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Executive summary 
 
This thesis explores the concept of poverty, the promise of the poverty reducing effects of 

FDI, and MNCs business strategies in developing countries. The world’s population is rapidly 

increasing and the rich people are getting richer, whereas the poor people are becoming even 

more marginalized. During the years of liberalization the belief was that this led to economic 

growth, and hence was good for development. FDIs have boomed the last decades, and this 

flow of capital has been the main proxy for MNC activity; consequently the question has been 

centered on FDI is bad or good for the poor. However, research shows that neither 

liberalization nor FDI necessarily is good for development, and that FDI mainly makes a 

difference if it involves relevant types of linkages. MNCs are mainly motivated by 

opportunities that increase their profits, and the most important factors for MNCs are still 

market size and access to resources (Dunning 2002). Nevertheless, as markets are getting 

saturated and MNCs are looking for new opportunities, innovative business strategies have 

been developed. This thesis explores the following three business strategies in the developing 

world; the Bottom of the Pyramid (BOP), the Base of the Pyramid (BOP) and Social 

Business. The two BOP approaches argue that MNCs can seek profit opportunities in 

developing countries.  The phrase “Doing good and doing well” are often used, indicating 

that MNCs can embark on poor markets while at the same time reduce poverty. The Bottom 

of the Pyramid approach claims that the poor market is an untapped market opportunity for 

MNCs, and that by establishing in this market MNCs can make a profit by offering their 

products/services while at the same time improve the life of the poor. On the other hand, the 

Base of the Pyramid approach argues that the poor need to be utilized as producers and that 

by developing local capabilities MNCs can spur development. The third approach, Social 

Business, also emphasizes developing local capabilities, and further states that MNCs have to 

look at problems in the developing markets as opportunities. However, this approach sees 

business strategy as a method to solve a social problem, and the idea of making profit is 

removed from this strategy. All three strategies are critically explored in the thesis, and cases 

are reviewed to evaluate the outcomes from until now implemented projects. The thesis 

concludes that more research is necessary to determine the overall impact from the MNCs 

presence in poor markets, but the available evidence suggests that a number of MNCs have 

been able to create strategies that can encourage development for the poor, mainly by 

developing local capabilities, innovative products/services and flexible solutions.  
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1. Preface 
 

“…the reality seems to be that poverty will be with us for a long time. Any relief will depend 

far more on the efforts of the poor countries themselves, on their willingness to create 

conditions in which growth is possible and to mobilize effectively their own indigenous 

resources, than on the flow of aid or international investment.”  

Maxwell Stamp 

Has Foreign Capital Still a Role to Play in Development? (1974) 

 

Why the poor people remain poor is one of the most challenging and painful questions asked 

in political and economic research. Both theory and empirical research are central when 

reforms for developing countries are being developed and implemented. Even though it has 

been widely criticized, the neoliberal development model suggested by international 

organizations, especially the IMF, has since the beginning of the 1990s been the centerpiece 

of development strategy.1 The model is based on stimulating economic growth by attracting 

foreign direct investments (FDI), and despite its promise, the record of FDI is mixed. In the 

Washington Consensus, originally laid out in 1989, the importance of FDI for development 

was stressed, and the connection between FDI and poverty reduction has since received much 

attention (Crabtree 2008). Consequently, the relationship between FDI and poverty reduction 

has been a common field for research, looking for evidences to confirm this connection. 

Interestingly, given the emphasis given by the IMF and the World Bank, a review of the 

empirical evidence suggests that the evidence is inconclusive (Sumner 2005). Nonetheless, 

FDI is probably good for aggregate growth but if it is good for increasing per capita income, 

hence reducing income poverty, is still unclear (Sumner 2005).  International organizations 

have developed numerous strategies as a part of their poverty reduction plans.  One effort to 

reduce poverty is the Millennium Development Goals (MDGs) developed by the United 

Nations (UN). For the first time, there is an agreed global compact in which rich and poor 

countries recognize that they share the responsibility to end poverty and its root causes. One 

of the goals is to end poverty by 2015 2

                                                        
1 Notable critics of neo-liberalism in theory or practice include economists Joseph Stieglitz and Amartya Sen.  

, and 189 world leaders at the United Nations 

2 www.un.org/millenniumgoals 

 

http://www.un.org/millenniumgoals�


 

 2 

Millennium Summit made this historic promise in 2000 when the Millennium Declaration 

was signed. The last update on the MDGs however acknowledges that reaching the goals by 

the deadline will be challenging due to the financial crisis and its impact on the world 

economy (UN, 2010). In addition, government interference has lacked during the heydays of 

liberalization, but lately it has been acknowledged that governments need to participate 

actively in order to reduce poverty. As implemented strategies fail to deliver anticipated 

results, collaboration between all actors are now being recommended. 

 

In the World Investment Report (WIR) published in 2009, it was stated that global FDI in 

2009 was expected to decrease, due to the financial crisis.  As multinational companies 

(MNCs) are experiencing that existing markets are getting more saturated, new markets are 

being explored, and consequently innovative business strategies are being developed, some 

proposing that investments from MNCs can play a part in poverty reduction. Exactly how the 

MNCs invest in the host countries varies, but engaging in various activities through FDI is a 

central part of the new strategies and they are generally aimed at poor people. One marked 

that is receiving more attention, is the market at the Bottom of the Pyramid (BOP), consisting 

of the poor in developing countries. Some researchers, mainly C.K. Prahalad, claim that by 

entering the BOP a new customer base is created for the MNCs, and that such MNC 

participation could set a new standard for addressing poverty. Following, it is indicated that 

prosperity can come to the poorest regions only through the direct and sustained involvement 

of MNCs (Prahalad and Hammond, 2002). However, the potential for MNCs to pursue 

business opportunities in the BOP markets have been heavily criticized, since in reality a main 

concern for the individual person living in poverty is how to raise income in order to survive. 

Thus, another strategy suggested by London and Hart is that MNCs need to concentrate on 

engaging the poor and local communities at the Base of the Pyramid (BOP) by developing a 

new capability identified as social embeddeddness (London and Hart, 2004). By developing 

and educating the poor communities, the goal is that the poor themselves can become 

producers. This idea is shared with Nobel Peace Prize winner and researcher Muhammad 

Yunus, who recently introduced another business strategy to reduce poverty, the Social 

Business Organization (SBO), in the thesis referred to as the Social Business approach. In a 

social business, the purpose of the investment is purely to achieve one or more social 

objectives through the operation of the company, with poverty reduction as a focal point 

(Yunus 2010).  Necessary access to knowledge and technology assets can be transferred to 

developing nations by collaborations with MNCs, and innovative ways of solving social 
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problems can be developed by the MNCs and hence benefit the poor people. Even though FDI 

has failed to have the impact on poverty reduction as many expected, some people now expect 

that innovative business strategies can bring benefits to the poor and create sustainable 

solutions for the generations to come.  

 

1.1 Problem specification 
The general purpose of this thesis is to review the promise and perils of FDI, as well as to 

examine recently developed business strategies and their impact on poverty reduction and 

more importantly their objective to lift the poor population out of poverty. Poverty reduction 

has received a lot of attention the last years, an increasing number of people are becoming 

more concerned as well as interested in making a persistent change. In addition MNCs are 

seeking new opportunities and as a consequence, innovative business strategies are being 

developed. Research on FDI exist in abundance, but after acknowledging that the FDI does 

not necessarily lead to growth and hence increased income, new suggested strategies for 

MNCs to reduce poverty in developing countries has prepared. This thesis explores the 

following three business strategies; the Bottom of the Pyramid (BOP), the Base of the 

Pyramid (BOP) and Social Business, and aims to link these business strategies with poverty 

reduction, focusing on the poor population in the developing countries. By reviewing existing 

literature, evidences from research and lessons learned, the thesis will consequently draw 

conclusions on the strategies suggested in the literature. In doing so, the ambition is to shed 

some new light on business strategies for MNCs in developing countries, and examine how 

MNCs can be a part of future poverty reduction. This can be formulated in the following 

research question: 

 

• Can MNCs business strategies encourage development for the poor? 

 

Through answering this question the objective is to present strategies for MNCs that seek to 

create sustainable solutions for the poor in order to reduce poverty in developing countries.  

 

1.2 Structure 
The thesis consists of 6 chapters that can be divided into a preface, three main parts and a 

conclusion etc.  The first main part is chapter 2 where the concept of poverty is introduced. 
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The most established definitions of poverty are presented as well as an illustration of the 

location of the poor people.  Following an introduction to previous efforts to reduce poverty is 

given, and a brief discussion on the role of governments. The first chapter in part two, chapter 

3, defines FDI and its development during the years. The reasons for FDI, first and foremost 

horizontal and vertical investments, as well as John Dunning’s eclectic paradigm will be 

examined. As part of the development of global business strategies the arguments of 

liberalization is reviewed, before the connection between FDI and growth is analyzed in the 

last section. The last chapter in part two, chapter 4, examines the effects from FDI in 

developing countries and whether or not FDI creates linkages in a host country. Part three, 

chapter 5, explores the new business strategies. The first section examines the assumptions of 

the Bottom of the Pyramid and the Base of the Pyramid approaches, followed by exploring 

the strategies suggested by the two approaches. Next a few of the cases presented in previous 

research are discussed, followed by a review of both of the approaches. Further the latest 

approach within development for the poor, Social Business, will be examined as an 

alternative business strategy, and some real-life cases will be reviewed. The last part of 

chapter five provides a development perspective based on the three approaches reviewed. The 

final chapter, chapter 6, contains concluding remarks.  

 

1.3 Methodology 
The first objective is to explain and define important terms, since a main part of the thesis is 

based on economic history and development of FDI, underpinned by known economic theory 

and recently developed business strategies. Secondly, the purpose of the paper is to establish a 

base where business strategies in connection with poverty reduction can be understood with 

the aim of applying them in a real world business context. The thesis approaches the research 

question primarily with an explanatory approach. An exploratory study is best suited because 

the paper aims to understand motivations behind business strategy decisions and illustrate 

how MNCs engage in poverty reduction efforts in developing countries. This field of research 

is still young, and Sekaran defines exploratory studies as a way of better comprehending the 

nature of a problem since little information is available in that area (Sekaran, 2003).  

 

In the selection of data a deductive methodology is utilized, using already established 

scientific theory to substantiate the research question. It is discovered that limited research has 

been conducted on innovative business strategies and poverty reduction even though both 
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topics have high priority globally. The research design has furthermore been of qualitative 

nature. The thesis uses qualitative data with limited quantitative data from secondary sources, 

and the reason for selecting a qualitative study is that the method facilitates to explore implicit 

assumptions, identify variables, and overcome the lack of theories that can be employed to 

explain the exact behavior of participants (Creswell, 1994). Quantitative data from reports are 

applied at a couple of occasions as this data type seeks to generate knowledge through the use 

of numeric data (Andersen, 2003). Secondary data is the main source of information for the 

theoretical part of this study, and most of the data was collected through research and an 

extensive use of journal articles and reports from reliable sources. As Creswell affirms “ a 

qualitative study is defines as an inquiry process of understanding a social or human problem, 

based on building a complex, holistic picture, formed with words, reporting detailed views of 

informants and conducted in a natural setting” (Creswell, 1994).   

 

Throughout the thesis business projects are reviewed as part of the research strategy, since 

already implemented business projects can indicate which strategies create benefits for the 

poor. Investigating multiple projects can contribute to valuable insights for development 

strategies for the poor, as several opinions and experiences will be covered and explored. 

Nevertheless, some critics argue, that such a method offer no ground for establishing 

reliability or generality of findings, however the purpose of this thesis is not to generalize, but 

rather to review implemented projects and explore different strategies that can be utilized. 

 

The large quantities of literature consulted for the thesis using a broad variety of distinguished 

authors and real-life projects to back up the argumentation, makes the theoretical foundation 

very important. This has brought a focused but critical scope of the literature on poverty 

reduction and business strategies. To avoid biased opinions, counterarguments are provided 

throughout the thesis. The aim of the thesis is to combine the research strategies in order to 

review investments made by MNCs, conduct a profound analysis of the business strategies 

developed to reduce poverty, and thereby be able to create functioning recommendations.  

 

1.4 Delimitations 
Restrictions to the paper were necessary due to time constraints and the scope of the paper. 

The thesis examines investments by MNCs and innovative business strategies, and how they 

can be applied to reduce poverty. Following the effects of these strategies on the poor in 
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developing countries is discussed. Throughout the paper the focus has been solely on business 

strategies, however other elements such as government interference and aid will also have an 

influence on poverty reduction. The paper brings up the debate concerning measuring the 

poor population, but does not aspire to come up with new information within this discussion. 

Also, there are numerous organizations, institutes, and different kinds of actors that engage in 

the poverty discussion, but only the major ones are included in this paper. In addition, the 

main focus is on MNCs thus other groups or individuals of investors are not examined. The 

role of government in poverty reduction is neither emphasized, even though they do play a 

critical part in explaining why poverty still exists in developing countries. This is because the 

main focus is on MNCs and their strategies. Any debates on previous failed policies or 

reliability of published data will not be confronted. Despite debates concerning the poverty 

question, most researchers acknowledge that new efforts are necessary to reduce poverty in a 

timely manner. In addition, markets are getting saturated around the world, and MNCs are 

looking for new opportunities. MNCs commonly capitalize on business opportunities by 

engaging in FDI, often by joint ventures or establishing subsidiaries. The paper examines FDI 

because this flow of capital has boomed the last decades and FDI has been anticipated to 

reduce poverty. However, the other flows of capital are not elaborated. There exist numerous 

business strategies, but this thesis has concentrated on three innovative strategies that have 

received much attention the last few years. Business strategies for MNCs are reviewed in the 

discussion about the Bottom/Base of the Pyramid approach, and also in the Social Business 

approach. However, most of the projects from real-life contexts applying strategies suggested 

from those approaches are still not established enough to provide any scientific evidences and 

they lack adequate research. The projects are included to illustrate different strategies, but 

should not be used for generalization since they are in an infant stage as well as not validated. 

Specific features of the MNCs or the host countries mentioned throughout are not elaborated 

due to the limitations of this paper. The paper does not analyze neither the MNCs origin nor 

their engagements in detail, or speculate about their underlying reasons for engaging in such 

projects. In addition, the time perspectives of the investments are not reflected on in the paper, 

which may influence the results and lead to stories of success or failures. Limiting the 

research was needed but it also dismissed different related and appealing topics that could 

have added value.  
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2. Poverty  
 

“What poverty is taken to mean depends on who asks the question, how it is understood, and 

who responds”  

Robert Chambers 

What is poverty? Who asks? Who answers? (2006) 

 

The world’s population is rapidly increasing and the rich people are getting richer, whereas 

the poor people are becoming even more marginalized. Thus, the inequality in the population 

is growing. During the years of liberalization the belief was that this led to economic growth, 

and hence was good for development. In spite of this, research shows that the evidences are 

mixed; hence new measures as well as strategies have been developed to reduce poverty. 

MNCs have expanded their activities and pursued opportunities using different business 

strategies all over the world. Foreign direct investments have boomed the last decades, and 

the question has been centered on whether this strategy is bad or good for the poor. The 

promise is that MNCs have a positive impact on poverty when investment occurs in sectors 

where the poor are involved, and that this might be a solution to lift people out of poverty. In 

addition, innovative business strategies have lately been developed with the objective to 

reduce poverty. But to reduce poverty, the concept needs to be defined properly. With 

increased attention on poverty through continuous development of poverty reduction 

measures, it is maybe even more important know what poverty is than ever before (UNDP, 

2006). This first section in this chapter gives an overview of the poor population and how to 

measure it, and where the bulk of the poor population is located.  In the next section global 

efforts and the role of governments are briefly reviewed. The last section sums up the actors 

involved in poverty reduction and introduces the link between global business strategies and 

poverty.  

 

2.1 Definition of poverty 
The understanding of poverty has been a major human debate for many centuries. Since the 

1880s, three alternative conceptions of poverty have evolved as a basis for international and 

comparative work, and they depend principally on the ideas of subsistence, basic needs and 

relative deprivation (UNDP, 2006). After the World Summit on Social Development in 
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Copenhagen in 1995, 117 countries adopted a declaration and program of action that included 

commitments to eradicate ‘absolute’ and reduce ‘overall’ poverty. Absolute poverty was 

defined as "a condition characterized by severe deprivation of basic human needs, including 

food, safe drinking water, sanitation facilities, health, shelter, education and information. It 

depends not only on income but also on access to services" (UN, 1995). Overall poverty takes 

various forms, including "lack of income and productive resources to ensure sustainable 

livelihoods; hunger and malnutrition; ill health; limited or lack of access to education and 

other basic services; increased morbidity and mortality from illness; homelessness and 

inadequate housing; unsafe environments and social discrimination and exclusion. It is also 

characterized by lack of participation in decision making and in civil, social and cultural life. 

It occurs in all countries: as mass poverty in many developing countries, pockets of poverty 

amid wealth in developed countries, loss of livelihoods as a result of economic recession, 

sudden poverty as a result of disaster or conflict, the poverty of low-wage workers, and the 

utter destitution of people who fall outside family support systems, social institutions and 

safety nets” (UN, 1995). Then, 3 years after the World Summit in Copenhagen the UN 

developed a more general definition on poverty that does not distinguish between the levels of 

poverty: “Fundamentally, poverty is a denial of choices and opportunities, a violation of 

human dignity. It means lack of basic capacity to participate effectively in society. It means 

not having enough to feed and clothe a family, not having a school or clinic to go to, not 

having the land on which to grow one’s food or a job to earn one’s living, not having access 

to credit. It means insecurity, powerlessness and exclusion of individuals, households and 

communities. It means susceptibility to violence, and it often implies living on marginal or 

fragile environments, without access to clean water or sanitation” (UN, 1998). 

 

There is undeniably much that is transparent about poverty. One might not need elaborate 

measurement to recognize extreme poverty and to understand its background. But not 

everything about poverty is quite so simple. Even the identification of the poor and the 

diagnosis of poverty may be far from obvious when one move away from extreme poverty, 

thus to construct an overall picture of poverty, it is necessary to go well beyond identifying 

the poor. In 1981 Amartya Sen published “Poverty and Famines: An Essay on Entitlement 

and Deprivation”, a book in which he demonstrated that famine occurs not only from a lack 

of food, but from inequalities built into mechanisms for distributing food. He proposes that 

the measurement of poverty can be split into identification and aggregation, for that reason 

later known as Sen’s identification problem “Who are the poor?” and Sen’s aggregation 
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problem “How many poor are there? ”. In general there are thus two problems in measuring 

poverty, the first is identifying the poor, and the second is aggregating poverty, and this will 

be elaborated further in this chapter. 

