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income communities, opportunities in such marketsl #he role of multinational
corporations. This paper aims at providing an oeevwof low-income markets thereby
analyzing challenges that multinational corporatidace in addressing such markets.
Various examples of low-income market approachesexamined and different firm
strategies regarding R&D, production and distribatin such markets have been
illustrated and discussed. It is argued why spedfrategies, many of them new to
multinationals, are to be devised when it comesetwing low-income communities.

Key words: Multinational corporations, Low-income marketot®m of the Pyramid,
Business strategy

JEL codes F23, M19, 032, 019

UNU-MERIT Working Papers
ISSN 1871-9872

Maastricht Economic and social Research and trainig centre on Innovation and
Technology, UNU-MERIT

UNU-MERIT Working Papers intend to disseminate preliminary results of research
carried out at the Centre to stimulate discussion on the issues raised.

" This paper is under editorial revision and willjagblished in the forthcoming book: Costa, I.; Diays,

G. and Dolfsma, W. (eds): “Multinational and emergeconomies: the quest for development and
sustainability” (Edwar Elgar). The authors woukklito thank Annabel Marin, Rajeesh Kumar and other
authors in the book for their comments on the eavlersions of this chapter.






1. Introduction

There is an ongoing debate in the academic litezatbout the role and impact of
multinational corporations in developing countri8sme of the views are very skeptical
and consider multinationals activities in develgpioountries as a new way of
exploitation (Porritt 2005:253), while others viemultinational corporations as giant
engines of economic growth that can become the wellsprings of prosperity to
developing economies (e.g Prahalad, 2005; Harb2@longside these discussions we
see an ongoing trend in which many multinationahpanies try to build a positive
image by engaging in philanthropic and corporateat@esponsibility projects.
Recently, a new debate is emerging about marketebaspproaches to
addressing low-income markets in developing coasatand about the main motivations
that drive these approaches. These approachesvareedand can range from poverty
alleviation to pure profit driven attempts. Thisapter aims to provide an overview of
low-income markets thereby analyzing challenges @ppubrtunities that multinational

corporations face in addressing such markets.

Higher-income markets, despite their smaller paputain a global comparison to low-
income markets have, for a long time, been the ratisictive marketplace for large
corporations. Consequently a large part of the dvgdpulation with lower income
levels, has been ignored as an attractive markéiolly multinational corporations and
large domestic companies. It is not the size ef iiarket that made them relatively
unattractive. The general lack of purchasing povi®m these markets and
infrastructure issues were commonly consideretha®r problems that made it very
unattractive for companies to invest heavily itbtede markets. Fact is, however, that

more than two thirds of the world population reside the lower-income tier of the



world economic pyramid (also known as the Baset®otof the Pyramid - BOP).
Despite the fact that the size of these marketsuish larger than the markets at the top
of the economic pyramid, there are still only véew products and services developed

particularly to satisfy the needs of the userdhiahiase of the pyramid.

It is widely argued that a large share of the wedghulation, those who live in the low-
income communities of developing copuntries, aread@quately included in the global
economy and have limited access to products, nsketl opportunities to develop
themselves (Prahalad, 2005; Hammond et al, 200@)ila8ly, their lack of resources

discourages companies from providing the basic goadd services that would
empower them and would improve their lives. Thod®o vencourage market-based
approaches argue that finding appropriate waysatsfg the unmet needs of lower-
income communities can bring enhanced opportunitieshese communities, in terms
of access to better products as well as in termengbloyment. On the other hand,
businesses firms can benefit from the opportunittest have the potential to foster their
long-term growth (UNDP, 2007; Rangan et al, 200@nthond et al. 2007; Prahalad,

2005; Hart, 2005; Grayson and Hodges,2004).

Although the importance of international aid forvdeg unmet needs is not ruled out,
aid and philanthropy approaches face some limiiation terms of scale and
sustainability. Furthermore, donors and non-profganizations are also seeking more
effective approaches to their aid efforts and stwo& for alternative ways to help out
underserved communities, for instance by joiningds with the private sector (see for

example Brugmann and Prahalad, 2007).



Because of the limited economic opportunities, @oléw-income communities have
often been unable to contribute to or benefit frgmowing market economies.
Furthermore, even when such opportunities do odberpoor are generally unable to
take advantage of these opportunities becausedftey lack good health, education
and credit. If market-based approaches are goigntribute to their development and
make a difference, there is a need for a deepearatahding about the characteristics of

these communities and their dynamics.

