoP itself gets

embedded into CSR theory.

Nonetheless, BoP is in this way a market-based model of CSR that must be critically observed.
Banerjee (2008) and Mueller (1994) have pointed out correctly that the dominance of societal
interest — and here of the people at the BoP — in truly reshaping business practice is in some
question. Even though the BoP approach and the CSR theory may work for society it does not mean
that the strongest demands of people at the BoP are addressed by businesses. However, the features
of the BoP approach lead to realignment of powers between actors that Banerjee (2008) is
proposing. Several case examples have shown that companies need to listen to the people at the
BoP in order to build up a successful business venture with them (London, 2009). In this way, the
BoP approach reflects strategic CSR better than anything else. At the same time it involves IB
theory by being a strategic corporate set-up and development theory by contributing for economic

and social growth in society.
5.2.  Reflections on ISO 26000

ISO 26000 is the new guideline on social responsibility, published by the International Standard
Organization (ISO) in November 2010. Since 2005 the guideline was developed by a multi-
stakeholder group, including experts and observers from 99 ISO member countries and 42 public
and private sector organization by obtaining a strong input from development countries (ISO,
2010). Its content can - based on the large stakeholder group - be considered as the biggest common
ground about what social responsibility (SR) of companies should be and how it should be
implemented. The reason for ISO to talk about SR and not about CSR is that the document shall
count for all types of organizations and not only companies. For the purpose of this paper, SR and
CSR can be used similarly, because for the argument that is made, only corporate organizations are

taken into consideration.

57



ISO 26000 defines SR as the “(R)esponsibility of an organization for the impacts of its decisions
and activities on society and the environment, through transparent and ethical behavior that (1)
contributes to sustainable development, including health and welfare of society; (2) takes into
account the expectations of stakeholders; (3) is in compliance with applicable law and consistent
with international norms of behavior; (4) is integrated throughout the organization and practiced in
its relationships.” Hereby, especially the first paragraph of the definition can be seen in the light of
BoP approaches, because strategies for the BoP promote sustainable growth and development at the
BoP and can — as case examples of BASF and Cemex have shown - contribute to health and welfare
of society. Pojasek (2011) even sees in ISO 26000 a new path to realize a corporate sustainability
vision and mission. By providing detailed descriptions on what a company should pay attention
when implementing social responsibility the author states that ISO 26000 provides guidance on how
to convert the environmental management system of a company in a truly integrated sustainability
management system. Even though there does not exist a certification on ISO 26000 it clearly states
that social responsibility should be integrated into the ongoing and regular daily activities of the
company (Pojasek, 2011). According to section 3.3.4 of the ISO 26000 document “(S)ocial
responsibility should be an integral part of core organizational strategy with assigned
responsibilities and accountability at all appropriate levels of the organization. It should be reflected
in decision making and considered in implementing activities.” By talking about SR as the core
organizational strategy, ISO 26000 clears the way for integrating the BoP strategies into the
company’s CSR activities. ISO 26000 advocates the integration of CSR as a new strategic set-up
based on the consideration of underlying principles of social responsibility. Those are by ISO
defined as: Organizational Governance, Human Rights, Labor Practices, The Environment, Fair
Operating Practices, Consumer Issues and Community Involvement and Development. In total, the
core subjects contain 35 issues that describe in more than 230 sub-items how the subject shall be
understood and implemented (ISO, 2011). Even though not all core subjects may stand in direct
relationship with the BoP approach, some subjects clearly does. BoP approaches can contribute to
sustainable development and sustainable product solutions and thus can be linked to the core
principles of environment. BoP strategies have also the possibility to contribute to higher
employment rates through venture creation at the BoP contributes for instance to the sub-items
discussed under 6.2., which foster the responsibility of companies to create work and contribute to
income. Apart from that products and services for the population at the BoP, BoP strategies can

contribute to the overall promotion of Human Rights discussed under 6.3 of ISO 26000. This is
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possible if products contribute to health and physical well being of people and thus contribute to the
right to health, for example.

Beyond that, section seven of ISO 26000 allows to explain the BoP approach by using a CSR
perspective. The section points out that raising awareness about SR and building competency is
crucial. In order to pursue on this successfully, an “organization may need to make changes in
decision-making and governance practices in order to promote social responsibility, motivate
employees, and generate suggestions on new approaches and ideas” (Pojasek, 2011, p.4). The same
change in company’s culture was in previous chapters discussed as a pre-condition to build-up
successful strategies for BoP market. Thus, it can be argued that due to similar values of the BoP
and the CSR approach, it is the same change of the corporate culture that is needed for both areas to
operate successfully. The same counts for the proposal in ISO 26000 to build social responsibility
into the organizational procedures, such as investment practices, human resources management. The
document especially emphasizes to take into account the firm’s available resources and the
capabilities of the organization over time. This can be related to the BoP approach because
successful strategies are here based upon a valid analysis of firm’s resources and a visionary

exposure to them.
5.3.  Conclusion

Based on the theoretical analysis made in 5.1., the BoP approach can be identified as belonging to a
strategic CSR perspective. This argument is fostered by having a look at ISO 26000. The new
standard on social responsibility promotes the embeddedness of CSR as a strategic set-up in the
company and thus clears the way to embed BoP approaches into CSR. Following this reasoning, we

can embed the BoP approach into a CSR dimension.

A research agenda to further these ideas should include the following steps:

First, analyze the CSR literature carefully and in more detail to look for more overlapping patterns
than identified above.

Second, identify company cases — like the one of BASF micronutrient initiative — that clearly
embeds the BoP project of a company in its overall CSR activities. It then should carefully analyze
them and understand the reason behind the integration of the activities from a practical perspective,

in order to understand the overall appropriateness of this step and its contribution to theory.
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Third, use critical theory to evaluate what has been developed on the topic of CSR so far and how
this can help to better understand the BoP approach and critical aspects of it that might have been
overlooked in literature so far.

Finally, it must be shown that the embeddedness into CSR really allows making the link between
the BoP approach and IB theory and International Development Theory as it has been shown in
chapters two and three. Research may then show what contribution for the theories can be derived

from that link.

Next to the proposal of the research agenda in this last chapter, there are three main contributions of
my thesis:

It first of all helps to better understand the BoP approach by knowing more about its underlying
theoretical dimensions. Chapter two and three have shown in detail how the BoP approach can be
related to IB theory and International Development Theory. Chapter four has shown how the BoP
approach can be embedded in these two theoretical dimensions. This effort of embedding the BoP
approach in IB theory and International Development Theory brings more clarity in the discussion
of BoP strategies because it relates the approach to already existing research fields. Additionally, I
discussed in chapter four what the BoP approach can contribute to IB theory and International
Development Theory. The main contribution must hereby be seen in the ability of the BoP approach
to create a direct link between the disciplines. This allows a communication between the two
disciplines. Taking into consideration that links between IB theory and International Development
Theory have been rarely discussed in literature so far, it is the most important contribution that can

be derived from this work.
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