 

2.1.1 The poor population 

The definitions of poverty are straightforward in theory. However, to identify the poor people, 

and measure the number of poor people has proven hard in reality. In addition, there are 

national differences as well as regional discrepancies when defining and measuring poverty, 

for instance a person can be poor by global standards, but not compared to its countrymen or 

neighbors. Even in quite poor countries, this concept of poverty exists, and it matters whether 

a person is poor relative to his countrymen, or as Adam Smith put it, whether he can appear in 

public without shame. To measure poverty welfare measures has to be defined, followed by 

choosing and estimating poverty lines and poverty indicators. In addition, measuring 

inequality and vulnerability is necessary. However, it is not as it easy as it might sound in 

practice. Some of the issues that arise when measuring poverty are lack of data, 

inconsistencies in data sources, deficient comparisons between studies, and targeting errors 

due to overlap problems between different approaches; with the result that different people 

are identified as poor; depending on the used approach. One notion often ignored when 

discussing the number of poor is the total population, and the fact that the number of people 

during the last century has increased tremendously. This can be demonstrated by looking at 

some questions presented by Ravi Kanbur (2004) to illustrate the discussion of the 

assumptions that underlie the standard measures of poverty: 

 

“ If the total number of the poor goes up but, because of population growth, the percentage of 

the poor in the total population goes down, has poverty gone up or down? Suppose the 

incidence of poverty goes down because the poor die at a faster rate than the non-poor—is 

this a legitimate ‘decrease’ in poverty? Which outcomes other than income should be 

included in the assessment of ‘success’, and how should they be weighed relative to income 

and relative to each other? Suppose overall poverty goes down, but this is because of a fall in 

poverty for some but an increase in poverty for others—is such aggregation across poor 

individuals ethically acceptable?” 

Ravi Kanbur 

Growth, Inequality and Poverty: Some Hard Questions (2004) 
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The questions will not be answered in this paper; but are mentioned to raise awareness of the 

complexity of measuring poverty, and the connection between poverty and development. 

 

The meaning and measurement of poverty has changed from the 1960s, when poverty was 

economically determined and standards of living were measured as income per capita. Then 

the capability approach emerged, and later the concept developed into today’s view that is a 

multidimensional view on poverty. Multidimensional poverty refers to the idea that poverty is 

more than insufficient income or the deprivation of material resources, and also cover the lack 

of opportunity to access an education, basic healthcare, clean drinking water or to influence 

political processes and other factors that matter to people (UNDP, 2009). The development of 

the poverty concept is illustrated in the table below (Sumner, 2007). 

 

Table 2.1 Development of the poverty concept 

Period Concept of poverty Measurement of poverty 

1960s Economic GDP per capita growth 

1970s Basic Needs (inc. economic) GDP per capita growth+basic goods 

1980s Economic GDP per capita  

1990s Human development (inc. economic) UNDP Human Development Indices 

2000s Multidimensional 'freedom' Millennium Development Goals 

 

Source: Sumner (2007) 

 

The most significant criteria for a poverty indicator are that it should be user friendly, cheap 

and easy to collect and not easily manipulated, be based on an universal perception of 

poverty, and be a simple, direct, measurable and unambiguous proxy (Sumner, 2007).  

Today’s concept of poverty is multi-dimensional, and the key indicators are the Millennium 

Development Goals (MDGs), which are a part of the Millennium Declaration, developed by 

the UN in 2000, and will be further explained in section 2.2.1. However, even though the 

concept of poverty today is multidimensional, monetary measures of poverty still maintain the 

key position in development indicators and policy (Sumner, 2007). According to Sumner the 

perception among policy makers is that economic measures of poverty are more objective or 

exact, and that this is why they still dominate in poverty measures (Sumner, 2007). In an 
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economic approach the poverty line is widely used while in a capabilities approach human 

development indexes are used to measure poverty, thus both approaches will be reviewed. 

 

2.1.1.1 The poverty line  

A central indicator in income and consumption measures of poverty is the poverty line, the 

critical value below which an individual or household is determined to be poor.  Poverty 

measures based on an international poverty line attempt to hold the real value of the poverty 

line constant across countries, as is done when making comparisons over time. However, 

countries set their poverty lines at different thresholds, making consistent international 

comparisons of poverty difficult. In order to compare poverty across countries, a consistent 

international poverty line must be used to measure poverty. Such a universal line is generally 

not suitable for the analysis of poverty within a country. For that purpose, a country-specific 

poverty line needs to be constructed, and the poverty line may need to be adjusted for 

different locations within a country (UNDP, 2006).   

 

In 1990 the World Bank implemented a standard poverty line to measure extreme poverty in 

the developing world. In an attempt to define poverty operationally, the measure was set at $1 

a day for poor countries, known as the ‘dollar-a-day’ poverty line and this measure is widely 

used today. However, an important notion to take into consideration is that one dollar in 1990 

is not one dollar in 2010. Today a $1.25 a day poverty line measured in 2005 prices replaces 

the $1.08 a day poverty line measured in 1993 prices (UNDP, 2006). However, this new 

poverty line is about 14 percent lower than the old international poverty line, which in 2005 

dollars is $1.45 (The World Bank). Consequently, the poverty line needs to be used in a 

precocious manner, and the dollar value applied in research has to be carefully clarified. 

Another discussion is about the differentiation of people living under $1 or $2 a day. 

Evidently this will give different results, and for poor people living on $2 instead of $1 a day 

can make a huge impact on their lives, thus using a $2 poverty line gives a more imprecise 

statement of poor people.  Clearly there are discrepancies regarding this measure, in this paper 

both $1, $1.25 and $2 is used, for the sake of simplicity as well as for illustrating the different 

results achieved when applying one instead of the other.  

 

Overall, whether using $1, $1.25, $1.45 or $2 this measure has been widely accepted as the 

international standard for poverty. In practice, like the definition of poverty, the official or 
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common understanding of the poverty line is significantly higher in developed countries than 

in developing countries. International poverty estimates are available for low and middle-

income countries only. Some high-income countries also report poverty indicators, but a 

dollar-a-day poverty line is not relevant, thus not applicable for high-income countries 

(UNDP, 2006). Such a poverty line corresponds to the value of the poverty lines used in some 

of the poorest countries, and is useful for producing global aggregates of poverty since it tests 

for the ability to purchase a basket of commodities that is roughly similar across the world 

(UNDP, 2006). Still, the poverty line is based on prices of commodities that are not 

representative of the consumption baskets of the poor, so they may not fully reflect the 

comparative cost of goods typically consumed by the very poor. As a result, there is no 

certainty that an international poverty line measures the same degree of need or deprivation 

across countries. All together, this indicator may have been convenient for practical purpose, 

but it has not proved to be of continuing value (UNDP, 2006). 

 

2.1.1.2 The capabilities approach 

The capabilities approach arose as a result of growing criticism to the monetary approach of 

the 1980s, and is about much more than the rise or fall of national incomes. The belief is that 

development is about expanding the choices people have to lead lives that they value, thus it 

is about much more than economic growth (UNDP, 2006). The work of previously mentioned 

Amartya Sen and others established the foundation for this approach, which can be explained 

as a way of enlarging people’s choices and enhancing human capabilities, and poverty is 

understood as capability-deprivation. Nussbaum (2000) frames basic human principles in 

terms of ten capabilities, which she argues should be supported by all democracies on the 

route to improve development. The researchers made the capabilities approach to cause a 

policy debate in human development.  

 

The capabilities approach has inspired the creation of the UNDP Human Development Report 

(HDR) that has since its launching developed four main human development indices. The 

three most recognized poverty indices the Human Development Index (HDI), the Gender-

related Development Index (GDI) and the Human Poverty Index (HPI), were first published 

in the first Human Development Report in 1990. The HDI measures the average achievements 

in a country in three basic dimensions of human development: a long and healthy life, 

knowledge and a decent standard of living. The GDI is an index that measures human 
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development in the same dimensions as the HDI while adjusting for gender inequality in 

those basic dimensions. The HPI is divided into the HPI-1 and HPI-2. The HPI-1 measures 

human deprivation in the same aspects of human development as the HDI for developing and 

transition countries and the HPI-2 includes, in addition to the three dimensions in HPI-1, 

social exclusion. The human development indices evolved as alternatives to income as a 

measure of human well being, but to measure the capabilities in order to decide whether 

who’s poor or not has proven hard, especially with regard to which capabilities to measure as 

well as how to make them suitable for aggregation. Consequently economic measures are still 

widely used, but in relation to the 20 years anniversary for the HDR, the indices are under 

revision to be consistent with the multidimensional view on poverty. In addition effort is 

made to develop new survey instruments to operate Nussbaum’s capabilities. 

 

2.1.2 Location of the poor population 

In 2009 The World Bank published its prospect on the global economy, including a poverty 

forecast (The World Bank, 2009). The table below examines poverty in developing countries 

by region in the years 1990, 2005 and 2015, and uses both the $1.25 as well as a $2 poverty 

line.  

 

Table 2.2 Poverty by regions in 1990, 2005 and 2015  
Region or country 1990 2005 2015 

Number of people living on less than $1.25/day (millions) 

East Asia and the Pacific 873.3 316.2 137.6 

- China 683.2 207.7 84.3 

Europe and Central Asia 9.1 17.3 9.8 

Latin America and the Caribbean 49.6 45.1 30.6 

Middle East and North Africa 9.7 11.0 8.8 

South Asia 579.2 595.6 403.9 

- India 435.5 455.8 313.2 

Sub-Saharan Africa 297.5 388.4 356.4 

Total 1,818.8 1,373.5 947.2 
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Region or country 1990 2005 2015 

Number of people living on less than $2/day (millions) 

East Asia and the Pacific 1,273.7 728.7 438.0 

- China 960.8 473.7 260.9 

Europe and Central Asia 31.9 41.9 26.7 

Latin America and the Caribbean 86.3 91.3 72.4 

Middle East and North Africa 44.4 51.5 33.3 

South Asia 926.0 1,091.5 959.5 

- India 701.6 827.7 714.5 

Sub-Saharan Africa 393.6 556.7 585.0 

Total 2,755.9 2,561.5 2,115.0 

    

Percentage of people living on less than $1.25/day 

East Asia and the Pacific 54.7 16.8 6.8 

- China 60.2 15.9 6.1 

Europe and Central Asia 2.0 3.7 2.2 

Latin America and the Caribbean 11.3 8.2 5.0 

Middle East and North Africa 4.3 3.6 2.5 

South Asia 51,7 40.3 23.8 

- India 51.3 41.6 25.4 

Sub-Saharan Africa 57.6 50.9 37.1 

Total 41.7 25.2 15.5 

    

Percentage of people living on less than $2/day 

East Asia and the Pacific 79.8 38.7 21.6 

- China 84.6 36.3 18.9 

Europe and Central Asia 6.9 8.9 6.0 

Latin America and the Caribbean 19.7 16.6 11.8 

Middle East and North Africa 19.7 16.9 9.3 

South Asia 82.7 73.9 56.6 

- India 82.6 75.6 57.9 

Sub-Saharan Africa 76.2 73.0 60.8 

Total 63.2 47.0 34.6 

Source: The World Bank (2009) 

 

In 1990 it was China that had the highest percentage of people living on less than $1.25 a day. 

Since then, the poverty situation among the regions has taken different directions. In the East 

Asia region, the number of poor people as well as the percentage has decreased tremendously, 
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mainly due to China’s development. Actually, the percentage in this region living on less than 

$1.25 was 60.2 percent in 1990, and is predicted to be 6.1 percent in 2015. This region is 

actually the only region not experiencing an increase in people living in poverty between 

1990 and 2005. The table shows that sub-Saharan Africa (SSA) was the poorest region in 

2005, when measured in percentage of the population using $1.25 as the poverty line. 

However, when using $2 as poverty line, India has the highest percentage of poor people. 

This implies that India has a high number of poor people, but they are not as marginalized as 

the poor ones in sub-Saharan Africa, but the overall percentage of poor in India is slightly 

higher than in sub-Saharan Africa. When looking at the forecast for 2015, the picture has 

changed and sub-Saharan Africa has a higher percentage of poor when applying both the 

$1.25 and $2 poverty line. When looking at the population in numbers, India was in 2005 the 

single country with the largest number of people living on less than both $1.25 and $2, though 

both are expected to decrease by 2015. In sub-Saharan Africa the number of people living on 

less than $1.25 is expected to have a slight decrease by 2015, however, the number of people 

living on less than $2 is expected to rise, thus obviously there has been a small shift of people 

being slightly more fortunate. However, when measuring the number of people living in the 

different regions has to be considered, for example sub-Saharan Africa has less population 

than the heavy populated Asian regions. Even though the table is based on predictions, a 

quick conclusion that can be drawn from this is that even though China will succeed in 

reducing national poverty, the future does not seem that bright for sub-Saharan Africa and 

India. 

 

The same report also argues that due to the revised poverty line; using the 2005 prices and the 

$1.25 poverty line, the estimates provide a different picture of poverty than previously 

portrayed, and actually more people live under the poverty line than previously presumed. 

This implies that the number of poor that needs to be reached by the MDGs by 2015 have to 

be adjusted to match the revised poverty line. According to The World Bank, global poverty 

in 1990, the benchmark year for the MDG is now estimated to have been 41.7% of the 

developing-country population (compared with the previous estimate of 28.7%), thus the 

MDGs goal was 14.4 %, but with the new numbers, the target for the poverty MDG is 20.9% 

(The World Bank, 2009). Using the latest research by the World Bank thus states that the 

number of people living below $1.25 in 2005 was 1.3735 billion, and 2.5615 billion people 

approximately living under $2. However, both lower and higher numbers of the poor 

population exist in research, this paper does not aim to calculate any numbers concerning this 
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matter, but additional comments on this discussion in regard to the Bottom of the Pyramid 

approach will be given in chapter 5. There are many reasons for the uneven distribution of 

wealth and poverty, and although people from developed nations also experience poverty, the 

vast majority of the poor live in developing countries. Lack of resources, climate and 

geography can play an important part in explaining the location of poor people, and while the 

geography of poverty is important, it is equally important to recognize that within poor 

regions there are patterns of poverty distribution that are determined by other factors. One 

example is that people living in rural areas are most typically those who suffer from poverty 

within a developing country, however many attempts to reduce poverty have been focused on 

urban areas, despite the prevalence of poverty in rural locations. This is one of the issues 

concerning poverty that international organizations recently have focused on. The next section 

will examine some global poverty reducing policies and the role of governments in 

identifying and coordinating development policies.  

 

2.2 Poverty reducing policies 
Governments, institutions, and international organizations have made numerous efforts to 

reduce and alleviate poverty. Fighting poverty is an enormous task, and in spite of all efforts 

and policies implemented, poverty still exists. According to Sumner, development policy is a 

product of the interaction of both Northern and Southern contexts, and to analyze the policy-

making process there are numerous theories and frameworks (Sumner, 2008). Hence, it is 

important to understand the background of policy-making. Policy-making is a function of the 

message, the connectors and the context, and by using this as a framework; policy spaces 

(local, regional, national or global) can be explored. The policy spaces include conceptual 

spaces, invited spaces, and popular and practical spaces (Sumner, 2008). Conceptual spaces 

are spaces where new ideas are introduced and announced, for example through the 

UNCTAD’s World Investment Report (WIR). Invited spaces are usually formal events within 

the government bureaucracy, as well as consultations led by government agencies, or 

development agencies. Popular and practical spaces can be demonstrations or protests, usually 

to put pressure or enlighten involved actors. According to Sumner the spaces that mostly 

appear to matter are conceptual spaces and popular spaces, still when exploring the 

connection between FDI and poverty reduction, all spaces seems to matter (Sumner, 2008). 

This paper will not further analyze policy-making, however a few policy spaces will be 

reviewed for the sake of the content throughout the paper, since the decisions made by 
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governments, institutions, and international organizations can have huge impact on the 

decisions made by MNCs and their activities. Central international organs and the most 

important development frameworks today, the Poverty Reduction Strategy Paper and the 

Millennium Development Goals, will be examined. Following the role of governments will be 

briefly reviewed.  

 

2.2.1 Global organizations 

A number of institutions and organizations exist today, both governmental as well as non-

governmental, to support the development of the developing countries. The UN, the World 

Bank and the IMF are organizations that have existed for decades and they collaborate with 

the World Trade Organization (WTO), the World Health Organization (WHO), the 

Organisation for Economic Co-operation and Development (OECD), regional development 

banks and other international bodies. All of these organizations are involved in global 

economic issues, but each has its own unique areas of responsibility and specialization. In 

addition to the organizations mentioned above, it exists numerous non-governmental 

organizations. Some of the most successful ones concerning poverty reduction on both a 

global and local scale are CARE, Oxfam, Kiva and the Grameen Bank. The Grameen Bank 

and its work to reduce poverty in Bangladesh will be further discussed in chapter 5. Although 

the institutions and organizations differ in background, size, goals and agendas, they all have 

stated a mission to reduce poverty. There are three major reports that report on current 

situations as well as forecasts the future, all of which are published annually. The United 

Nation publishes two of them, one through UNCTAD, the World Investment Report (WIR), 

and the other one through UNDP, the Human Development Report (HDR). The third report is 

the World Bank’s World Development Report (WDR). The World Investment Report covers 

each year the latest trends in foreign direct investment around the world and analyses in depth 

one selected topic related to foreign direct investment and development. It also includes 

analysis of the trends in foreign direct investment during the previous year, with special 

emphasis on the development implications. The Human Development Report is an 

independent report commissioned by the UNDP, and was first launched in 1990. The goal is 

to put people back at the center of the development process in terms of economic debate, 

policy and advocacy. Each report also focuses on a highly topical theme in the current 

development debate, providing path-breaking analysis and policy recommendations. The 

World Bank's World Development Report focuses on a specific aspect each year, for example 
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poverty, and aims to provide an in-depth analysis and policy recommendations on that given 

aspect. All the above-mentioned reports have been used extensively through this paper to 

grasp the concept of poverty as well as to explore MNCs business strategies in developing 

countries.  

 

The Millennium Development Goals (MDG) are the internationally agreed framework for 

assistance to reduce world poverty, while at country level, assistance to poverty reduction 

should be guided by the Poverty Reduction Strategy Paper (PRSP). Many of the targets of the 

Millennium Development Goals (MDGs) were first set out by international conferences and 

summits held in the 1990s. During the UN Millennium Summit in September 2000, The 

Millennium Declaration was adopted by 189 nations and signed by 147 heads of state and 

governments, and includes monetary factors such as measures of income, expenditure or other 

monetary factors, as well as gender equality, education, health, shelter, water, sanitation, risk, 

vulnerability, participation, ‘voice’, and other social ‘rights’. The declaration then included 8 

specific and measurable development goals, the Millennium Development Goals (MDGs), to 

be achieved by 2015 and the goals have been commonly accepted as a framework for 

measuring development progress. One goal that is relevant in this paper is the goal to 

eradicate extreme poverty and hunger. The cornerstone of the MDGs is the intention of 

cutting world poverty in half by 2015. This is described in target 1.1, where the proportion of 

the population living below $1 per day is measured. The goals and targets are interrelated and 

should be seen as a whole, and they represent a partnership between the developed countries 

and the developing countries “to create an environment – at the national and global levels 

alike – which is conducive to development and the elimination of poverty” (UNDP, 2009). 