2. What is in the Base of the Pyramid?

Recently the idea of market approach to addressioame communities (also known

as Bottom / Base of the Pyramid) has gathered asex momentum, both in theory and
practice. Early works (e.g. Hart and Milstein, 1999art and Christensen, 2002,
Prahalad and Hart, 2002, Hammond and Prahalad,) 2G04 focused on articulating

the strategic logic for pursuing business strategiened at low-income communities.
The phrase and concept of the "Bottom of the Pydarariginates from the seminal

work of Stuart Hart and C.K. Prahalad (2002:1) "T@tune at the Bottom of the

Pyramid" :

“This is a time for multinational corporationsltok at globalization strategies
through a new lens of inclusive capitalism. For pamies with the resources
and persistence to compete at the bottom of thédwemonomic pyramid, the
prospective rewards include growth, profits, andaloulable contributions to
humankind. Countries that still don’t have the modafrastructure or products

to meet basic human needs are an ideal testingngrdar developing



environmentally sustainable technologies and prisdiaee the entire world. “

In the base of the pyramid approach, the globalufadion is divided into segments
based on purchasing power parity (PPP)ere is still no consensus about the proper
way to define base of the pyramid population. Défe authors on low-income markets
have articulated different PPP lines, dependinghernway they define low-income and
bottom of the income pyramid, Different PPP linesve been articulated in the
academic literature ranging from $1500 - $3000 g@mum to $1 -$2 per day (WRI,
2007; Prahalad, 2005; Prahalad and Hart, 2002f iftonsistency in measuring the
base of the income pyramid has received some isntic(Karnani, 2007). More
recently, the World Resource Institute (2007) caneld a study to analyze the size and

aggregate purchasing of the BoP (see for exampieT3.

BOP
BOP BOP share of . share of
) . BOP income
population | total population (PPP, US$) total
(millions) (%) ' income
(%)
Africa 486 95.1 429,000 70.5
Asia 2858 83.4 3,470,000 41.7
Eastern Europe 254 63.8 458,000 36
Latin America and
Carribbean 360 69.9 509,000 28,2
Total 3,958 312.2 4,866,000 148.2

Table 1.BOP population and income source: World Resources Institute (2007)

Although there have been some attempts by mulinals to serve those in extreme
and moderate poverty (e.g P&G’s low-cost water fluation devices and Philips’
energy efficient wood stoves) the majority of iaiives fit the conditions of lower
middle-income and upper low-income customers. e kvith such an approach, that
does not yet include those with extreme povertymesaise the label “the next billion”
rather than talking about he whole base of theupyd. There seems to be growing
consensus that the potential of serving the wh@® Bommunity has not been fulfilled

and that most attention of global corporationsnserving lower middle and upper low-



income customers.

2.1 Market based approach to serving low-income comunities

Markets are not the only solution to the problemidowv-income communities, but
market-based approaches have some benefits thatojferly addressed, have the
potential to contribute to both human developmet lbusiness growth (UNDP, 2007).
Proponents of market inclusion argue that consumédmvyer-income communities can
enjoy a better life if the business community affédrem the ability to fulfill their basic

needs for nutrition, health, education, housing sardtation.

A market-based approach starts from the idea thatng a low income does not
eliminate market processes: almost all poor houdshoade cash or labor to meet their
basic needs. A market-based approach to low-inaoamiets considers local people as
both consumers and agents that can be part ofusi@dss process (e.g as producers,
distributors, promoters, etc). Such an approachlead to creative solutions that can
make markets more efficient and competitive ands tlmore beneficial for the

communities who live in low-income communities (URC2007).

It is not always evident that large corporationseheeal advantages over small, local
organizations. Multinational corporations may nevsr able to beat the cost or
responsiveness of local entrepreneurs. In fact,ogmapng local entrepreneurs and
enterprises seems to be key to developing solufi@npoor communities. Still, there

are some reasons why MNCs can play a role in sgtew-income markets. Prahalad
and Hart(2002) point to three capabilities of mationals that give them the potential

to play a positive role in addressing low-income arkets

» ResourcesBuilding a complex commercial infrastructure foetbase of the pyramid
is a resource intensive activity. Developing BOPdorcts and services requires
significant research. Furthermore, distribution rofels and communication networks
are costly to develop and maintain. Not many leg@lepreneurs have the managerial
or technological resources to Create such an infretsire.