Today’s multidimensional view on poverty is also reflected in the MDGs: “ The Millennium 

Development Goals are the world’s time-bound and quantified targets for addressing extreme 

poverty in its many dimensions – income poverty, hunger, disease, lack of adequate shelter, 

and exclusion – while promoting gender equality, education and environmental sustainability. 

They are also basic human rights – the rights of each person on the planet to health, 

education, shelter, and security as pledged in the Universal Declaration of Human Rights and 

the UN Millennium Declaration.” (UN 2005). 

 

The Poverty Reduction Strategy Paper (PRSP) was initiated by the World Bank and the IMF 

in the wake of disappointing results from structural adjustments, after realizing that nearly 20 

years of economic reforms had not brought poor countries out of poverty (Selbervik and 
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Wang, 2006). Launched in 1999, PRSP has become a key reference document to a majority of 

developing countries. The initiative is connected with the debt relief effort towards the 

Heavily Indebted Poor Countries (HIPC) and loans from the World Bank and the (IMF).3

 

 

According to the World Bank the PRSPs describe a country’s macroeconomic, structural and 

social policies and programs to promote growth and reduce poverty, and are prepared by 

governments through a participatory process involving civil society and development 

partners, including the World Bank and the IMF. The PRSP constitutes a point of departure 

for developing countries’ dialogue with their developing partners, as well as it claims to be a 

national steering document for poverty reduction (Selbervik and Wang, 2006). The PRSP is a 

flexible concept varying from country to country and by now, more than 70 developing 

countries have embarked on a PRSP process (IMF). The PRSPs have lists of monitoring 

indicators, which should be chosen on the basis of the international development goals and 

indicators to simplify the monitoring and review processes.  In spite of limited substantiation 

of success, the PRSP approach has continued to evolve (Selbervik and Wang, 2006). 

According to Selbervik and Wang there are strong arguments for giving parliaments a say in 

the pursuit of poverty reduction, and the lessons from the first generation PRSPs seem to have 

given birth to a new development co-operation view: ‘the importance of domestic politics’ 

(Selbervik and Wang, 2006). The role of government will be further discussed in the next 

section. 

2.2.2 The role of governments 

 

“Once upon the time, economists believed that the developing world was full of market 

failures and the only way in which poor countries could escape from their poverty traps was 

through forceful government interventions. Then there came a time when economists started 

to believe government failure was by far the bigger evil, and that the best thing that 

governments could do was to give up any pretense of steering the economy. “ 

Dani Rodrik 

Industrial Policy for the 21st Century (2004) 

 

The interaction between international agreements and domestic institutions plays a crucial 

                                                        
3 The UN’s Poverty Strategies Initiative (PSI) is a parallel initiative that has been a complementary effort and 
has contributed to several national poverty reduction plans. 
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role in efforts to reduce poverty. Governments in developing countries have often been 

associated with specific problems, they have been blamed for not functioning as democratic 

organs and their legitimacy has often been perceived as low (Selbervik and Wang, 2006). 

Also governments competence and capacity have been perceived as low, however, 

governments at least in some countries have been strengthened in the last years (Norton, 

1999). Strengthening the capacity of governments have received more attention lately and are 

included in the objectives of organizations such as the World Bank, who stated that 

“Successful poverty reduction hinges on a broad spectrum of policy changes and on wide 

participation, engaging all of a country’s stakeholders. Clearly, parliamentarians around the 

world must play a role in this process” (World Bank. 2000:4). In view of the fact that 

liberalization and privatization have failed to deliver the expected performance, governments 

have begun to seek a more stable strategy (Rodrik, 2004). Thus the belief now is that the 

governments need to play an active role in poverty reduction, and according to Gallagher and 

Zarsky the four key reasons why governments should play a role in steering markets towards 

sustainable development are because of information externalities, coordination externalities, 

imperfect competition and environment externalities (Gallagher and Zarsky, 2007).  

 

Governments can help ensure local development benefits by deciding the terms for FDI from 

MNCs, and they can use their regulatory power to for example determine which MNCs they 

do business with in order to create sustainable development within their country. Moreover, 

the effect of FDI largely depends on the policies of the host country. Overall, the government 

needs to maintain its autonomy from private interests, but it can only extract useful 

information from the private sector when engaged with it. In sum, with regard to MNCs, 

governments need to develop a framework for conducting policy that maximizes its potential 

to contribute to economic growth while minimizing the risks that it will generate waste and 

rent-seeking (Rodrik, 2004).  

 

2.3 Concerted efforts 
As the date for the MDGs of halving poverty approaches, the progress towards the goals has 

been threatened by sluggish, or even negative, economic growth, diminished resources, fewer 

trade opportunities for the developing countries, and possible reductions in aid flows from 

donor nations (UN, 2009). According to a recently published report from UN many countries 

are not on track to meet the Millennium Development Goals of halving levels of extreme 



 

 21 

poverty by 2015, and despite economic growth in many developing countries this has not 

translated into poverty reduction (UN, 2010). Governments, international organizations and 

NGOs have been active in the pursuit of poverty reduction, but despite the efforts to reduce 

poverty, poverty is still around.  As a result, the role of MNCs in reducing poverty is 

increasingly gaining attention. Today the number of MNCs entering poor markets is growing, 

however the flows of capital as well as the objectives differ from one MNC to another.  As 

part of their business strategy, some MNCs seek to reduce poverty while operating in poor 

markets, and their capital has potential to deliver benefits to developing countries. Some 

pursue profit opportunities whereas others have different goals such as solving social 

problems. Moreover, some even suggest that MNCs can do both, even in developing 

countries. Capital flows in three primary forms; portfolio equity investments, portfolio debt 

investments or FDI (WIR, 2007), where FDI is the main proxy of MNCs activity today. FDI 

is not an ends but a means to sustainable development, and MNCs can bring the assets the 

developing countries need to transform their resources into products that can be used locally 

or exported. However, to contribute to poverty alleviation and accelerated development there 

is a need for institutional and regulatory frameworks promoted by responsible investors and 

governments, thus all relevant stakeholders need to join forces in a concerted effort (WIR, 

2007). In this chapter the concept of poverty has been examined, and poverty reducing efforts 

have been reviewed. Initiatives from organizations and the role of governments in the last 

years have briefly been discussed, as they constitute crucial parts of poverty reduction 

frameworks. However, as this thesis focus on the role of the MNCs, the next chapter will 

discuss FDI and its prospect of reducing poverty.  
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3. Foreign direct investment 
 
In an article from 1969 George J. Stigler asks if economists have a significant past, and he 

concludes: “ The economics of 1800, like the weather forecast of 1800, is mostly out of date” 

(1969).  Nevertheless, the definitions of economic theory and method used today are basically 

the sum of the research, studies and theories from the past. Even though economic activities 

were quite common in the 19th century, the term foreign direct investment (FDI) was never 

used (Agarwal, 1980). FDI has existed since colonial times, but it was after the Second World 

War that the flows accelerated, hence the interest for research within the field grew (Sumner, 

2005). Until the 1950s the analysis of international investments was limited to isolated studies 

of individual cases, actually the theories on FDI were first thoroughly formulated in the 

beginning of the 1970s (Dunning, 1993). Since then numerous theories on FDI has been 

created, and the debate whether FDI works as a catalyst for economic growth still cause 

disagreements between researchers. With an increased global focus on poverty reduction, the 

prospects of FDI as a mean to reduce poverty in developing countries has achieved new 

attention. FDI can take the form of greenfield FDI, which refers to investments that create 

new production facilities in host countries, or brownfield FDI, which refers to cross-border 

mergers and acquisitions. The reasons MNCs choose FDI are several, but because of 

imperfections such as transaction costs in the market, it may be profitable for the firm to 

integrate vertically and horizontally rather than engaging in arms length transactions. The 

innovative business strategies later examined in this paper significantly suggest entering the 

poor markets either by green field or brown field FDI. FDI affects development through areas 

such as employment and incomes, capital formation, market access, structure of markets, 

technology and skills, fiscal revenues, and political cultural and social issues (UNCTAD, 

1999). This chapter will first explain the basics of foreign direct investments and the reasons 

for MNCs investing abroad. Following the liberalization process that led to free trade and this 

impact on FDI will be discussed. Next the theories concerning FDI and growth are reviewed, 

as well the promise of increased growth as a result of FDI is examined. The last section 

introduces the linkages FDI can create in order to reduce poverty.  
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3.1 The development of foreign direct investment 
According to IMF foreign direct investment (FDI) refers to investments performed by foreign 

investors with a long-term perspective and the elements of the FDI income component consist 

of income on equity, reinvested earnings and undistributed branch profits, and income on 

debt. UNCTAD defines FDI as an investment involving a long-term relationship and 

reflecting a lasting interest in and control by a resident entity in one economy of an enterprise 

resident in a different economy, where a direct investment enterprise is defined as an 

incorporated or unincorporated enterprise in which the direct investor, resident in another 

economy, owns 10 percent or more of the ordinary shares of voting power (UNCTAD, 2009). 

Consequently, the numerous ways of interpreting and measure FDI gives space for 

discrepancies, as pointed out in a training manual on statistics for FDI and the operations of 

MNCs published by UNCTAD: “Major discrepancies still exist among countries in key areas 

of FDI statistics, including data sources, collection methods and dissemination policies. For 

instance, an increasing number of countries apply the ‘10 per cent rule’ criterion, while some 

of them still do not use a predetermined threshold, relying instead on investment approval 

authorities as the source of data for their FDI statistics.” (UNCTAD, 2007). 

 

Often the main purpose of the investor in cases of FDI is to gain an effective voice in the 

management of the enterprise. The most important characteristic of FDI, which distinguishes 

it from foreign portfolio investment, is that it is undertaken with the intention of exercising 

control over an enterprise. However, there are other ways in which foreign investors may 

acquire an effective voice; one example is having an equity stake in an enterprise. The term 

FDI is both used on inward and outward FDI, and it can be measured either by flow (quantity 

of investments during a year) or stock (total accumulation of investments by the end of a 

year). Since this paper concentrates on the poverty reducing attributes of foreign direct 

investment, FDI measured in flows is used. The argument for this decision is that FDI flows 

capture the changes in FDI, while FDI stock estimates the total FDI within a country. 

 

“Foreign direct investment has registered an enormous growth over the past three decades,” is 

the opening words of the frequently cited article by Agarwal on FDI from the 1980s 

(Agarwal, 1980:739). Still, if the growth in FDI in the 1970-80s was massive, it’s hard to find 

the correct word for the development from the end of the 1980s until today, illustrated in 

figure 1 on the next page (UNCTAD, 2009). 
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Figure 3.1 FDI inflow, 1989-2008 (in million US$) 

 

 
 

Source: UNCTAD, FDI database (2009) 

 

The total FDI flow was 948 579 million dollar in the years 1989-1993, and grew to 6 845 486 

million dollar in the years 2004-2008. In the beginning of the century the FDI decreased 

tremendously, but in 2004 it was yet again increasing and this trend continued until 2007. The 

total FDI in the world was 1 978 838 million dollar in 2007 compared to 1 697 353 million 

dollar in 2008. The reduction in total FDI is believed to be a consequence of the financial 

crisis, and total FDI is also expected to drop in a few years to come (UNCTAD, 2009). 

Anyhow, as the figure illustrates, total FDI have experienced a remarkable growth the last 20 

years.  

 

Table 1 on the next page shows the development in FDI within economies, in as well as in the 

different regions of the world from 1989 until 2008 (UNCTAD, 2009). 
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Table 3.1 FDI shares in various regions, 1989-2008 (in million US$ and %) 
 

FDI FLOW IN 

REGIONS     

     

YEAR 1989-1993 1994-1998 1999-2003 2004-2008 

     

In million dollar ($)         

     

World 948577.8 2179511.0 4475545.6 6845486.3 

Developed economies 707998.3 1400983.9 3358733.1 4320924.2 

Transition economies 4836.2 30313.1 56402.1 321032.1 

Developing economies 235743.3 748214.0 1060410.4 2203530.0 

  Africa 20276.9 38359.5 78741.7 274224.0 

  America 60587.2 263754.5 388061.7 537293.5 

  Asia 152794.3 443705.2 592146.1 1388040.7 

  Oceania 2084.9 2394.8 1460.8 3971.8 

Least developed countries 6898.9 13825.5 38279.7 111027.5 

Developing ec. exl. China 185974.8 544481.7 826251.7 1805946.0 

     

Share of FDI (%)         

     

World 100.0% 100.0% 100.0% 100.0% 

Developed economies 74.6% 64.3% 75.0% 63.1% 

Transition economies 0.5% 1.4% 1.3% 4.7% 

Developing economies 24.9% 34.3% 23.7% 32.2% 

  Africa 2.1% 1.8% 1.8% 4.0% 

  America 6.4% 12.1% 8.7% 7.8% 

  Asia 16.1% 20.4% 13.2% 20.3% 

  Oceania 0.2% 0.1% 0.0% 0.1% 

Least developed countries 0.7% 0.6% 0.9% 1.6% 

Developing ec. exl. China 19.6% 25.0% 18.5% 26.4% 

 

Source: UNCTAD, FDI database (2009) 
 

The table illustrates that FDI, measured in million dollars, has increased in all of the regions 

during the years investigated. Still, even though the total has increased, there have been 

variations from year to year, as illustrated in figure 1. The table proves that the main share of 

FDI goes into the developed countries. In 2008 the share of FDI flow into developing 



 

 26 

countries was 36.6%, still only 2% of the FDI flow was into the least developed countries. 

This demonstrates that the bulk of FDI chiefly flows between developed nations, and only 

into a few of the developing countries, such as China and India. The reasons why FDI flows 

to some countries and not others will be elaborated in the next section.  

 

3.2 Reasons for FDI 
Despite reduced transport costs and technology development the recent years: to move a part 

of, or the whole business is still an expensive affair. When a company decides to invest 

abroad it faces an increase in costs because of cultural, institutional and language differences, 

a lack of local knowledge, and extra expenses as a result of long distance communication and 

transport. However, the main objective for most MNCs is to maximize profits, thus this 

influence the decision of the investments. Consequently, the companies expect that by 

investing abroad the income will exceed the costs.  Traditionally, variation in input prices is 

the main objective for international investments, but this does not explain the case of FDI. 

The main share of FDI is actually between developed countries, countries that often are 

comparable in factor access as well as the size of the market (UNCTAD, 2004). This 

indicates, surprisingly enough, that the investment decision not necessarily is driven by 

differences among countries.  

 

3.2.1 Horizontal and vertical investments 

Basically the objectives for FDI can be divided into two categories: access to new markets 

(horizontal investments) or access to cheaper inputs (vertical investments). Investments aimed 

toward local market access are named horizontal investments. This type of investment is 

recognized by implementation of identical production activities in different countries that 

often have similar access to input as well as similar market size. The objectives for horizontal 

investments are often cut in transport costs or so called ‘tariff jumping`. This is when a 

company establishes itself in a country to manage the local market and avoid the export taxes. 

In an empirical study of the influence of globalization on FDI, Nunnenkamp shows that “the 

tariff jumping motive for FDI had lost much of its relevance well before globalization became 

a hotly debated issue” (Nunnenkamp, 2002). Thus access to new markets is often based on 

costs concerning transportation, and the fact that the company will be in the middle of its 

market.  Vertical investments are defined by relocation of some parts of the production 

outside the home boundaries (also known as cost minimization). The decision to move parts 
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of the production abroad is motivated by cheaper access to inputs in another country, such as 

less expensive labor or easier access to raw materials.  Horizontal and vertical investments are 

not competing theories striving to explain the same situation. On the contrary, the two 

different kinds of investments are motivated by various factors and influence the host 

countries differently. Horizontal investments constitute the bulk of total investments, 

however, vertical investments has been growing since the 1990s (Navaretti and Venables, 

2004). 

 

An apparent difference between the two categories is that companies investing vertical tend to 

engage in both FDI and exports. In a horizontal FDI model the two countries are often 

visualized as being of similar size, but in a vertical FDI model the home country is usually 

thought of as being much larger than the host country. This stress the fact that a horizontal 

investment decision often occurs between of a pair of developed countries, whereas a vertical 

investment decision occurs between a developed source country and a developing host 

country. Thus for investing horizontally the question is how best to serve the host market, and 

when investing vertically the question is typically how best to serve the domestic market. 

Overall, that developed countries are both the source and the host of most FDI suggests that 

market access is more important than reducing production costs as a motive for FDI. 

 

3.2.2 The ownership, location, and internationalization (OLI) paradigm 

The increased growth in FDI in the beginning of the 1950s inspired a rising interest in the 

theories that examined the factors for the decisions on where to invest. In the recognized 

article “Determinants of Foreign Direct Investments: A Survey” by Jamuna Agarwal a 

number of theories that could be used to evaluate the decisions of MNCs was presented, but 

all of them was partial analyses. In the end of the article, Agarwal calls for a general theory 

that is capable of integrating the knowledge of FDI and hence points towards the eclectic 

paradigm by Dunning as a promising starting point (Agarwal, 1980). John Dunning presented 

“the eclectic approach” for the first time in 1977, and have since published several articles 

about how to use the approach. One of the most important qualities of the research is the 

integration of the different theories on FDI in the same framework, and this was 

groundbreaking within the field. According to Dunning there are three conditions that decide 

FDI: Ownership, Location and Internalization, thus the name the OLI. Given that MNCs are 

normal companies with the main objective of profit maximization, the companies only invest 
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if the income covers the extra costs of investing abroad. If the decision on investing pays off, 

it indicates that the company enjoys advantages that the local company does not.  Those 

advantages were labeled ownership advantages by Dunning and can consist of knowledge and 

technological advantages, advantages due to the size, easy access to capital, economies of 

scale or monopolistically advantages (Dunning, 1977). The ownership advantage explains 

why a company establishes itself abroad and the localization advantage explains where. The 

localization advantages depend on the economical, social and political conditions in the host 

country, and a company can enjoy advantages in cheaper inputs, less taxes and fees, or 

experience increased market access.  The last part of the OLI, internalization, describes why a 

company decides to invest abroad, instead of exporting its products/services or establish 

leasing agreements with local companies. This also includes the specific advantages the 

company evaluates, such as reduced risk with internal control, stronger position in 

negotiations due to size and assurance that knowledge is used the correct way.  

 

3.3 Liberalization 
 

“The case for liberalizing FDI is similar to that for liberalizing trade: under the right 

conditions, freer FDI leads to a more efficient allocation of resources across economies and, 

where markets are not distorted, within a host economy.” 

UNCTAD 

World Investment Report (2003) 

 

The ideas of economic liberalism and reduced trade regulations were introduced in the end of 

the 18th century. In the book Wealth of Nations (1776), Adam Smith introduces one of the 

most basic beliefs in economics: classical free trade theory. Classical liberalism supports and 

promotes the economic system of capitalism, such as opposing government intervention in the 

economy, and supporting the maximum of free trade and competition. Later the idea of 

comparative advantage emerged in the early part of the 19th century, and the model that 

describes the theory is commonly referred to as the "Ricardian model" after the economist 

David Ricardo. The theory of comparative advantage explains how trade can create value; a 

country has a comparative advantage in the production of a good if it can produce the good at 

a lower opportunity cost than another country, and he argues that trade is not driven by 

absolute advantages, but by comparative advantages and opportunity costs for the production 
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(Ricardo, 1817). Already in the beginning of the 19th century the two most central arguments 

concerning trade liberalization was formulated: the need for protecting new industries, and the 

consequences of tariffs on the terms of trade (Irwin, 1991 and 1996; Bhagwati, 1993). 

However, in the years to follow, different strategies were suggested to increase benefits from 

trade, with various outcomes.  

 

3.3.1 Liberal trade regimes 

Most of the developing countries pursued an import substitution strategy after the Second 

World War; the main argument being that industrialization is the key to economic growth. 

Import substitution policy states that the production of goods in a country should replace 

imported goods. The build-up of national industry has a lot in common with the “infant 

industry” argument. At that time the industrial sector of several of the developing countries 

was not thoroughly developed, and many feared that new firms would lose when competing 

with foreign companies if the home market were not protected from cheap imported goods. 

The strategy worked well in the beginning. The demand for goods from the home market 

increased, hence the production also increased. Most of the developing countries that had 

implemented the protectionism policies, reported that they had a reduction in the number of 

illiterates, and an increase in life expectancy and in economic growth (Bruton, 1998). During 

the 1970s the economic challenges increased. A number of the developing countries 

experienced high inflation, combined with large budget deficits. The macro economic 

challenges were often solved by loans from the developed countries, however, despite the 

enormous amounts of money transfers, the growth rates did not increase as expected. The 

productivity growth was less than expected, and the demand for employees in the industrial 

sector was equally low.  When the results of the protectionist policies did not answer the 

expectations, the attention was adjusted towards the export sector and the advantages of 

international trade.  

 

The positive results from the Asian countries inspired new studies examining the correlation 

between their positive economic results and trade policies, and most of them concluded that 

the economic miracles of Asia was because of the liberal trade regimes. In reality their 

politics did have a lot in common with the other developing countries, for instance with 

import quotas and licenses, however, the structure and time aspect was different. The overall 

lesson was that increased trade might, but does not necessarily, lead to improvement in access 
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of products and services, knowledge and technology transfer, capital-intensive investment 

diversifications, and therefore economic growth. Several economists have concluded that the 

advantages of trade are best exploited when trade barriers are low (Sachs and Warner, 1995; 

Dollar, 1992). By referring to studies and comparisons of countries and regions, they stated 

that the causality between trade policy and growth was significant positive, and that countries 

with so-called open economies had higher growth. Consequently, a number of people 

assumed that free trade would lead to higher economic growth, but the evidences gave mixed 

results.  

 

“Do countries with lower policy-induced barriers to international trade grow faster, once other 

relevant country characteristics are controlled for?” ask Francisco Rodriguez and Dani Rodrik 

(1999). They use data material from the most well-known and influential empirical studies on 

the relationship between openness and growth (for instance Sachs and Warner, 1995, Dollar, 

1992), and implements different tests to determine the strength of the results. The outcome 

proved that that all articles revealed serious methodological mistakes and errors. The 

background for the article was not to confirm that trade barriers positively correlate with 

growth, but rather as a reminder to both economists and politicians that theory and reality 

often does not match. “We believe that there has been a tendency in academic and policy 

discussions to greatly overstate the systematic evidence in favor of trade openness. We view 

this paper as a corrective to this tendency. What we would like the reader to take away from 

this paper is some caution and humility on interpreting the existing cross-national evidence” 

(Rodriguez and Rodrik, 1999). 

 

3.3.2 FDI and liberalization  

 

“Countries that undertake structural liberalization reforms, that will open up their foreign 

trade and that will provide an enhanced role to the private sector, will tend to attract greater 

flows of FDI.” 

Sebastian Edwards, (1990) 

 

After decades with strict regulations against MNCs the regulations in several developing 

countries have been altered. During the past 15 years, more or less all adjustments in 

regulations have been in favor of the MNCs (UNCTAD, 1998; Kobrin, 2004). The logic of 
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the arguments used for the regulations concerning FDI and free trade are the same: 

international division of labor and specialization optimizes total wealth. In a study on FDI and 

liberalization by Sebastian Edwards (1990) it is concluded: “From a practical and policy 

perspective this suggests that some structural reform measures, such as reducing the size of 

government and increasing openness are likely to have a greater effect on capital inflows than 

improved political atmosphere” (1990). Balasubramanyam et al. (1996) discover the 

equivalent conclusion. They test the connection between FDI and growth in 46 developing 

countries divided into categories, which describes the trade policies of the countries between 

1970 and 1985. The authors tested a hypothesis proposed by Jagdish N. Bagwhatis, who 

states that countries with export-oriented policies attract more FDI, and that those countries 

also exploit the investments more. They find that the partial derivatives of the growth rate 

with respect to FDI are higher in countries with open trade policies, and they conclude that 

“while FDI is a potent driving force in the growth process in export promoting countries, it 

exerts no (significant) influence upon growth in import substituting countries,” 

(Balasubramanyam et al., 1996). One explanation on the results in this study could be that the 

import substituting countries are very different, hence the reason the variable is not 

significant, but this is not elaborated in the article and will not be given attention in this paper.  

 

In a study on which of the factors that have significant meaning for the distribution of FDI, 

Chakrabarti (2001) concludes that: ” The evidence encourages policy makers, intend on 

increasing FDI, to increase participation in international trade” (Chakrabarti, 2001:107). 

However, he emphasizes that this only accounts for trade as percentage of GDP, since duties, 

tax policies and other indicators measuring the degree of liberalism, are very vulnerable to 

small changes. Chakrabarti refers to trade as a share of GDP as a measure on openness, the 

same indicator as Edwards (1990) used in his study. Balasubramanyam et al. on the other 

hand, categorize countries from whether a country has export-oriented policies or not. What 

kind of measure used as an indicator on openness is often crucial when determining the result 

of a study on the variation in FDI. Trade as a share of GDP is expected to correlate positively 

with growth, but it does not say much about to the policy practice of a country. Consequently, 

GDP and GDP growth, not trade policies, are evidently important when explaining the 

variation in FDI. Nunnenkamp tests whether factors that explains the variation in FDI has 

changed in the recent years (Nunnenkamp, 2002). He concludes that: “Traditional market-

related determinants are still dominant factors shaping the distribution of FDI. If at all, the 

bias of foreign investors in favor of large host countries has become stronger, rather than 
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weaker. Non-traditional determinants such as cost factors, complementary factors of 

production and openness to trade, though mostly revealing the expected correlation with FDI, 

have typically not become more important with proceeding globalization,” (Nunnenkamp, 

2002). Agosin finds that the size of the country, as well as education, is the main factors that 

determine the distribution of FDI (Agosin, 1999). 

 

The review of the different studies illustrates that it is difficult to conclude that liberalization 

or deregulation increases FDI. Still, developing countries have implemented a comprehensive 

liberalization of FDI regulations. 95% of all the FDI regulations from 1992 until 2001 were in 

favor of the MNCs (Kobrin, 2004). This thus raise the question if this indicates that the 

politicians in the developing countries themselves believe that liberalization is good for the 

economy, or if pressure from the IMF and the developing countries is the main reason for the 

liberalization process. In an article published by Kobrin, it is investigated which factors that 

influence the liberalization for 116 developing countries between 1992-2003 (Kobrin, 2004). 

Kobrin does not discover any evidence supporting the hypothesis that liberalization policies 

occur due to external pressure. In a regression analysis he discovers that the traditional 

variables such as the size of the market, the level of development, openness to trade and 

education explains the liberalization policies. However, one important motivation for the 

liberalization reforms is the expectations about positive effects on the national economy 

(Rodrik, 1999). This implies a positive causation between FDI and growth, but whether this 

can be validated will be discussed in the next section.  

 

3.4 FDI and growth 
 

“Investigating the impact of foreign capital on economic growth has important policy 

implications. If FDI has a positive impact on economic growth after controlling for 

endogenecity and other growth determinants, then this weakens arguments for restricting 

foreign investment. If, however, we find that FDI does not exert a positive impact on growth, 

then this would suggest a reconsideration of the rapid expansion of tax incentives, 

infrastructure subsidies, import duty exemptions, and other measures that countries have 

adopted to attract FDI.” 

Maria Carkovic and Ross Levine, 

Does FDI Accelerate Economic Growth? (2002) 
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FDI as a vehicle for growth is an issue less controversial in theory than in reality. In theory 

FDI is assumed to contribute to growth in the home country through several channels. In the 

World Investment Report published in1992 it is stated “Transnational corporations bring an 

integrated package of tangible and intangible assets to host countries, which operates as a 

growth stimulus” (UNCTAD, 1992). MNCs are expected to transfer spillovers and to possess 

well-developed technology and knowledge capital, which the host country can take advantage 

of by educating employees as well as managers.  In addition, FDI can contribute to new 

employment, expansion of local markets, higher demand for local input and improved 

efficiency in local companies due to increased competition (Blomström, 2000).  

 

“There is indeed a large and positive relationship between FDI and economic growth”, is the 

conclusion in an article by Khavar (2005), the same result is confirmed in several studies by 

Balasubramanyam et al. (1996 and 1999). The headline for one of his articles is “ FDI as an 

engine to growth” (1999), and the conclusion is that FDI not only positively influences the 

growth, but also that it is greater than national investments. Simultaneously, other studies 

discover opposite results. “There is not a robust, causal link running from FDI to economic 

growth,” is the conclusion made by Carkovic and Levine (2002), this is also confirmed by 

other researchers, for example Durham (2002). Growth theory is a disputed issue within 

economics. The analysis of the connection between FDI and growth therefore starts with a 

short statement on the theoretical development of growth theory, followed by a review of 

research on FDI and growth. The last part of this section will discuss why the results are so 

varied.  

 

3.4.1 General growth theory 

Growth theory is defined as a theoretical approach to understand long-term economical 

growth (de Mello, 1997). One of the most recognized growth models is named after the 

significant economist Robert Solow. The Solow-model demonstrates that technological 

developments are the source of growth in a long-term perspective, but it fails to explain how 

technological progress occurs. The Solow-model has been criticized for not explaining the 

processes that leads to technological progress, since in the model FDI consequently can 

influence the level in short-term, but due to the precondition of diminishing returns of input, 

the long-term growth rate will be unchanged (Jones, 1998). In the 1980s several endogenous 

growth theories was presented, characterized by that they explicitly model mechanisms that 
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lead to technological progress. In addition, in the endogenous growth theory the government 

is given a more central role, growth is dependent on education and technology and knowledge 

transfer, thus policies that encourage this positively contribute to economic growth. This is in 

contrast to the new classical models where growth is explained an exogenously given 

improvement in the technology. FDI, believed to be an important source of technology and 

knowledge transfer, therefore due to this kind of theory received an explicit place in growth 

theory. Balasubramanyam et al. conclude that “New growth theory, therefore, provides 

powerful support for the thesis that FDI could be a potent factor in promoting growth” 

(Balasubramanyam et al., 1996). One consequence of the new classical growth theory is the 

expectation of convergence between developing and developed countries. According to the 

Solow-model a country that originally has low GDP grows faster, since the return on capital 

is diminishing. Countries with a low share of capital per employee have a potential to increase 

this share, hence grow faster. This mechanism according to the model also depends on the 

savings rate (which is assumed to be constant), and population growth. According to some 

endogenous theories also developing countries grow faster since technology and knowledge 

are quickly transferred.  

 

The political reforms that were conducted in most of the developing countries during the 

1980-1990s were implemented with expectations of economic growth. According to theory, 

standard variables such as liberalization, stable currency, reduced public budgets, higher level 

of education and improved infrastructure lead to growth. Despite studies proving that those 

variables are highly fulfilled in reality (Easterly, 2001; Krishna et al., 2003), the political 

changes have not resulted in the expected increased growth. While the average growth rate 

between 1960 and 1979 was 2,5%, it was reduced to 0,0% in the years 1980 until 1998 

(Easterly, 2001). “ Developing country growth should have increased instead of decreased 

according to the standard growth regression determinants of growth. The stagnation seems to 

represent a disappointing outcome to the movement towards the “Washington Consensus” by 

developing countries”, Easterly claims, who also believes that the dominant cause is reduced 

growth in the developed countries (Easterly, 2001). Besides, domestic conditions can also be 

crucial. For example, Rodrik proves that domestic conflicts and the degree of institutions 

constructed to handle such conflicts closely correlates with growth (Rodrik, 1998). 
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3.4.2 FDI influence on growth 

A number of studies suggest that FDI alone is not a positive significant factor for growth 

(Carkovic and Levine, 2002; Agosin and Mayer, 2000; Durham, 2004). Carkovic and Levine 

do not find any strong correlations between FDI and growth when using data from 1960 until 

1995 (Carkovic and Levine, 2002). The authors control for endogeneity, country specific 

characteristics and time lag, and claim that there is no support for introducing subsidies or tax 

reliefs to attract FDI; “While sound economic policies may spur both growth and FDI, the 

results are inconsistent with the view the FDI exerts a positive impact on growth that is 

independent of other growth determinants” (Carkovic and Levine, 2002). 

 

The influence of FDI on national investments is expected to be one of the positive spillover 

effects. In a background article for the World Investment Report 2000 Agosin and Mayer find 

that FDI has a positive influence on investments in Asia, but the effect in Latin America is 

negative (Agosin and Mayer, 2000). In Africa the effects are mixed, both positive and 

negative cases are discovered. The authors also compare the political development in the three 

regions, and conclude that the comprehensive liberalization reforms in Latin America during 

the 1990s did not give the expected positive effects.  Durham (2004) discovers that FDI by 

itself has a negative influence on growth, but by combining FDI with other variables the 

effects can be positive. He studies how this absorption capacity affects the connection 

between FDI and growth. Absorption is an important term in the analysis of any positive FDI 

spillovers. Several studies prove that the utilization of FDI depends on the ability of the host 

country to absorb any spillovers. Borensztein et al. discover that `human capital´ is a 

precondition for FDI having a positive effect on growth. In a regression based on data from 

1970-89 they conclude that FDI has a positive effect on growth only when this variable is 

replaced with the effect of FDI on growth combined with the level of education (Borensztein 

et al., 1998).4

 

 

The different results in the empirical analyses of FDI and growth are the focus in several 

articles about FDI. Lim (2001) claims that more researchers find that the relationship between 

FDI and growth is positive, but de Mello (1997) still believes this is a controversial subject. 

He points towards the country specific characteristics as one of the explanations, and 

discusses the causality between FDI and growth. Does FDI create growth, or does countries 

                                                        
4 Borensztein et al. use data for average schooling amongst men in 1970 as an indicator on `human capital´.  
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already in growth attract FDI, de Mello asks (de Mello, 1997). In the article “FDI and 

Growth: What causes what?” Chowdhury and Mavrotas test the causal relationship between 

FDI and economic growth in three countries that receives relatively much FDI (Chowdhury 

and Mavrotas, 2003). They prove that in Chile it is actually growth that leads to increased 

FDI, not the opposite, while in Malaysia and Thailand the causality goes both ways. Nair-

Reichert and Weinhold examine 24 developing countries over 25 years, by introducing a 

variable that allows differences between the countries (Nair-Reichert and Weinhold, 2001). 

They mention that unrealistic assumptions on homogeneity between the countries make 

aggregated causality tests difficult. When heterogeneity is permitted, they discover that the 

causality varies between the different countries in the study.  

 

In an analysis of the literature on FDI and growth, Görg and Strobl shows that the conclusions 

depend on differences in the model specification, use of data, the timeframe, and other 

methodological tools (Görg and Strobl, 2001).5

 

 Variables that are expected to give similar 

results, but in reality are based on different data, can be one of the reasons for the various 

results. For instant, knowledge is hard to quantify, which can be one of the reasons that 

Durham (2004) does not confirm Borensztein et al. (1998), but on the contrary discovers a 

negative relationship between education and growth in FDI. The same applies to indicators of 

political variables. Carlsson and Lundström study various measures on economic freedom in a 

growth regression, and discover that they have both negative as well as positive signs 

(Carlsson and Lundström, 2002). Yanikkaya uses various measures on economic openness, 

trade as a share of GDP, import and export duty, and tax on international trade, and finds the 

correlation relatively weak (Yanikkaya, 2003). 

Another result from the study of Görg and Strobl is that the effect of more detailed data more 

likely will prove that the relationship between FDI and growth is not significant (Görg and 

Strobl, 2002). Aitken and Harrison study data from more than 4000 companies in Venezuela, 

and discover that small companies can gain from FDI, but that the presence of MNCs has a 

negative influence on the local companies operating in the same sector (Aitken and Harrison, 

1999). They conclude that the net effect of FDI is minor when including micro data in the 

analysis. Carkovic and Levine believes that if the results from studies on FDI and growth are 

uncertain, this should cause to: “a reconsideration of the rapid expansion of tax incentives, 

                                                        
5 The authors use t-values as the dependent variable. 
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infrastructure subsidies, import duty exemptions, and other measures that countries have 

adopted to attract FDI,” (Carkovic and Levine, 2003). Overall, this section proves that results 

from studies on FDI and growth varies widely and depends on the method applied as well as 

the data input. However, whether or not FDI create growth, does not necessarily have a direct 

impact on poverty reduction.  

 

3.5 FDI in developing countries 
As discussed in this chapter, MNCs embark on developing countries by investing in poor 

markets for various reasons. There are no doubt that many MNCs have thrived under the 

belief that FDI is good for development, and that regulations have been made in favor of 

MNCs. Despite the mixed results on FDI and growth in developing countries, MNCs can 

have a positive effect on host countries via creating linkages. Development economics has 

long recognized that the key to beneficial effects from FDIs depend on whether or not foreign 

investors reach out to local industry through linkages such as alliances, joint ventures, license 

and franchise agreements, etc. (Hansen et al., 2007). Yet again, whether MNC presence 

actually does create such linkages and encourage development depends on the intentions of 

the MNCs. This will be explored in the next chapter.  
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4. Linkages 
 

Hirschman started the discussion on forward and backward linkages in 1958, and according to 

him the pattern of linkages between different industries played an important role in 

development (Hirschman, 1958). However, the MNCs do not necessarily plan to create 

linkages. It is therefore a need to distinguish between unintended and intended effects of 

linkages, where the unintended effects are accidental outcomes of the linkages collaboration, 

if positive known as spillovers, while the intended effects in most cases will be accounted for 

in agreements between the two linkage partners (Hansen & Schaumburg-Müller, 2006). The 

benefits from linkages created by MNCs have been widely discussed, and the business 

strategies selected by MNCs can have great impact on the poor. In the first section of this 

chapter the spillovers will be concisely explained. Next, the overall effects of linkages will be 

reviewed. In the last section the evidences from research will be discussed. 