* Leverage Multinationals can serve as agents that transtendedge from one market



to another and scale-up the solutions. Althougtctimas and products have to be
customized to serve local needs, Multinationalsh wheir global knowledge base, have
an advantage that is not easily accessible to loaahtrepreneurs.
 Bridging. Multinationals can facilitate building the commiaicinfrastructure and
providing access to knowledge and financial resesirdhey can act as catalysts to
cooperate with NGOs, communities, local governmesrisrepreneurs, and multilateral

organizations in their attempts to bring developtmen underserved communities.

Because of the size and specific nature of the lohsthe pyramid, the scale and
sustainability of the solutions seem to be of paramt importance in such a market-
based approach. A single sector approach, focusirgjther government, aid agencies,
non-profits or the private sector, is not likely @ohieve the goal of serving the large
scale of underserved communities alone. A partigramong various sectors seems
therefore necessary to unlock and share the fulérp@al. The private sector can
potentially act as an integrator of the varioust@®sc and can make a positive
contribution in development by taking an orchegtratole in development initiatives.
The strength of the private sector can potentialty local entrepreneurs, firms, and
communities in getting involved in innovation amyéstment, and help them to create
jobs. The flows of income and the creative enelgt they are able to generate may
facilitate productive capacity and may provide asi®afor mutual long-term
development.

2.2 Opportunities in low-income markets

The opportunities associated with low-income marleee becoming gradually more
apparent to firms (London and Hart, 2004). The migjof the population in these
markets is primarily in the large but informal eoamies that are not counted in official
statistics. It has been estimated that the infosaator around the world includes more
than $9 trillion in unregistered assets, This anidsinlose to the total value of all
companies listed on the main stock exchanges d?@haost developed (de Soto, 2000:
35). In addition to assets, the value of econonaindactions in the informal markets

might be even higher than what is recorded in tinmél economic sectors in
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developing countries (Henderson, 1999). It is algued that by getting engaged in
BOP markets, multinationals can learn about impartapabilities, practices and
innovations that they might transfer to their highreome markets (Christensen and
Hart, 2002; Christensen et al, 2006) .

The report by the World Resources Institute (20Ddicates that the Asian BOP
market has the largest size, with 2.86 billion gapan and a total income of $3.47
trillion. It constitutes 83% of the region's togabpulation and 42% of its aggregate
purchasing power. Eastern Europe's $458 billion B@dtket includes 254 million

people, 64% of the region's population, with 36%agfregate purchasing power. In
Latin America the BOP market of $509 billion incksl 360 million people,

representing 70% of the region's population buty 8% of aggregate purchasing
power, a smaller share than in other developingnsg In Africa, the BOP market is
$429 billion, but it represents 71% of aggregatecpasing power in this region. The
African BOP includes 486 million people-95% of thegion's surveyed population.

The report also characterizes the base of thenpgirenarkets by sector. Analyzing the
BOP market by sector shows that they range froregthibat are relatively small, such as
water ($20 billion) and information and communioatitechnologies ($51 billion), to
medium-scale markets such as health ($158 billisr@pnsportation ($179 billion),
housing ($332 billion), and energy ($433 billiom), very large markets, such as the
food market ($2,895 billion).

These low-income markets have different levels ophsstication and risk. Some
regions might face more challenges than othersthose in the very bottom of the
pyramid with extreme poverty might not directly leéibfrom the solutions offered to
other low-income communities. Still, the aggregateket potential is higher than what

can be expected from advanced markets of multinaticorporations.
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3. Multinationals’ activities in developing countries

Private sector firms are continually searching f@w business opportunities. The
growth of developed world markets is showing sighslow down while shareholders
and investors typically demanding double digit netu Few organizations are likely to
enjoy such level of growth in the long run. Furthere, with the arrival of new
competitors and new technologies, these alreadyatatl markets are becoming more
and more competitive (Hart and Christensen, 20@2nsequently, many firms try to
broaden their opportunities by seeking new marketsicrease revenues and to find
new sources of supply to reduce costs. This hatledgreater attention to the markets
in developing countries that are further down tleeremic pyramid (Dawar and
Chattopadhyay, 2002; Prahalad and Lieberthal, 1998jhough these initiatives are
aimed to serve the lower-income communities, thveydifferent from corporate social
responsibility and philanthropic activities of mnétional in the developing world and

are expected to translate into economic returnth®company.