 

4.1 Spillovers 
One of the most important elements of attracting FDI has been the expectation that the 

technological, organizational and managerial practices and other know-how the MNCs bring 

with them spill over to local companies (Rugraff et al., 2009).  Except for MNC subsidiaries, 

spillovers may occur in five ways: human capital, demonstration effects, competition effects, 

backward linkages and forward linkages (Gallagher et al., 2007). UNCTAD states that the 

presumed benefits of MNC spillovers are primarily in soft technology, that is organizational, 

managerial, information, processing, and other skills and knowledge, as well as more efficient 

inputs into primary and manufacturing industries and linkages to global markets (UNCTAD, 

2004). According to Moran positive horizontal spillovers occur when domestic companies in 

the same industry as MNCs become more productive and increase in size, and positive 

vertical spillovers can occur when domestic downstream or upstream companies firms are 

brought into play (Moran, 2006). Spillovers from MNCs are presumed to be a vital 

component for stimulating local development, and an essential part of this concept is that the 

recipient captures the leaked knowledge and uses it by increasing productivity and/or 

competitiveness. Hence the potential of MNC spillovers is that companies in developing 

countries can leapfrog to higher productivity and become globally competitive, but the results 

from research on the actual effect of spillovers in developing countries are mixed. According 
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to Gallagher statistical studies have found no evidence that FDI generates positive knowledge 

spillovers to companies in developing countries, however they found some evidence of 

negative spillovers. Case studies, on the other hand, have shown that FDI can deliver positive 

or negative spillovers to domestic companies in both the same and upstream industries 

(Gallagher et al., 2007). In general, to capture the spillovers from FDI depend on both the 

industry and the specific nature of the companies (Gallagher et al., 2007). In addition, the 

spillovers partly depend on the level of development of the host economy (Rugraff et al., 

2009). In the next section the effects of intended linkages will be explored.  

 

4.2 The effects of linkages 
MNCs today are expanding their international presence through foreign subsidiaries as well 

as increasingly fostering equity and non-equity linkages with companies in other countries 

(Hansen and Schaumburg-Müller, 2006). One indicator of the importance of linkages is the 

fact that one-third of world trade today is between MNCs and their foreign alliance partners 

(UNCTAD, 2004a). MNCs from developed countries do not hesitate to transfer advanced 

assets to their affiliates in developing countries when it is in their strategic interest (Rugraff et 

al., 2009). The investment motives of MNCs are important for their choice of strategy, and 

Hansen et al. argue that the creation of linkages depends on whether the investment is market 

seeking or efficiency seeking, since market-seeking investors are argued to develop many 

local linkages, whereas efficiency-seeking investors are believed to create relatively fewer 

linkages (Hansen et al., 2007). This view is supported by Hansen & Schaumburg-Müller who 

state that the three aspects of MNC strategy that is expected to influence linkages are strategic 

intent behind the investment, entry mode strategy and organizational strategy (Hansen and 

Schaumburg-Müller, 2006). Linkages can be distinguished between by their financial, 

technical, informational and managerial content and shaped by ventures such as MNCs, local 

firms, governments, international organizations, industry associations and NGOs (Lall, 1980). 

Hansen and Schaumburg-Müller argue that linkages can negatively be defined as an inter-firm 

exchange that is not purely market nor purely hierarchy, but positively as formal and informal 

collaborative exchanges between companies where material and immaterial resources are 

transferred, and /or understood to imply collaborations between companies and institutions 

(Hansen and Schaumburg-Müller, 2006). 

 

Linkages can reduce coordination and transaction costs, leverage internal and external 
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resources more effectively to increase value and competitiveness for companies, as well as 

create inter-firm linkages to support a more network-oriented type of business structure 

(Hansen et al., 2007). Hansen & Schaumburg-Müller argue that linkages to MNCs may have 

implications for the performance and competitiveness of local firms in developing countries 

and consequently the aggregated effect for overall competitiveness and industrial 

development in a developing country may be enormous. The nature of linkages can be weak 

or strong, and symmetrical or asymmetrical, the effect depends on the connection with the 

local economy and according to Hansen et al. the “linkage effects can be attributed to a 

variety of factors, including the development level of the host country (Dunning & Narula, 

1996; Scott-Kennel & Endewick, 2005), the age and duration of foreign investments 

(Blomström & Kokko, 1997), the competencies and absorptive capacity of the local firms and 

industries (UNCTAD, 2000b; Altenburg, 2000), corporate culture (UNCTAD, 2000b), home 

country of the investor (Larimo & Tahir, 2003); entry mode of the investor (Hansen & 

Schaumburg-Müller, 2006); CSR and development outlook of the investor (Best, 1999); the 

investor’s international experience (Castellani & Zanfei, 2002) as well as the governance 

structure of global value chains (Humphrey & Schmitz, 2001)” (Hansen et al., 2007).  

 

Hansen & Schaumburg-Müller find it useful to distinguish between static and dynamic effects 

of linkages, static effects are where the local firm benefits without the organization, 

technology or the management performance improving as a consequence, whereas dynamic 

effects are effects associated with upgrading of technology, human skills, organization, and 

knowledge as a consequence of the linkage (Hansen & Schaumburg-Müller, 2006). The result 

is various effects on both company as well as industry/country level, see table next page.  
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Table 4.1 Effects of Cross-Border Linkages  
 Company-level effects Industry/country level effects 

Potential positive effects 

 

Static effects (greater production and 

sales, higher profitability) 

 

Dynamic effects (product, process, 

functional, chain upgrading) 

 

Spillover effects on local companies 

not part of the linkage collaboration  

Static effects (exploiting existing 

endowments) 

 

Dynamic effects (creating new 

advantages, moving national industry 

into BtB markets, increasing export 

orientation, enhancing innovation and 

learning capability) 

 

Grounding MNCs in local economy 

 

Potential negative effects 

 

Carry the costs of active and passive 

flexibility 

 

Growing downward pressure on 

prices 

 

Lock-in into low value adding 

functions in value chain 

Truncation of industries and the 

creation of branch plant industrial 

structures 

 

Reduced competition 

 

Dependent development 

 

Source: Hansen & Schaumburg-Müller (2006) 

 

As illustrated by Hansen & Schaumburg-Møller, linkages can have a negative effect on both 

company as well as industry/country level.  Accordingly, linkages may sometimes negatively 

influence developing countries, because while some linkages may be developmental others 

may be dependent (Dicken, 2003). Thus if developing countries fail to foster linkages, FDI 

may not yield the benefits to the local economy as promised (Hansen & Schaumburg-Møller, 

2006). The result can then be that even though a country experiences a large flow of FDI, the 

connection between the foreign sector and the local economy is weak and consequently the 

benefits of FDI are not captured (Hansen & Schaumburg-Müller, 2006). 

 

4.3 Evidences from research 
There is consensus amongst researchers that the conditions that may be necessary for FDI to 

stimulate development are linkages with the local industry and economy (Hansen, 2004). It is 
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an established belief that the key to beneficial effects from investments depend on whether or 

not foreign investors reach out to local industry through linkages such as alliances, joint 

ventures, license and franchise agreements (Hansen et al., 2007). Traditionally, joint ventures 

have been a preferred type of linkage to local firms in developing countries, however new 

research shows that joint ventures are being phased out, because of problems managing cross-

cultural ventures, as well as the other alternatives such as fully controlled subsidiaries are 

becoming increasingly viable (Hansen & Schaumburg-Müller, 2006). However, lack of 

linkages with the local economy is a recurrent problem, as MNCs source primarily from other 

foreign-owned suppliers in the receiving country or from other parts of the world (Rugraff et 

al., 2009). To develop linkages one need to examine which type of FDI creates deeper 

connections and stronger integrations with the domestic economy (Rugraff et al., 2009). 

There has been a main focus on backward linkages in research, but actually evidences 

demonstrate that forward linkages may have equally important effects on local firms in 

developing countries (Hansen & Schaumburg-Müller, 2006). A study by Hansen and 

Schaumburg-Müller demonstrates that even though much of the literature has focused on 

upstream linkages to suppliers and subcontractors and that those upstream linkages were 

common, downstream linkages were equally common (Hansen & Schaumburg-Müller, 2006). 

The findings are summed up in the table below. 

 

Table 4.2 Linkage practices  
 Market seekers Efficiency seekers 

 

Upstream linkages 

 

Few and shallow linkages to local suppliers 

 

Relatively low upgrading potential 

Few but deep linkages to local 

suppliers 

 

High upgrading potential due to the 

investor’s dependence on local 

suppliers 

 

Downstream linkages 

 

Many and deep linkages to distributors and 

agents. Deep linkages to corporate clients in 

host country 

 

High upgrading potential due to high 

dependence on local distributors and agents  

Deep linkages in industrial 

customers and logistics and 

transport service providers in host 

country 

 

Low upgrading potential, as the 

partners typically are very 

resourceful (often TNCs) 

Source: Hansen & Schaumburg-Müller (2006) 
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However, according to Sørensen and Kuada, upstream linkages are generally believed, both in 

the literature and by governments, to have a higher upgrading effect than downstream 

linkages, because the FDI is lower in downstream activities and does not provide substantial 

linkages to the local economy (Sørensen and Kuada, 2006). On the other hand, Rugraff et al. 

argue that FDI is more likely to be vertical than horizontal in nature since MNCs want to 

prevent information and technology leakage to potential local competitors (Rugraff et al., 

2009). Thus research gives mixed results whether upstream or downstream linkages created 

the most important effects for host countries.  

 

Rugraff et al. argues that the sectoral composition of FDI distribution appears to be a critical 

factor influencing linkages with the domestic economy, thus FDI in sectors that engage most 

with the domestic resources bear high potential as stimulants to the local economy (Rugraff et 

al., 2009). Rugraff et al. look at the differences between sectors and argues that while the 

service sector offers immense opportunities and high returns, its engagement with the 

domestic human capital employs a cluster of labor but the direct benefits for the semi-skilled 

and unskilled workers that make up the majority of the workforce are likely to remain small. 

Alternatively, the manufacturing sector enables a higher percentage of lower skilled workers 

to participate in the production process and thus benefits are extended (Rugraff et al., 2009). 

Overall, the wider the reach of the sectoral engagement with the domestic populations is, the 

more widespread the benefits – both direct and indirect – will be. Following Rugraff et al. 

state that the transfer of knowledge assets such as technology, machinery and management 

skills is particularly evident in the case of export-oriented affiliates because the productivity 

and the quality of their tasks directly influence the final product (Rugraff et al., 2009). There 

is also strong empirical evidence of skill upgrading in the affiliates (Rugraff et al., 2009). But 

Rugraff et al. raise the question whether and where employees will be able to use their 

knowledge, if production is volatile and aggregate demand relatively low, and an additional 

problem in many cases is that jobs are not usually benefiting the poorest segments of the 

population (Rugraff et al., 2009). According to Rugraff et al. the types and locations of FDI 

are crucial for the overall impact on poverty reduction; capital-intensive types of FDI tend to 

benefit the better-educated, often urban-based part of the population, whereas more labor-

intensive types benefit the non-educated, un-skilled segments. Hence FDI placed in a rural 

setting increases the potential for benefiting the poorest (Rugraff et al., 2009).  
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The relationship between foreign and local companies is essential for linkages to generate a 

positive impact for the host country, but also the incentives from governments to promote 

linkages and their implementation of regulations play an important part. Even so, other factors 

influence final decisions as well, such as the level of infrastructure, how foreign companies 

can manage the logistics of the activities and the presence of local and/or foreign companies 

and organizations to collaborate with (Rugraff et al., 2009). Consequently, in terms of 

securing benefits from FDI the developing country governments have a major task and 

responsibility in designing the appropriate policies, providing the necessary infrastructure and 

supporting the domestic industry (Wad and Jeppesen, 2006).  However, securing benefits 

from FDI is a difficult task when the large share of FDI is aimed at natural resources, where 

few linkages are found and the potential for upgrading is limited, therefore it’s not sufficient 

to only focus on FDI (Rugraff et al., 2009). According to Rugraff et al. it can be argued that it 

is not so much the level of investment but the level of engagement with domestic resources 

that acts as a stronger stimulant to the local economy, and this can be used to partially explain 

the much lower FDI linked benefits to for example African countries as compared with China 

and India (Rugraff et al., 2009). More research is necessary in order to establish whether or 

not the beneficial effects in developing countries hold true. Developing countries capable of 

attracting FDIs creating local linkages to global value chains can expect sustainable export 

growth and permanent job gains (Hansen et al., 2007). 

 

4.4 Creating linkages at the BOP 
Overall, what is certain is that countries who manage their FDI are likely to benefit more than 

those that are managed by their FDI (Rugraff et al., 2009). Even for countries that are 

successful in capturing positive benefits from FDI, there is an inherent downside: it exposes 

host country communities, companies, and workers to instability and dislocation associated 

with variations in international levels of economic output and changes in international 

patterns of productivity (Moran, 2006). However, the impact on the local economy is weak 

when foreign firms are located in enclaves and work isolated from the local firms, and the 

development of export processing zones has been a significant driving force behind a recent 

‘enclave industrialization’ around the world (Rugraff et al., 2009). It is the level of 

engagement with domestic resources that impacts on the multidimensional development 

indicators. The poverty reduction impacts of FDI are therefore conceptualized via the level of 

engagement with the local population (Rugraff et al., 2009).  Still, according to Jeppesen and 
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Wad developmental linkage formation and upgrading are currently just splendid ideas more 

than sustained practices (Jeppesen and Wad, 2006). In sum, FDI mainly makes a difference if 

it involves relevant types of linkages. Business strategies such as both the BOP approaches as 

well as the Social Business approach that aim to reduce poverty, thus need to create linkages 

with local communities in developing countries and consequently reduce poverty. The next 

chapter will review three business strategies that seek to reduce poverty by creating various 

linkages in innovative ways.  
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5. Business strategies in developing countries 
   

In the wake of the financial crisis, a recently published report from the UN states that many 

countries are not on track to meet the Millennium Development Goals of halving levels of 

extreme poverty by 2015, and despite economic growth in some developing countries this has 

not translated into poverty reduction (UN, 2010). As a result, future expectations of reducing 

poverty in developing countries as anticipated seem rather gloomy. At the same time, MNCs 

are experiencing saturated markets, thus looking for new opportunities. Lately new business 

strategies designated to have an impact on the poor population have been developed, but the 

potential to enhance local economic development and reduce poverty is still uncertain. The 

previous chapters have examined the concept of poverty in order to understand the task that 

lies in front of MNCs embarking on poor markets, as well as analyzed FDI with the result that 

such investments can encourage development for the poor if it involves certain linkages. 

Investing in a foreign country is a complicated process, but if done responsibly, it can benefit 

both the MNC and the host country. In a developing country where a high share of the 

population is poor and struggle to survive, obviously the first needs that requires attention is 

basic survival needs. Maslow's hierarchy of needs is a theory in psychology, often displayed 

as a pyramid depicting the levels of human needs, psychological and physical (Maslow, 

1943)6

                                                        
6 To see the pyramid that illustrates Maslow's hierarchy of needs, see appendix 1.   

. Needs at the bottom of the pyramid are made up of the most basic needs, and once the 

lowest level needs have been met, people can move on to the next level of needs. 

Understanding the strengths and weakness of Maslow’s hierarchy of needs is also 

considerably important for MNCs, since evaluating the different needs, values, drives and 

priorities of people certainly influences business strategies. Business and development 

perspectives such as the Bottom of the Pyramid (BOP) and the Base of the Pyramid (BOP) 

present the world population in a pyramid, where the people living in poverty are at the 

bottom level. In the first section of this chapter the above-mentioned BOP business strategies 

directed at poor people at the bottom/base of the pyramid will be discussed, and how they 

differ in design as well as approach will be examined. In the next section another approach, 

the Social Business approach, will be explored. Experiences from real-life projects will be 

discussed throughout the chapter for the different strategies.  

 

http://en.wikipedia.org/wiki/Psychology�
http://en.wikipedia.org/wiki/Abraham_Maslow�
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5.1. BOP 

Researchers have argued that by tapping into the world poorest markets MNCs can generate 

profits while at the same time lift the poor population out of poverty. Two new approaches 

within business and development that have been established during the last decade will be 

discussed in this section. The approach known as Bottom of the Pyramid (BOP) was coined 

by a few business academics, mainly C.K. Prahalad, a few years ago. One of the authors 

working with C.K. Prahalad was Stuart Hart, and later he and others i.e. Ted London initiated 

another approach, today known as the Base of the Pyramid (BOP). The main observation of 

both of the approaches is that four billion people remain outside of the global market system; 

hence they introduce new ways of doing business in this market. This has also been referred 

to as B24B (business-to-4-billion), a term originally introduced by Prahalad and Hart (2002). 

This market represents a vast, unexploited, multitrillion-dollar marketplace and the BOP 

approaches view this as a real opportunity for companies struggling with maturing markets. 

However, tapping into these overlooked markets will require companies to reconfigure their 

business assumptions and strategies. In the next sections the similarities and differences of the 

Bottom of the Pyramid and the Base of the Pyramid will be explored. Further some examples 

from real life will be reviewed to evaluate the performance. Also, a review of the two 

approaches will be presented.  

 

5.1.1 Assumptions 

 

“…..like an iceberg with only its tip in plain view, this massive segment of the global 

population – along with its massive market opportunities – has remained largely invisible to 

the corporate sector”. 

 

C. K. Prahalad and Stuart Hart 

The Fortune at the Bottom of the Pyramid (2002) 

 

Both the Bottom of the Pyramid and the Base of the Pyramid approach assumes that MNCs 

have overlooked the world’s poor market, a market of approximately four billion people. 

Since the BOP ideas were first introduced, several MNCs have transformed their business 

strategies to reach the poor. Both approaches identify a new segment of customers, and even 

though margins are lower, unit sales are higher, thus the product/service can be an important 
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revenue generator for MNCs. Despite the poor people’s limited individual purchasing power, 

the aggregated purchasing power is estimated to be essential. To determine the size of the 

potential markets, the global population is divided into groups based on purchasing power 

parity (Prahalad & Hammond, 2002; Prahalad & Hart, 2002). The groups can be illustrated in 

an economic pyramid, and was first displayed by C. K. Prahalad and Stuart Hart in 2002. See 

the economic pyramid below in Figure 5.1. 

 

Figure 5.1 The economic pyramid  

 

 
 

 Source: Prahalad and Hart (2002) 

 

The pyramid illustrates how the world population can be categorized depending on 

purchasing power parity in $, consequently the assumption is that more than four billion 

people constitute the market at the bottom/base of the pyramid. According to the pyramid 

more than four billion people with per capita incomes at or below $1,500 exist at the bottom 

of the pyramid. However, much debate has centered on the appropriate purchasing power 

parity (PPP) threshold that best captures the size of the BOP population (London, 2007). This 

will be further discussed in section 5.1.4. Despite the debate, the BOP approaches both 

assume that the bottom/base of the market consist of around 4 billion people.  

 

javascript:popUp('/content/images/chap1_0131467506/elementLinks/01fig01.jpg')�
javascript:popUp('/content/images/chap1_0131467506/elementLinks/01fig01.jpg')�
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The Bottom of the Pyramid approach assumes that companies can bring prosperity to the poor 

by selling to the poor people (Karnani, 2007). Prahalad argues that poverty reduction can 

result from establishing a market around the needs of the poor (Prahalad, 2006). Following he 

assumes that selling to the people at the BOP will benefit the poor as consumers, because 

when they are treated as consumers the poor can reap the benefits of respect, choice and self-

esteem and have an opportunity to escape from poverty (Prahalad, 2004). Further it assumes 

that it is the MNCs that should take the lead role to sell to the poor people at the BOP 

(Prahalad and Hart, 2002). MNCs should undertake a top-down approach, where the main 

focus should be on the poor people’s capacity to consume, thus creating a new market 

(Prahalad, 2004). However, the MNCs should not take on themselves any social welfare role, 

but basically only utilize their business capabilities in order to create wealth and eradicate 

poverty at the BOP. By using existing capabilities and thinking creatively MNCs can gain 

advantages such as a new source of revenue growth, greater efficiency and access to 

innovation by serving the poor (Prahalad and Hammond, 2002). Overall, Prahalad message is 

that tapping into the BOP market creates a win-win situation for both the companies as well 

as the poor. 

 

The Base of the Pyramid approach also assumes that the four billion customers in the low-

income market represent a huge untapped market opportunity for MNCs (London and Hart, 

2004). However, this approach also acknowledges the challenges that come with serving this 

market, hence it suggests that companies need reconsider their business strategies in order to 

enter this market. MNCs are advised to use a top-down approach to take advantage of the 

capabilities within the company, but also to apply a bottom-up approach to increase local 

knowledge when entering the Base of the Pyramid market. Thus, to successfully enter the 

BOP markets MNCs should develop an additional capability, social embeddedness, because 

capabilities developed for and in the top of the pyramid do not appear to travel well (London 

and Hart, 2004).  

 

In sum, both approaches assume that the bottom/base of the market consists of four billion 

potential poor consumers, and that MNCs despite general beliefs can make a profit by selling 

to poor people. However, to successfully tap into this market and at the same time reduce 

poverty the approaches suggest different strategies.  The Bottom of the Pyramid proposition 

assumes that the MNCs strategies need to market their products to the poor correctly and 

build on existing business capabilities, with only making some minor adjustments. On the 
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other hand, the Base of the Pyramid proposition acknowledges the need to also develop local 

capabilities through social embeddedness in order to successfully reach the four billion people 

at the BOP. The business strategies will be discussed more thoroughly in the next section. 

 

5.1.2 Business strategy 

 

“…it’s clear to us that prosperity can come to the poorest regions only through the direct and 

sustained involvement of MNCs. And it’s equally clear that the MNCs can enhance their own 

prosperity in the process”.  

 

Prahalad and Hammond 

Serving the world’s poor, profitably (2002) 

 

Even though both approaches assume that the market at the bottom/base of the pyramid 

consist of four billion potential customers, the business strategies to reach the poor and at the 

same time reduce poverty deviates. The Bottom of the Pyramid strategies have been further 

developed since the inception of the concept but the main focus remains unchanged. On the 

other hand, the Base of the Pyramid strategies have not only been developed but also 

transformed, and now includes new innovative ideas. The Bottom of the Pyramid approach 

have both a marketing perspective and a resource-based perspective, hence the MNCs should 

base its marketing plans around the intended market and sell products that suit its consumers 

while utilizing the core capabilities of the company. The dominant view in the Base of the 

Pyramid approach is a resource-based perspective, and it views the company as a collection of 

capabilities. Most traditional strategy models, such as the Porters five forces model, only 

focus on the company's external competitive environment, and often do not include the 

company and its capabilities. The resource-based perspective approach emphasizes the need 

for a fit between the external market context in which a company operates and its internal 

capabilities. As a source of competitive advantage, a capability "should be neither so simple 

that it is highly imitable, nor so complex that it defies internal steering and control" 

(Schoemaker, P.J.H and R. Amit, R., 1993). Overall, even though both approaches state that 

while ascertaining business strategies it is crucial for the MNC to concentrate on its core 

capabilities and also understand the environment, the design of the proposed business 

strategies is not that alike.  

http://www.1000ventures.com/info/capability_corporate_brief.html�
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5.1.2.1 The Bottom of the Pyramid  

In the book “The fortune at the Bottom of the Pyramid” Prahalad provides twelve principles 

for innovation which are necessary for MNCs to successfully operate within the BOP 

(Prahalad, 2004). Prahalad argues that MNCs need to adapt their existing products to the 

situation of the consumers, and he states that poor live in expensive high cost economies, and 

as a consequence they actually pay more for certain products compared to richer consumers. 

MNCs have to really understand the need of this segment of society, then innovate specific 

products for them rather than push irrelevant product/services to them. The focus should be 

on improving poor’s quality of life rather than selling expensive products to them. However, 

he argues that being poor does not necessarily mean using cheap products, and that consumers 

at the bottom of pyramid are willing to pay for innovations that are relevant to them. 

Therefore, MNCs need to avoid the mistake of attempting to sell to the poor products or 

innovations that are relevant only to people at the middle or top of the pyramid. As previously 

mentioned, according to this approach the vast aggregated purchasing power will create profit 

for the companies. The BOP strategies proposed by Prahalad thus advise the MNCs to adapt 

existing products to the situation of the consumers and make the products fit the needs of the 

poor. In addition, the MNCs need to use existing capabilities smarter, and market the products 

towards the users. Prahalad argues that the BOP should be viewed as a growth opportunity 

and as a source of innovation in products/services and business models for the private sector. 

Furthermore, he states that the BOP must become a part of the core business in the private 

sector and that collaboration between private sector, government, NGO and the poor 

consumer is necessary. However, the company itself is the one that needs to develop its 

capabilities and understand the market, because the strategy suggests keeping an arm lengths 

relationship to collaborators. All in all, the Bottom of the Pyramid approach implies that 

MNCs can make a fortune by selling to the poor who have been neglected as potential 

customers, and that the consumption choices available to the poor can be increased by 

targeting various products and services, and by lowering the prices but not the quality.  

 

5.1.2.2 The Base of the Pyramid 

As previously mentioned, the strategies envisioned in the Base of the Pyramid approach have 

been and still are changing as new research is carried out. The Base of the Pyramid approach 

has acknowledged that the business strategies of national responsiveness, global efficiency 

and learning may not be sufficient anymore and that there are gaps in the existing 
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international business theories that need to be filled (London and Hart, 2004). MNCs need to 

move beyond the traditional conception of global success, and according to London and Hart 

strategies that rely on the strengths of the existing market environment outperform those that 

focus on overcoming weaknesses (London and Hart, 2004). The existing capabilities of 

MNCs do not directly fit in the BOP market, thus there is necessary to adapt products/services 

to reach the target consumers as well as develop a local capability which enables the MNC to 

become truly embedded rather than just a foreign company from the outside. The local 

capability emphasizes strategies that build on existing conditions and resources, and for the 

MNCs an effective combination of local and global knowledge is needed instead of 

reproducing strategies used in the Western markets (London and Hart, 2004). Also, London 

argues that business strategies and poverty alleviation efforts have to identify different 

segments within the base of the pyramid in order to reach the ones intended (London, 2007). 

Embeddedness takes time to develop thus for a company investing in developing their local 

capability will enjoy an advantage that cannot be quickly copied by competitors (London and 

Hart, 2004). Embeddedness increases MNCs understanding of the different segments as well 

as the economic activities in the developing world. Hernando de Soto actually estimates that 

well over half of the total economic activity in the developing world takes place in the 

informal sector relationships, where relationships primarily are grounded in social instead of 

legal contracts (Hernando de Soto, 2000). According to London the BOP can be defined as a 

population that primarily lives and transacts within the informal economy (London, 2007). In 

addition, this view is also supported by Hammond et al. who argue that a defining 

characteristic of those at the BOP is that they are not integrated into the formal global 

economy (Hammond et al., 2007). London thus argues that most transactions and business 

activities conducted by the poor are likely to remain in the informal economy for the 

foreseeable future (London, 2007). Moreover, for MNCs to succeed in many of the poor 

markets they thus have to include the varied economic activities that occur outside of the 

formal economy (London and Hart, 2004). 

 

“In sum, building a BOP business that creates enduring community value, while establishing 

a foundation for long-term corporate growth and innovation, requires an entirely new 

strategic process and corporate capability”. 

Simanis and Hart 

The Base of the Pyramid Protocol: Toward Next Generation BoP Strategy (2008) 
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Simanis and Hart have over the last years been involved in a strategy process, the BOP 

Protocol, and have suggested a shift in the business strategy applied when tapping into the 

poor market (Simanis and Hart, 2008). The Base of The Pyramid approach has slowly moved 

away from the consumer view, and now considers the poor as business partners instead of 

consumers. By being creative, MNCs can establish deep dialogues and direct personal 

relationships with the local community. As a result, new ideas can flourish if companies and 

communities work together and utilize each other’s resources and capabilities. The new 

strategy is thus no longer selling to the poor, but co-venturing with local businesses (Simanis 

and Hart, 2008). Examples of MNCs attempting to address the BOP market in different 

circumstances will thus be discussed in the next section.  

 

5.1.3 BOP projects in real-life context  

Efforts to address the BOP markets have come from many MNCs such as Unilever, Nike and 

Citibank and the list grows longer every year. The increase in MNCs entering the BOP 

market proves that the idea is appealing to the corporate world, but it is hard to assess the 

importance and value of these projects. Nonetheless, researchers frequently analyze projects 

launched at the BOP to measure how successful they actually are in real life. The projects 

usually offer a product or a service to the poor and the actors entering the poor market include 

MNCs, local companies, NGOs, governments, as well as a variety of collaborations between 

various actors. Following some of the projects presented by The Bottom of the Pyramid 

approach and the Base of the Pyramid approach will be concisely reviewed. 

 

The focus in this paper is on MNCs that invest in developing countries, and Prahalad and 

Hammond state the future of the poor population is “determined primarily by one factor: the 

willingness of big MNCs to enter and invest in the world’s poorest market”(Prahalad and 

Hammond, 2002). Nonetheless, in the projects presented by Prahalad in his research, he 

mainly reviews projects based in the country where the projects were initiated and with few 

exemptions fails to illustrate the role of MNCs in reducing poverty. Still, following some case 

from Prahalads book will be discussed, for illustration purpose only. Afterwards, a project 

used in an article by Prahalad and Hart will be discussed, because this project includes a 

MNC entering the BOP market in India. In the book “The fortune at the Bottom of the 

Pyramid” Prahalad presents 12 cases to illustrate how BOP solutions can be made. Of the 

cases reviewed 8 are actually based in India, the others are based in South America. He offers 
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cases from the experiences made by different types of ventures, and their products range from 

furniture, televisions and cement, to soap and salt, to eye care and artificial limbs, to financial 

services and microcredit7

                                                        
7 For a full list of the ventures included in Prahalads book “The fortune at the Bottom of the Pyramid”, see 

appendix 2.  

. Crabtree argues that not all of the businesses Prahalad refer to 

actually are from the private sector, but other ventures, and that only three of the 12 business 

cases actually can be related to an increase in income (Crabtree, 2007). The three cases 

referred to are the ICICI Bank case, the EID Parry case and the ICT case, and they are all 

based in India. The ICICI Bank case illustrates the problem of finance for the poor in India, 

thus this case is included in the book by Prahalad to show that supplying microcredit to the 

poor can solve a problem. However, microfinance has been around for years, and Prahalad 

does not claim that this is a new idea, but he lacks to mention why such a case is included in 

his research of new ways of thinking. In addition, this project was actually initiated by the 

government to provide banking services to the rural people in India. However, when Prahalad 

presented this case there was not yet any scientific evidence that the project was successful, 

but still he includes this project as a case illustrating that poverty can be eradicated by profits 

(Crabtree, 2007). Nonetheless, microcredit has certainly proved to reduce poverty, and one of 

the most successful projects providing microcredit is the Grameen Bank, and this project will 

be discussed in section 5.2. Both the EID Parry and the ITC Group projects are based in India, 

and both are for-profit companies hoping to sell their products that involve internet 

communication, to rural communities, mainly farmers. By having access to internet the 

farmers can increase their knowledge about the market and their products.  According to 

Crabtree the results from both projects are still unproven, and argues that Prahalad fail to 

mention the problem concerning how the poor people actually can afford this service 

(Crabtree, 2007).  Also, Prahalads research fails include cases from other parts of the 

developing world as well as reviewing failed attempts to enter the BOP, thus his results is 

biased. Crabtree argues that the results from the cases are specific to their context, thus cannot 

be generalized, and does not even confirm Prahalads argument that poverty can be eradicated 

through profits. However, a couple of the cases are successful and sustainable, but overall the 

cases illustrated by Prahalad fail to illustrate any win-win situation for MNCs at the BOP.  

According to Crabtree, Prahalad does not validate his claim that poverty can be eradicated 

through profits, thus Crabtree propose that the involvement of the private sector is not a 

necessary factor for succeeding at the BOP (Crabtree, 2007). 
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The story of Nirma, a small Indian company producing detergent top the poor customers is 

mentioned in the article by Prahalad and Hart, as a success story of a MNC entering the BOP 

(Prahalad and Hart, 2002). They argue that by following the strategies of Nirma, Hindustan 

Lever Ltd. (HLL)8

 

 a subsidiary of Great Britain’s Unilever PLC, was able to enter the BOP 

market and take market share, and they then claim this proves that the poor can be profitable 

customers for a profit-seeking company. However, this project illustrates a flaw in Prahalads 

research, since he states that to sell low-quality products to the poor is disrespectful. Nirma 

was an upstart company in India that entered the detergent market for poor Indians. Nirma 

built its product, manufacturing, distribution, packaging and pricing to meet the specific needs 

of poor Indian consumers. The quality of Nirma was lower than competing products, but the 

consumers were willing to make trade-offs to be able to buy cheaper detergent. Consequently 

Nirma began to eat up market share from the bottom-up, and also aimed at other markets that 

until now had been served by competitor HLL. At first, HLL dismissed Nirma as a low-end 

producer, and continued to focus on other markets. But HLL soon realized that Nirma was a 

competitor with an improved business system that was better accustomed to the local market. 

As a result, HLL went back to the drawing board and reinvented its business system so that, 

like Nirma, it could launch a product specifically designed for the BOP market. For HLL, this 

product is now an important revenue generator, and has been leveraged into other parts of the 

world. This project illustrates that MNCs have to meet the need of the intended customers and 

be innovative to be successful at the BOP, but in contrast to Prahalads claim, it does also 

conclude that the poor do trade-offs.  

Advocates of the Base of the Pyramid approach admits that research still is marginal within 

this field, thus when reviewing cases of success and failures at the BOP usually an 

exploratory approach is chosen. London and Hart did a study where 24 cases were 

investigated, most of them interviews with the companies, in addition to in-depth studies of 

four companies (London and Hart, 2004).9

                                                        
8 Today Hindustan Unilever Ltd (HUL), a subsidiary of Unilever. 

 MNCs and local companies as well as NGOs were 

included in the sample, and the companies were selected to ensure geographical and cultural 

diversity. From this study all used material pointed to important differences between the BOP 

markets in the developing world and markets in the top of the pyramid involving the wealthy 

and elite (London and Hart, 2004). The interviews with MNC managers gave valuable 

information on the limitations of the transnational model for companies interested in 

9 For a full list of the ventures included in this study, see appendix 3. 
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exploring BOP markets, while the case studies and archival materials revealed critical success 

factors for entering the BOP markets (London and Hart, 2004). Thus it is argued that various 

markets will require different strategies and mix of capabilities, and several guiding principles 

for companies entering the base of the pyramid is proposed in table 5.1.  

 

Table 5.1 Guiding principles for entering the BOP  

When entering the BOP markets: 

- traditional capabilities in global integration and national responsiveness 

might actually inhibit effectiveness 

- companies cannot rely on the transfer or protection within firm boundaries 

of knowledge and resources developed in high income markets 

- companies will need additional capability beyond those of global efficiency, 

national responsiveness and transfer of existing knowledge, which are used 

successfully in high income markets 

- identifying and leveraging existing strengths in the business environment 

can enhance effectiveness 

- strategies that include understanding the social context, building from the 

bottom up, and sharing resources across organizational boundaries can 

enhance effectiveness 

- companies with a capability in social embeddedness are most likely to be 

successful 

Source: London and Hart (2004) 

 

In addition, the study indicated that successful BOP strategies relied heavily on non-

traditional partners such as NGOs and community groups, as well as local governments. 

Strategies that relied primarily on traditional partners such as national governments and large 

local companies proved unsuccessful (London and Hart, 2004). In sum, London and Hart 

claim that the strategies that proves successful at the BOP are building local capacity 

resources that can be shared across boundaries, collaborating with non-traditional partners to 

understand the social context and co-inventing custom solutions to be built from the bottom 

up. Further, the suggested key to success is to develop the fourth capability, social 

embeddedness, as previously mentioned. 
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5.1.4 Review of the BOP approaches 

The review of the two BOP approaches reveal that the assumptions and strategies suggested 

to enter the poor market diverge more than can be expected from the more or less identical 

term. Both approaches consider the BOP as a market of around 4 billion people living on an 

average of $2 a day. In addition, the observation that the poor can be potential customers for 

MNCs is also supported by both approaches. Moreover, the approaches assume that treating 

the BOP as a market can in fact lead to poverty reduction, and that MNCs can make a profit 

because of the vast aggregated purchasing power within this market. The objective for both 

approaches is essentially to reduce poverty while successfully entering the market at the BOP. 

On the other hand, despite the similar assumptions, the BOP entry strategies suggested by the 

two approaches are certainly different. According to Prahalad the poor have to be treated as 

customers, and to succeed in this market MNCs need to be willing to innovate, use new 

technologies and develop smart solutions such as changing products to attract customers. In 

their research, London and Hart conclude that MNCs need to collaborate with non-traditional 

partners, co-invent customized solutions and build local capacity to succeed in the BOP 

market.  