From a historical perspective, operations of mational corporations have, at times,
faced hostility and resentment in developing caastrThis is partly rooted in colonial
domination times and clashes with the host couwsitriational interests (Caves,
2007:253). However, this hostility which was donmihduring 70s has largely faded
and an increasing number of countries in the dgwedpworld are actively encouraging
foreign direct investment. Foreign direct investintinough multinational corporations,
has emerged in the last decade as the main sdui@eign capital for developing

countries (Ramamurti, 2004).

12



Typically the operations of multinationals in deygihg countries fall into three main
categories: export of natural resources, expornahufactured goods and serving the
domestic market of the country (Caves, 2007:254khough the first two categories
have a longer history, the idea of serving locatkets of developing countries has got
onto steam during the 90s. Many multinationals edsin to the large developing
countries, often referred to as emerging marketst the past decade, eagerly trying to
fill the demands of the (potential) billions of n@ansumers. But in fact, the companies
only addressed a tiny share of high income conssinmeemerging markets who have
global preferences and purchasing power similaadeanced markets. It was shown
that it did not suffice to take on a global apptodas developing markets. Recently,
some companies are beginning to realize that thegt rdelve deeper into the local
consumer base in order to deliver on the promisé¢apping into billion-consumer
markets. But this calls for a shift in emphasiatiréitting the available products and
practices to a new approach that acknowledges ¢adities of the low-income
communities. Products and programs transplanted idvanced markets to emerging
markets only appeal to the affluent elite, whicremerging markets are no more than

five per cent of the population (Dawar and Chattityyay, 2002).

It is argued that one of the reasons why so-calteepoor innovations, formerly known
as appropriate technologies, did not manage tais#ffin underserved communities is
associated with the so-called scalability issuenddmfit organizations that usually
promote such innovations do not have the requiesdurces to scale-up their solutions.
In view of the lack of a mass-market the prospefteconomies of scale would not

yield enough profit to attract business actorsvds increasingly realized that delving
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deeper into the consumer base to establish madetausitions would be the way to
create the economies of scale necessary to jystifgruction for low-income markets.
This requires a specific understanding of the mistconditions of low-income markets
which are significantly different from mainstream arkets of multinational

corporations.

4. Understanding low-income market characteristics

The first step in addressing low-income markets tihe developing world is

understanding existing markets and their associgtatlenges and opportunities. In this
section we explain the most important charactesstf low-income markets and
provide examples where companies have tried tocowee the limitations of such

markets.

4.1 Low disposable income

The most eminent characteristic of the communtiethe base of the pyramid is their
lower level of disposable income. This issue hdseoiconsequences which further
complicate the use of mainstream business moddlutifnationals in such a context.
The problem of low disposable income manifestslfitse two main ways (1) low

purchasing power and (2) lack of access to credit.

The majority of the low-income communities havecfluating daily rather than constant
monthly income, which makes it difficult for thera have high one-off payments to
buy goods and services. In higher-income regiomswmers have the choice of getting

access to credit and to buy expensive items. Bhaok®ver, usually don't provide such
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credits to those who don’t have a constant moritidpme. As a result in many low-
income countries people have to pay very high @stisrto the informal money lenders

to overcome the credibility problem.

Often low-income communities even have to pay advigrice for many of their basic
goods and services — a phenomenon callegerty penalty High-income consumers
spend a much smaller percentage of their resownethe basic necessities of life,
leaving them enough money to purchase life enhgnitems. While in most low-

income markets at least 50% of the income is gpshbn food.

Individuals’ limited access to or use of formal kigy services pervades many
emerging markets. In China and India, for instanest, one-third of the population has
access to the formal banking sector. Recently hewesome microfinance institutions
have made initiatives in overcoming such a finanekclusion. Some non-financial
industries are also employing specific businessatsoid adapt to the conditions of low-

income markets (see box 1).

Casas Bahia, a retail chain in Brazil, tried t@éailow-income market in Brazil by
overcoming the credit problem in such markets. &@¢nt of its customers don’t have p
formal or consistent income .By providing a passbetheme Casas Bahia enabled
those without formal financial credit to make smiafitallment payments for the goods
The salespeople also educated consumers to bugdaagto their budget. They
benefited from addressing a large customer baske wte low-income communities got
the chance to buy appliances that they could riotcabuying without having credit.
Source: (Prahalad, 20(

Box 1. Overcoming the low purchasing power barrier
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Low-purchasing power is a well known issue in depé&lg studies. Since the
purchasing power is far less than the top of theampyd market, price reduction
strategies that are common in high income marketdssgrve as a promotion strategy

might not fit low-income markets.

Some companies have actively used innovative bssinmedels to overcome the price
issue. A Model based on shared access is one ahtisé well-known models. Instead
of charging the individual user for a good or seeyithese models provide the option of
sharing the cost among the user community. Foamt#, instead of charging individual
household for water services, Manila Water Compamyides local communities the
option of having collective installation for 3-4 dseholds or a bulk of 40-50. This
allows low-income communities to use water serwekile sharing costs among

themselves to make it affordable for all.

Furthermore, low purchasing power customers mayee&xgdifferent functions from a

product than the traditional high purchasing poaestomers. It is therefore important
to identify the required functionalities insteadfo€using on the product. For example,
Unilever in India realized that in rural areas soape also used for washing hair, so
they tried to make a body soap that contained lmgattgredients for the hair as well.

Their 2 in 1 soap subsequently gained a large etastkare in rural areas. In another
case, a Chinese appliance manufacturer, assigdedieated R&D team to understand

the expectations of the rural user and accommadbate in their product(see box 2).

16



In the mid 1990s Haier Group, a leading home app&amanufacturer in China, found out
that many rural consumers used their washing mashiot only to launder clothes, but also
to do other tasks such as washing vegetables. Haiicated an R&D team to incorporate
this matter. They modified that product by instajlwider pipes that would not clog with
vegetable peels. They also added instructions @mibdified washers, with easy to
understand directions on how to clean potatoeso#mer vegetables using the machine. They
continued getting feedback from observing theiakeustomers and developed a modified
washing machine to make cheese from milk. Strasdikie these increased the acceptability
of washing machines and helped Haier to gain a imgtket share in the competitive market

of home appliances

Source : (Paine, 19€.

Box 2. Understanding and accommodating expectectifums

4.2 Dispersed locations

Compared to the tip of the pyramid, the base ofpyramid represents a more diverse
cultural variety and geography. In the majorityl@i-income markets, the availability

of logistics infrastructure can not be taken fardged. That makes delivery, distribution
and service of the product more difficult. In aduit limited access to media makes

common ways of media advertisement less effective.

In order to access and educate consumers at law@cmarkets, a variety of
approaches are needed: from simple method of hiltteoon walls and truck-mounted
demonstrations to the use of local communitiesfeading the word as way of mouth

to mouth advertising (see box 3).
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Realizing the limitations of traditional marketingethods in low-income markets,
Smart, a mobile company in Philippines, promotedilof a viral marketing by using
local entrepreneurs. It proved as an effective etarg way that popularized Smart’s
service and raised awareness about the servicednial way through friends, family
and members of the entrepreneurs’ local commulmtgddition, the entrepreneurs
adopted the advertising method to the local commiitiby putting advertising stickers
on the local transportation means such as carts

Source: (Anderson and Billou, 2007).

Box 3. Marketing in remote locations

Currently there are more than 3 billion mobile pharsers and obviously not all of

them are rich. It is interesting to see how mobgage has diffused among the rural
communities and to see how new technologies cgngedple who could not utilize an
older technology (i.e fixed line telephones) leagfand use a more sophisticated device
which offers more value. In addition the use of Hephone to offer services to
becoming common in some low-income countries arsinegses based on mobile are

becoming wide spread.

4.3 Lower sill/ knowledge

It is generally known that higher user-friendlinest a product leads to higher
acceptance rates of that product. There have beay nases where a new product that
has been widely acclaimed by its producers hasdan diffuse in the market because
consumers find the product very complicated to \&@metimes engineers in R&D
departments get too much involved in the techrasplects that they tend to undermine
the usability aspects. It is important to take imtocount the context in which the

product is going to be used. Although this is noeigue to a certain type of market, it
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seems to have vital implications in the base ofpyramid.

A considerable share of low-income population ligeilate , almost one fifth of adults

around the world are functionally illiterate. In diibn, they have less experience
working with technology-intensive products or dexdgdhat require some level of prior
skill or knowledge to operate. Hence it is impottto redesign the user interface and
product functions to make it acceptable and easys&for those who lack the skill or

knowledge to use the product. To serve such cusgyreseme companies are working
on simplified interfaces where minimum prior knodge is required to use and operate
the device. Using speech controlled devices thadsand receives voice commands is

another approach suitable for certain types of petsland services.