 

MNCs have developed a variety of products and services to serve the BOP market and as a 

result single serve packages, low-cost products/services, and NGO partnerships have become 

more common than ever. The projects reviewed illustrates that MNCs have attempted to enter 

the BOP market, but some of the business stories were based on MNCs, some on MNCs in 

collaboration with other ventures, or other ventures alone. Even thought Prahalad did not 

include failed attempts of companies entering the BOP, there certainly are stories of failures, 

and some were included in the study by London and Hart. By and large, Prahalads proposition 

as demonstrated in his research obviously is “too good to be true” (Karnani, 2006). Prahalads 

research is greatly discussed in literature, and according to Karnani the Bottom of the 

Pyramid argument “is riddled with inaccuracies and fallacies” (Karnani, 2007). Because of 

inconsistencies in purchasing power, an incomplete verification of price reductions and cost-

quality trade-offs, and the lack of emphasis on MNCs it is argued that the evidence Prahalad 

offers to support his thesis extremely vague (Crabtree 2007).  

 

Different PPP lines have been articulated in the BOP literature, Prahalad have for example in 

his work used both $1500 and $2000 per annum, as well as between $1 and $2 a day 

(Prahalad, 2004; Prahalad and Hammond, 2002; Prahalad and Hart, 2002). Nonetheless, the 
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total number in this market is believed to be nearly 4 billion people by both the BOP 

approaches (Hammond et al., 2007). In contrast, the World Bank estimates the number in this 

market to be around 2.7 billion in 2001, while a number of 600 million later has been 

suggested (Economist, 2004). There is thus a problem defining the target market, and this 

inconsistency has not gone unnoticed (Karnani, 2007). Following, the potential market value 

at the BOP is estimated to be everything between $13 trillion (Prahalad, 2004) and $0.3 

trillion (Karnani, 2007) depending on the size of the target market as well as the calculation 

method applied. Researchers thus argue whether there is a fortune at the BOP or not, but both 

BOP approaches reviewed here assume that the market at the bottom/base of the pyramid is 

made up of approximately four billion people living on an average of $2 a day (Prahalad, 

2004; London and Hart, 2004). Despite the critiques of estimating the market size, the goal in 

the end is to capture the essence of the definition of the BOP, thus it is proposed that PPP 

measures are best viewed as empirical approximations and not exact measures (London 

2007).  

 

Even if entering the BOP is successful for the MNC, the success does not directly transfer to 

the poor and consequently reduce poverty.  Prahalad argues that cheaper products will help 

the poor out of poverty and at the same time increase unit sales and aggregated profits for the 

MNCs. However, the strategy of making products more accessible and cheaper by 

redesigning products may increase sales for the MNC in the short run, but for a longer period 

of time that strategy will probably fail due to a lack of local interaction (Simanis and Hart, 

2008). Continuing, Prahalad argues that it is possible to reduce prices on products by cutting 

production costs but not quality. In the real world it is often necessary to reduce quality to 

reduce costs, and the price-quality trade-off for poor is different than for richer people, as 

illustrated in the Nirma project (Karnani, 2007). Also, in the lowest segment of the pyramid 

people struggle to survive, so it is not realistic assuming they actually can make any trade-

offs. However, even thought if the poor do trade-offs or consume more, they will still have 

the same amount, i.e. $1 a day, to survive on, thus trade-offs may increase the effective 

income of the poor, but it does not increase the real income (Karnani, 2007). According to 

Karnani, the poor need to be viewed as producer, not consumers, in order to increase the 

income of the poor, since increased income is the only way to help the poor (Karnani, 2007).  

London and Hart suggest that MNCs can involve the poor into their operations by focusing on 

the poor as producers or as consumers, indirect involvement, and moving innovations learned 

at the BOP up-market, in order to encourage development for the poor.  
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When there is a need in the market to be served, there is an opportunity for business, thus the 

notion that the BOP market has great potential for MNCs. On the other hand, one can 

question whether MNCs are serving a need or creating a need where none previously existed 

(Rost & Ydren, 2006). Prahalad proposes that the MNCs can lift the poor out of poverty by 

treating them as customers, but asserts that FDI does not create wealth at the BOP (Prahalad, 

2004). Thus it is implied that the MNCs not necessarily need to make any investments in the 

BOP market, but instead distribute its products/services to the customers. However, it is 

argued that without MNC location in the BOP economy, MNC distribution alone will have 

limited impact on poverty reduction (Jenkins, 2005). To prove his thesis, Prahalad has used 

case studies in his research. There are both advantages as well as shortcomings when using 

case studies, but cases are often studied to achieve deeper knowledge of the market and 

industry. But despite Prahalads constant mention of MNCs, several of the cases in Prahalads 

research are NGOs or SMEs rather than MNCs, thus it is questioned whether MNCs are 

suited to this market (Jenkins, 2005; Karnani, 2006). This was also remarked in section 5.1.3, 

where a review of projects illustrating MNC success at the Bottom of the Pyramid proved 

hard due to the lack relevant projects. Actually, according to Karnani not any of Prahalads 

cases support his statement that companies can make a fortune by selling to the poor 

(Karnani, 2006).  

 

Most critics agree that the examples provided and the suggestions put forth by Prahalad do 

not support his claim of poverty eradication (Crabtree, 2007; Jenkins, 2005; Karnani, 2006). 

Crabtree states, “…only three of the twelve cases (ICICI, EID Parry and ICT) can be directly 

related to increased income…. The others engage in activities where an increase in income 

might result as a spin off e.g. through better health, but in none of the cases is this 

documented” (Crabtree, 2007). Even thought there have been numerous studies on the 

strategies and results of MNCs entering the BOP, the effects on poverty alleviation of such 

strategies have not yet been significantly researched (London, 2007). Further research needs 

to examine how the BOP approaches differ from other poverty alleviation approaches, and 

how the poverty alleviation outcomes may be different (London, 2007). But to truly address 

poverty in the BOP markets, the researchers must take a multidimensional approach beyond 

consumption (Crabtree, 2007). Global interest in the BOP approaches and their perspectives 

on business strategy and poverty alleviation have continued to grow, and interest in 

supporting the development of BOP ventures is also increasing (London, 2007).  
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5.2 Social business 
As discussed in the previous section, there are currently not enough scientific evidences to 

conclude whether or not the presence of MNCs in the poor markets can make a difference and 

help reduce poverty. The two BOP approaches are now being confronted by a new approach 

that has been identified as a “Social Business” (Yunus, 2010). The social business 

organization (SBO), referred to as Social Business, promotes the idea of doing business in 

order to address a social problem, and not to maximize profit. In the following sections the 

social business model will be examined, and a few projects will be discussed.  

 

5.2.1 Business model 

 

“The potential exists to bring together resources from many players – government agencies, 

NGOs, private companies, and individual citizens – to create powerful poverty-alleviating 

programs centered on the propulsive force of social business”. 

Muhammad Yunus 

Building social business, 2010 

 

The concept Social Business has been developed by Muhammad Yunus, who together with 

the Grameen Bank received The Nobel Peace Prize 2006, in his recently published book 

“Building Social Business”. He has previously published two books with focus on poverty 

reduction, but this third book by Yunus is dedicated solely towards the concept of Social 

Business, its implementation, and its maintenance. Yunus claims that poverty is created by 

deficiencies in the institutions that have been built, and that this complement to traditional 

capitalism truly can serve humanity’s most pressing needs, especially poverty (Yunus, 2010). 

Yunus argues that there is a need for two kinds of businesses: one for personal gain, another 

dedicated to helping others. The social business is a cause-driven business, where the purpose 

of the investment is purely to achieve one or more social objectives through the operation of 

the company. In a social business an investor aims to help others without making any 

financial gain himself, however the investor gets his investment money back over time, but 

never receives dividend beyond that amount. Nonetheless, the social business is a business 

because it must be self-sustaining. The company must cover all costs and make profit, at the 

same time achieve a social objective, such as healthcare for the poor, nutrition for 

malnourished children, providing safe drinking water, etc. in a business way (Yunus, 2010). 
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The goal is to solve a social problem by using business methods, including the creation and 

sale of products or services, and Yunus have therefore developed seven principles of social 

business, mentioned in the table below (Yunus, 2010).  

 

Table 5.2 The seven principles of social business 

 

1. Business objective will be to overcome poverty, or one or more problems 

(such as education, health, technology access, and environment) which 

threaten people and society; not profit maximization 

2. Financial and economic sustainability 

3. Investors get back their investment amount only. No dividend is given beyond 

investment money 

4. When investment amount is paid back, company profit stays with the 

company for expansion and improvement 

5. Environmentally conscious  

6. Workforce gets market wage with better working conditions 

7. Do it with joy 

 

Source: Yunus (2010) 

 

Those principles describe the essence of social business, and Yunus proposes companies to 

follow them in order to establish a social business. Further, Yunus proposes that a social 

business can be organized in two ways. One is a non-loss, non-dividend company devoted to 

solving a social problem and owned by investors who reinvest all profits in expanding and 

improving the business (Yunus, 2010). The second kind is a profit-making company owned 

by poor people, either directly or through a trust that is dedicated to a predefined social cause. 

Yunus does not intend to create another kind of non-profit organization model, because unlike 

a non-profit organization the social business has investors and owners. On the contrary to 

Prahalad, Yunus argue that it’s immortal to make a profit as well as to pursue the usual 

business goal of maximum profit from the poor. Still, the social business operates within the 

same capitalist system as conventional businesses, but it offers an option to investors, and 

recognizes that the responsibility for solving a society’s problems is shared between the 

government and the people. The goal is to find a product or create a service that empowers the 

poor customers. A social business can be self-sustaining while also creating important 
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benefits to its customers, suppliers, and other community members. As promising as this 

appears, Yunus agrees that obtaining financing will probably be one of the biggest hurdles to 

face when launching and running a successful social business. Seed capital is raised the same 

way as for any company, and funding can be raised from personal networks, CSR funds or 

other funds, grants etc. Also, as some cases later on illustrates, there are investors and 

companies look for social responsible investments. A small local solution can become the 

seed of a global solution, and a social business can enable poor people to capture a larger part 

of the value chain. Yunus does not disregard the role of the MNCs, and proposes that this can 

be achieved by involving joint venture partners that are usually profit-driven entities and 

examples of possible organizations to partner with are another social business, a NGO or 

charity, an investor, a production partner, a distribution partner, and so on (Yunus, 2010). 

Even though the investors will not receive any profit, the employees of a social business will 

of course get paid. A social business has to attract talent from the same labor market as for-

profit companies; hence it has to offer competitive salary and benefits. Thus according to 

Yunus working for a social business pays more for the employees, since the job includes 

reaching a social goal. According to Yunus the impact of the business on people or 

environment rather than the amount of profit made in a given period, can measure the success 

of a social business. In addition, sustainability of the company indicates that it is running as a 

business, and in the end, the objective of the company is to achieve the social goals. 

 

5.2.2 Social business cases 

The term social business is new, but businesses dedicated to helping others have existed for 

decades. The Grameen Bank is a prime example of a social business, with the Grameen 

borrowers themselves being its shareholders. Grameen means rural in Bengali, thus clearly 

the rural poor are an important part of the borrowers. The Grameen Bank was one of the first 

in the world to apply a microcredit model in commercial banking. Most of the clients are 

women, according to Yunus female borrowers bring more benefits to their families than male 

borrowers and women have more drive to overcome poverty (Yunus, 2010). The candidates 

for loans must have their proposals evaluated and supported by members of the community 

and due diligence is accomplished directly with the lenders by employees from the bank. 

Today the Grameen Bank lends out over $100 million a month, and the repayment rate is 

about 98% (Yunus, 2010). The story of the Grameen Bank illustrates that lending to the poor 

is not possible but also profitable. Yunus argues that the Grameen Bank illustrates that a 
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social business can “provide social benefits in two ways at once - by creating products or 

services that help solve a social problem and by providing income for its owners, who are 

poor” (Yunus, 2010). However, social businesses do not give dividends to the investors, all 

the profit is reinvested in the company for expansion and improving the quality of the product 

or service, this also applies for the Grameen Bank. The Grameen Bank has grown, and even 

in the US there is a branch names Grameen America. According to Yunus, this proves that 

even in developing countries there is a need for banks dedicated to serve less fortunate people 

(Yunus, 2010).  As the concept of microfinance has become renowned, different varieties of 

microfinance solutions have been established all around the world. However, there are 

numerous ways microcredit is managed, some companies actually charge high interest rates to 

make a profit in situations where poor people have no other lending possibilities. Such actions 

are not in line with the original practice of microfinance, and do not serve poor people the 

way Yununs and the Grameen Bank intended, but this will not be elaborated further here. 
 

The Grameen Bank and other Grameen companies are now involved in many social issues 

beyond microfinance. After receiving the Nobel Peace Prize in 2006, the Yunus Secretary 

created an organization aimed primarily at promoting the views and beliefs of Yunus, with a 

special focus on social businesses, named the Yunus Centre. The Yunus Centre has since 

been a resource centre for all Grameen business related activities both globally and in 

Bangladesh. All though the social business structure is the central part for the Yunus Center, 

the Grameen network includes many companies with different business structures. Needless 

to say, social business is one structure, another structure is non-profit, but there are also a few 

for-profit companies. Following some of the companies within this network has no affiliation 

with the Grameen Bank, but they are independent companies with obligation to pay all taxes 

and duties, just like any other company in the country. Grameens non-profit companies 

wholly own some of these for-profit companies, others are partially owned by Grameens non-

profit companies. One of the most known examples of the latter arrangement is Grameen 

Phone, the collaboration between Grameen and the Norwegian for-profit company Telenor. 

On the other hand, the Grameen Bank created some companies in the Grameen network as 

separate legal entities, and they were created to spin off some projects within Grameen Bank 

funded by donors. Today many of the non-profit companies that are part of the Grameen 

network runs successfully, but as this chapter concerns social businesses those structures will 

not be discussed further.  
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Grameen already operates about 30 social businesses. As mentioned in section 5.2.1 there are 

two types of business structure within the social business structure suggested by Yunus. Most 

of the social businesses are identified as a type I social business, where goods and services are 

provided to reach a social goal and the business is owned by people who are not themselves 

poor or less fortunate. It generates no profits for its owners, any surplus is instead reinvested 

to finance growth and expansion of the business and its benefits to the people. A Type II 

social business functions as a profit-maximizing business, and is either owned by the poor 

people or owned by a trust to deliver benefits to the poor. Here the profit goes either to the 

poor by generating income for them directly or the profit of the company goes to a trust, 

which is created for promoting benefits for a specific group of people or to achieve any other 

social objective. In addition to the Grameen Bank there is only one other type II social 

business and this company is still under development, under the name Otto Grameen Textile 

Company. This company is established to deliver benefits to the poor, but since this project is 

still under development it is not yet possible to evaluate the project. However, Yunus argues 

that if this project succeeds it will provide a model to many future enterprises along the same 

lines (Yunus, 2010). The success of the Grameen Bank needs no further explanation than 

already mentioned previously in this chapter, but next some of the type I social businesses 

will be explored to assess their impact on the poor population.  

 

Yunus gives several examples of social business that have been developed in the last years in 

his book. The examination of the SBO approach has illustrated that there are several ways to 

create a social business. The notion is that social business offers an option to the investors, 

thus businesses, individuals and civil society can implement a business structure that can be 

used to influence social problems (Yunus, 2010). Yunus argues that since the social business 

operates free from the pressure of earning profits, the scope of the investment opportunities is 

much greater than with profit-seeking companies. As this paper focuses on the impact of 

MNCs investments on poverty reduction, the social business projects reviewed below are 

collaborations between MNCs and Grameen companies. All of the projects that will be 

explored are joint ventures between well-known global MNCs and Grameen companies.  

 

The first joint venture created as a social business was Grameen Danone. Grameen and 

Groupe Danone went into a joint venture in 2005 to create a yogurt for the children of 

Bangladesh. Around half of the children in Bangladesh suffer from malnutrition, and causes 

several problems and in the worst case it can be fatal. Groupe Danone is a French MNC, and 
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the collaboration started after the CEO of the MNC liked the concept of creating a company 

that can achieve a social goal. Consequently a business plan was outlined and decisions such 

as developing the product, deciding the price as well as choosing where to locate a factory 

were made. The company decided on making yoghurt fortified with micronutrients to 

decrease malnutrition that was affordable for a Bangladeshi family. The factory had to be 

small and local to reduce transport costs as well as becoming part of a local community, and 

since a local network would supply milk. The yoghurt was named Shokti Doi, and the first 

yoghurt was offered to the customers in 2007. Along the way several barriers arose. The 

recipe was slightly changed. The sales network, both consisting of stores and female 

entrepreneurs, suffered in the beginning but after selecting a new leader and educating the 

sales people the sales soared. Due to the global crisis the food prices increased, thus the price 

of the Shokti Doi increased to cover the costs. This led to reduced sales, especially in the rural 

areas. The solution was price differentiation between the rural and the urban market. 

According to Yunus this approach got the company on a powerful growth track. The company 

is expected to break-even in 2010, but this may be delayed due to the alterations during the 

beginning of the business launch. This project illustrates that launching a social business is 

similar to launching any business, the challenge is to develop a model that works, test it and 

make adjustments along the way. The profits from the first factory will finance the 

construction of new plants, and the success of the project is judged on criteria such as the 

number of direct and indirect jobs created (milk producers, small wholesalers, sellers) and 

improvements to children's health. The goal of the joint venture was to reduce malnutrition 

for children in Bangladesh. As the project is still young, there has not been tested whether the 

yoghurt has been beneficial to the children. Nonetheless, there is no doubt that the children 

eating this yoghurt will benefit from the nutrients they consume, but how much it will 

increase their livelihood is still uncertain. Still, the company is now expanding, and many 

more people in Bangladesh will be able to buy Shokti Doi, proving that Grameen Danone 

despite start up problems is now a sustainable social business. The MNC here represented by 

Groupe Danone spotted a business opportunity, and invested in a social business to reduce a 

social problem. 

 

Another joint venture is Grameen Veolia water, where the project goal is to develop a way to 

provide access to safe drinking water for rural Bangladeshis who now have to drink 

contaminated water. This is a second project in social business created by a MNC, Veolia 

Water, which is part of the French company Veolia Environment, and Grameen.  Water is 
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more or less abundant in Bangladesh because of numerous groundwater resources that are not 

too deep and are therefore easy to exploit. However, most of the groundwater is contaminated 

with arsenic, very often at levels that make it lethal. Grameen Veolia will with their joint 

forces combine their complementary skills to make clean and safe water accessible to 

villagers in the poorest parts of Bangladesh. This company was initiated by an executive in 

Veolia Water, and shortly after an agreement was in place. After some discussion, the 

company decided selling ten-liter containers of water for a very low amount of money. Even 

thought Veolia Water has broad experience in providing water in developing countries, the 

first location in Bangladesh was in a rural part of the country. Even thought this would lead to 

some challenges, the company moved quickly to set up a pilot project. Grameen provided 

connections with the local people and local expertise, while Veolia Water provided the 

technical capabilities. The first project was small and they applied a learn-by-doing approach. 

A plant was built, one price was set for sales directly from the plant, and another slightly 

higher price for the water sold by local saleswomen. However, the sales were much lower 

than expected because customers did not see the long-term benefits of paying for water, even 

thought the water was priced very low. Therefore Grameen Veolia had to reconsider their 

business strategy, and decided to lower the price to the people in the villages while also start 

selling to institutions for a higher price. Thus, this new strategy builds on cross-subsidization, 

and as part of this strategy new marketing as well as distribution plans have to be prepared. 

This new strategy is still being implemented, thus it is too early to predict the future of 

Grameen Veolia. Nonetheless, a second plant is being established, and this is a sign that even 

though there have been challenges, Veolia Water believes in the project. For Veolia Water 

this project gives insights and knowledge that hopefully can be applied elsewhere. Access to 

safe drinking water has already been an issue for years and is also implemented as a part of 

the MDGs. However, in the time to come this problem will only increase, thus the results 

from Grameen Veolia may be of great consequence for future global projects.  

 

In addition to the above mentioned companies created by MNCs and Grameen, three other 

collaborations is briefly mentioned below to illustrate some of the broadness within the social 

businesses already launched. Those three are just pilot projects yet, thus any results 

concerning the success of the projects does not exist. However, the projects already are 

expanding, this signals that the MNCs themselves do not consider the projects as failures.  

Grameen BASF is a joint venture between Grameen and BASF, a German MNC that 

specializes in chemical products. There are areas in Bangladesh where there is a high risk of 
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catching malaria, thus the product created is a mosquito net to protect against malaria, which 

that families would sleep under. The idea of the joint venture was to develop affordable 

products for the poor that could protect them from deadly diseases. Moreover, Grameen 

BASF is also working on another project that makes micronutrient sachets to sprinkle on 

food, which provides essential nutrients that are missing from the poor’s daily diets. Grameen 

Intel Projects is another collaboration that was established few years ago by the MNC Intel 

and Grameen. This company is building up a healthcare service for poor that uses IT, and the 

goal is that such a service can reduce infant death in Bangladesh. This product does require 

more of the workers, but with time hopefully local villagers can be trained to use the 

necessary equipment. Yet another project under development is a joint venture between 

Grameen and Adidas where the goal is to produce an affordable shoe to improve not only 

comfort but also reduce health issues as parasitic diseases. At this time the project is testing 

the first version of the shoes, which is supposed to cost only one euro. The idea here is that 

high aggregated demand will make production volumes higher and prices lower.  

 

The lessons from the projects reviewed in this section are several. Even though all of the 

MNCs mentioned are first and foremost for-profit companies, they illustrate that a MNC can 

incorporate both a social business and a profit-making business within the same company. 

When the projects have established further, the social impact of the projects needs to be 

studied and the benefits validated to analyze the success of such social businesses. To reach 

the set goals are the main focus, thus to be successful the goals need to be reached while at the 

same time ensuring that the business is sustainable. The projects demonstrate that setting up a 

social business is as challenging as any other business. The MNCs entered different markets 

and offered various products, but there are still similarities in the projects. All the projects 

decided to start small instead of big, because it is not only easier to run but also easier to 

make changes to the business models. A part of the process is experimenting, failing and 

starting over. In developing countries issues such as less developed infrastructure and low 

purchasing power raise other challenges than the MNCs are used to encounter in developed 

countries. The projects are still in their infant phase, but all have done improvements along 

the way and future improvements will most likely be necessary. The MNCs often have 

interests in different markets, and to avoid cannibalization they have to come up with creative 

ways to separate the markets. Nonetheless, the projects demonstrate that cross-subsidizing 

products are necessary to be sustainable in many markets, for example by subsidizing services 

to the poor areas through profits earned from sales of services to the rich areas. This strategy 



 

 68 

is not further elaborated, but Grameen Danone do this with their yoghurt and another venture, 

Grameen Healthcare, also uses this strategy when charging different rates for operations 

depending on the abilities of patients to pay. The most important is that the product/service 

reach the people that need it the most and that not only the product is available but also 

affordable. The social business established by the MNCs and its partners aim to help others 

by solving a social problem and also creating additional benefits to the communities such as 

providing employment and enabling entrepreneurship. In addition to the concept of social 

business, other alternative structures have been under development by additional individuals, 

but they still diverge from the ideas grounded by Yunus.  One is the community interest 

company (CIC), but this may pay dividends to shareholders. Another one is the low-profit 

limited liability company (L3C), who also pays dividends. One more is known as the B-

corporation, where the profit role is up to the company itself. Consequently, the idea of a 

business that makes profit but does not pay dividends and yet is still self-sustaining has no 

challenging structures as of today.  

 

Yunus argues that the trickle-down effect reducing poverty is unreliable, and that the 

Grameen Bank among other projects has proved that bottoms-up business models can enable 

the poor to lift themselves from poverty and still be sustainable (Yunus, 2010). The concept 

of Social Business started years ago, but the business structure is still young. Nonetheless, as 

the real-life projects illustrated, this way of structuring a business to reach the less fortune 

people appear successful. New social businesses are under development and as time goes 

more research within this field is necessary to evaluate the results. There is no doubt that 

MNCs encompass numerous technologies that could revolutionize the lives of poor, even 

though there may be challenges along the way. The Yunus Center is now in the incubation 

period to create joint ventures with more companies such as Felissimo and Shaklee, and is 

also in the process of setting up Social Business Funds with organizations such as the Islamic 

Development Bank and the Monaco Fund. According to Yunus, the economy should be an 

ever-growing pie, where the rich can get richer, and the poor can get less poor at the same 

time without any conflict (Yunus, 2010). He argues further that in order to ensure that the 

poor benefit from economic growth, there is a need to ensure not only that the pie grows but 

also that the portion of the pie goes to the poor grows even faster. The question is whether 

MNCs will find such a structure attractive and if they are up for the challenges it may present. 

This way the MNCs can be part of involving the poor instead of ignoring them.  
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5.3 Development perspective 
 

“We cannot escape the fundamental question: Whom and what is business for? The answer 

once seemed clear, but no longer. The terms of business have changed.” 

Charles Handy 

     What is business for, 2002  

 

The recent focus on meeting the needs the poor has encouraged various parts of the society to 

rethink business models. Experimentation is happening all over the world, by a wide range of 

actors, such as MNCs. However, the recent economic crises have slowed investments, as 

many MNCs have become more risk averse and thus chiefly focus on their core business. 

Still, some MNCs are altering parts of their business strategies for several reasons, and in the 

wake of the corporate scandals in recent years, companies are beginning to realize that a 

number of investors are not interested only in the financial performance of a company, but 

also concerned about social and environmental issues (UN, 2010). According to the Social 

Investment Forum, socially responsible investment assets in the United States only rose more 

than 258% from $639 billion in 1995 to $2.29 trillion in 2005 (Social Investment Forum, 

2006). MNCs are also subject to international scrutiny, and this can have fatal endings for 

MNCs, thus they may be more likely to respond to social business strategies than national 

companies (Garvey, N. and Newell, P. 2005). As argued in this thesis, there are limitations in 

the traditional business model for companies embarking on the poor markets, thus new 

business strategies have been developed. However, the question is whether or not MNCs are 

willing to change their strategies, and as John Maynard Keynes stated “The difficulty lies not 

in the new ideas, but in escaping from the old ones, which ramify, for those brought up as 

most of us have been, into every corner of our minds” (Keynes, 1936:8). With the growing 

number of MNCs claiming to incorporate the poor markets as part of their activities, it is 

necessary to distinguish between various approaches. The three approaches reviewed suggest 

various methods for MNCs to enter the poor markets in developing countries, and overall 

success depends on how the MNC articulates their business model and how they leverage the 

socioeconomic development that it generates. 

 

The Bottom of the Pyramid approach aims to change the perception of market opportunity, 

and states that the BOP can provide opportunities for development of new products and 
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services. The approach claims to help the poor by developing innovative products that are 

affordable as well as accessible, to create opportunities for MNCs that with time can 

incorporate poor at both the local level but also into a global supply chain. According to 

Prahalad the poor in the developing world can be a new source of revenue growth, and MNCs 

can gain important advantages by serving the poor, they just have to understand how to 

market and deliver products and services to this market with greater efficiency by being 

innovative. Prahalad mention establishing networks and trust building as part of this process, 

as well as partnerships to supply resources and technology to the poor. The notion is that a 

new convergence of a co-created world is necessary in order to eradicate poverty while 

making profit at the same time. MNCs need to develop a commercial infrastructure at the 

BOP by creating buyer power, shaping aspirations, and improving access and tailor local 

solutions (Prahalad and Hart, 2002).  Prahalad do not anticipate the MNCs to play a social 

welfare role, but expect the companies to draw on their core business capabilities. He claims 

that economies could grow by being driven by entrepreneurial activity and private 

investments, and that MNCs can expand rapidly despite hard competition by being 

innovative. Despite Prahalads lack of social perspective, he does believe that empowering 

local entrepreneurs and companies is key to develop the BOP market.  

 

According to London the “base of the pyramid is a term that represents the poor at the base of 

the global socio-economic ladder, who primarily transact in an informal market economy” 

(London, 2007). London and Hart states that there are three successful business strategies for 

entering the poor market; collaborating with non-traditional partners by understanding the 

social context, co-inventing custom solutions by building from the bottom up, and developing 

local capacity by sharing resources across boundaries (London and Hart, 2004). In their study 

of business strategies in poor markets London and Hart and found that “scalability, flexibility, 

decentralization, knowledge sharing, local sourcing, fragmented distribution, non-traditional 

partners, societal performance, and local entrepreneurship appear to be important to the 

success of such business ventures” (London and Hart, 2004). As previously mentioned, 

according to this approach the MNC can view the poor at the BoP as consumers or as 

producers. The BoP approach consist of the following six principles; focusing on what is right 

in the poor market, external participation, co-creation, connecting local with non-local, patient 

innovation, and self-financed growth (London, 2007). However, one implication of the 

principle of external participation is that it distinguishes the Base of Pyramid approach from 

micro-finance development programs, since such initiatives focus on supporting businesses or 
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business start-ups that were developed solely by those in the poor markets. The Base of the 

Pyramid approach does not neglect such initiatives and recognize that they can certainly 

generate positive outcomes, however it is still a different orientation than the one suggested 

by the BOP approach (London, 2007). Nonetheless, the Base of the Pyramid can complement 

existing micro-finance initiatives, but it requires non-local and local partners to collaborate in 

creating innovative ventures that rely on profits to generate scalable impacts (London, 2007). 

The Base of the Pyramid approach emphasizes collaborations instead of assistance, as the 

main idea is that the poor themselves must be active agents in poverty alleviation, and it is 

acknowledged that initiatives will vary within and across countries. The Base of the Pyramid 

approach aims to offers new insights into addressing poverty alleviation, however it does not 

intend to replace other proven poverty alleviation approaches but rather complement other 

efforts.  

 

Karnani argues that the most constructive solutions to poverty reduction are creating efficient 

markets, creating jobs, providing microcredit and involving the government (Karnani, 2007).  

Moreover, the best way for MNCs to help eradicate poverty is to invest in upgrading skills 

and the productivity of the poor, and to help create more employment opportunities for them 

(Karnani, 2007). He further argues claims that the size of the poor markets are actually quite 

small, and not very homogeneous, thus SMEs are best suited to exploit these opportunities 

(Karnani, 2006). However, if a MNC is motivated not by economic profits but by social 

responsibility, then of course there are many opportunities in the poor markets. Such 

opportunities are the ones Yunus suggests MNCs need to embark on. Even though the Social 

Business approach has excluded the whole aspect of financial returns, it is still expecting 

profits, but the company’s profits will enable scalable positive societal outcomes. A social 

business can be created by MNCs that want to solve a social problem as part of their 

activities. They can still continue with their core activities, but by collaborating with a local 

partner and establishing a social business, they can help poor people as well as utilizing their 

resources. Since the profit motive is removed from this approach, several MNCs will find 

such an investment unappealing, however there are MNCs as well as other investors that are 

searching for innovative opportunities. Nonetheless, MNCs are only one of the actors; they 

must work together with NGO’s, local and state governments and communities, but MNCs in 

particular have the ability to form partnerships with a wide variety of organizations. 
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According to the UN a transformation that shifts economies from low-productivity, low-

technology paths of development to technologically dynamic, skills-intensive paths is 

necessary, however there is no single approach that can achieve this type of transformation, 

since the process will differ from country to country (UN, 2010). Also there are intra-country 

differences, making duplication of strategies even harder. There is thus not one poor market 

but several, and MNCs need to differentiate between the different market segments. In 

addition, poor market segments include a variety of poor people, thus it is crucial to 

distinguish between basic needs and needs for improvement. For the poorest, food is the most 

basic need and food dominates the household budgets, but as incomes rise, the share spent on 

food declines. Following, a successful pursuit of poor markets requires MNC to 

fundamentally rethink their business models. At this time, there are still not enough 

experience with viable business strategies, and even though a comparison of MNC success 

and failure experience in poor markets will give some pointers how to best navigate in such 

markets, generalizing may be dangerous. To more fully evaluate the poverty alleviation 

outcomes, London suggests the following three questions “What type of value is created or 

destroyed, what is the amount of value created or destroyed, and what is the allocation of the 

value created or destroyed” to evaluate the value creation process of the Base of the Pyramid 

(London, 2007).  

 

All approaches reviewed in this thesis aim to reduce poverty. Innovation is mentioned 

comprehensively in business strategies concerning the poor in the developing world. MNCs 

need to be innovative when deciding on how to enter the poor markets. New ways of 

collaborating are celebrated, as unconventional partnering is evidently a great way to reach 

the targeted people, to understand the social context and to develop local capacity. MNCs 

need to create strong linkages with the local communities. Moreover, MNCs need to utilize 

their assets, such as the technology and knowledge, to develop disruptive products/services 

that will match the needs of the poor. In addition, MNCs have to consider the environmental 

aspect and develop solutions that reduce stress on the environment. The growing MNCs 

interest in investing in developing countries explicitly recognizes that an expanded private 

sector role and a bottom-up market approach are essential development strategies. The 

evidences points towards developing flexible strategies, because of the diversity in the poor 

markets as well as local preferences and needs, to increase benefits for the poor. 
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6. Concluding Remarks  
Poverty is something many people are at risk of experiencing at some point in their lives. 

Thus efforts to reduce poverty seem more important than ever, but the anticipated results from 

initiatives such as the MDGs as well as expected benefits from MNCs in developing countries 

have not had the anticipated impact. Economic growth in many developing countries has not 

translated into poverty reduction, and poor people are becoming even more marginalized 

whereas rich people become richer. To truly solve the problem of poverty efforts need to go 

beyond increasing the income of the poor; in addition they have to improve their capabilities 

and freedoms along social, cultural and political dimensions. The lessons learned from the last 

decades request policies and resources to ensure the basic well being of all individuals, and 

that poverty reduction approaches should be developmental. This thesis has aimed to review 

the promise of FDI creating linkages thus benefits for the poor, as well as to examine the 

development of business strategies during the last years in order to shed light on the promise 

and perils of such strategies. FDI is the main proxy of MNC activity, and will most probably 

continue to be, however new motives for investments are arising. Certainly, many efforts 

towards poverty reduction do not include MNCs, but MNCs can play an important part. Other 

actors such local companies, organizations, governments and NGOs will certainly matter in 

enhancing local economic development and poverty reduction in the future. Especially the 

governments in developing countries play a crucial role in poverty reduction. Those actors are 

only briefly discussed due to the scope of the thesis, but their participation in poverty 

reduction efforts is not neglected.  

 

Phrases such as “doing good and doing well” are often mentioned when discussing business 

strategies in the poor markets, and the idea is that a MNC can launch a successful new 

business and “do well” for its bottom line, and at the same time solve a problem in a 

developing country, thus potentially  “doing good” for the development in that country. Still, 

many MNCs are afraid how profitable such ventures are and whether it can add value to the 

company bottom line. As mentioned previously, markets are getting saturated and MNCs are 

searching for new opportunities. A chief part of the MNCs are entering new markets only to 

access new customers. The Bottom of the Pyramid approach believes the market at the BOP 

consists of an untapped market, with billions of potential customers. This approach has been 

heavily criticized due to the flaws in the research but also because of the lack of a 
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developmental perspective in the business strategy suggested. The main reason for entering 

this market is to reach new customers and for the MNCs to create a profit. There is some 

mention of developing local commitments in this strategy, but the focus of the approach is on 

the MNCs not on the poor. Despite the more or less identical name, the Base of the Pyramid 

approach believes the poor need to be viewed as producers and emphasizes that MNCs need 

to collaborate with non-traditional partners, co-invent custom solutions and develop local 

capacity. This corresponds with the Social Business approach, where the strategy and motives 

for MNCs are to solve problems and reach social goals rather than pursuing opportunities 

with profit as the main goal. However, the Social Business approach differ from the BOP 

approaches in regard of profit, because when in investing in a Social Business the dividends 

either go to the poor or are reinvested. By bringing ownership to the poor and keep profits 

within the poor developing countries, poor people can get out of poverty; MNCs and other 

actors basically have to create an enabling environment for the poor. Maybe in the future 

social responsible investing will be the main proxy for MNC activity instead of simply 

footless FDI.  

 

As this was an exploratory thesis, there are limitations to the conclusions that can be drawn. 

In sum, the business strategies reviewed in this thesis suggests that the broader the scope of 

local engagement is, the higher the potential becomes to stimulate local development. The 

thesis has examined several business strategies for MNCs to determine what impact such 

strategies have had and can have on poverty reduction. Through local engagement and 

disruptive innovations it is possible to form sustainable businesses that include instead of 

exclude the poor. Perhaps later on disruptive products/service developed for the poor even can 

serve everyone’s need. The MNCs need to develop multiple strategies depending on which 

markets they are targeting, and also look for solutions that can be leveraged across multiple 

countries while adapting to local differences as needed (London and Hart, 2004). More 

research on the impacts from the examined strategies is necessary to evaluate the benefits 

created for the poor and if the benefits are sustainable, but the concluding remark is that 

MNCs business strategies can encourage development for the poor.  
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Appendix 2 Case studies from Prahalad 

Company / Organization  Activity Location 

ICICI Microfinance India  

Jaipur Foot Artificial limbs India  

Aravind Eye Care Eye Care India  

EID Parry Agriculture India  

HLL Iodized salt India  

HLL Soap India  

ITC Computer kiosks India  

Andhra Predesh E-governance India  

Voxiva Inc.  Disease alert system Peru 

Casa Bahia Retail Brazil 

Cemex Cement Mexico 

E + CO Tecnosol Sustainable energy Nicaragua + US  
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Appendix 3 Case studies from London and Hart 
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