Educating the end-user is another way to overcdrmaeptoblem. In lack of traditional

channels for educating users, some companies leaveet! up with Non government
organizations(NGO) and local groups to do thi&.t&sr instance, CEMEX, a leading
global building solutions company based in Mexicaffered not only affordable

housing solutions through tailored business modeisalso established a local network
of trusted distributors to provide quality materald education on how to build house.
Others, like Nokia have created a consumer edutgtiogram in low-income markets

(see box 4).
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In India, where lack of awareness and skill wassatered as a major barrier for
marketing products, Nokia started a consumer educptogram called "Connect". The
idea of this program was to educate consumers dbeutifferent facets of mobile
technology. Nokia planned to make it simple forsumers to use the different features

and applications available on its phones.

As part of the Connect program, Nokia educatedsusleout functionalities such as SM
and Bluetooth. Despite many features in handdegsetis still a general lack of
awareness among users. By providing them a usardiy guide, Nokia's "Connect"

initiative helped consumers across the countrynjgrove their mobile experience.

Source: Nokia India Press Release ,27/1/06 htyw#wndia-cellular.com/Press-Releases/Nokid
27-1-06.html

L

Box 4. Educating users and overcoming lack of anesg

4.4 Other challenges of low-income markets

In addition to the above mentioned issues, low4imeo markets have other
characteristics that challenge the business pesctieveloped in advanced markets. In
addition to such corporate challenges, many casitm low-income markets face
political instability, volatile exchange rates, arah underdeveloped physical

infrastructure that makes business even more diffic

Much of the physical infrastructure conditions tlaa¢ taken for granted in advanced
markets are not available or is rather weak in ilegeme markets. Fluctuating
electricity, and hostile environment (e.g. heatjstuwe etc) require specific changes in
product design, especially considering the fact #wress to repair facilities is more
difficult in such markets. The low degree of peattn of information and

communication services together with limited trasrgmtion and logistics puts some

20
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major restrictions on the use of usual distributmodels.. In addition, institutional
factors pose another challenge; instable polisgatem, different institutional structure,
weak legal enforcement and intellectual propergués pose new rules of the game

which many multinational companies are not famiigth.

The wide and scattered nature of low-income weiarkalso requires extensive
distribution networks that are viable at low volusmend low prices. The creation of
such networks in low-income markets requires nertnpaships and alliances that are
not common in advanced markets. Partnerships opaaras with financial institutions,
non-governmental organization and other internalionnstitutions and their
involvement in multi-stakeholder development prtgeare already taking place but still
there is not much knowledge about the appropriadgswio create those networks

effectively.

5. The impact of low-income market characteristic®n multinationals’ strategy

When entering new markets, companies have to lgeetizeir resources and develop
certain capabilities to be able to operate in #w environment. As we explained in the
previous section, low-income markets have spedéiatures which most of the
multinational companies are unfamiliar with. Table summarizes the main
characteristics of low-income markets and the waywhich core activities of

multinationals in terms of R&D, production and distition/promotion have to be

adapted to meet the challenges of those specifikatsa

As to overcome the problem of low-purchasing poweme companies have put more
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attention on the improvement of the price-perforoearatio and have started to focus

on functionality in terms of offering a product tremply does the job without extra

bells and whistles. In terms of production, consitethe abundance of labor in low-

income markets, creating conditions for employiagal labor in production can rise

their income (i.e consumption power) while reducthg unit costs. For products like

consumer goods, the low disposable income has tedkied by offering smaller

packages of the good, while in terms of promotimg product, some companies have

embedded financial services in their product offgiio overcome the credit problem of

these markets.

Effect of low-income markets’ characteristic on Mutinationals’ activities

price/performance

R&D Production Distribution/Promotion
Low purchasing [Focusing on Smaller combining financial
power functionality, packages/sachetsservices with the produg
improving using local collective payment optid

producers and loc

labor

Dispersed locationg

pleveloping scaleabl

entrepreneurs

solutions, using localocal producers

Partnering with

,modular design

Partnering with civil

communities and NGOS

Lower

skill/knowledge

Acknowledging
endogenous solutio

proper user interfac

LS
nvironments

Robust productior]

work in hostile

ICustomer education
programs , viral

marketing

weak

infrastructure, etc

Building local

research labratories
turning infrastructure
constraints to source

for innovation

Build local
production capaci

h

£S

Creating dedicated
distribution network,
adapting to existing

means of transport

Table 2. Effect of low-income market characteristis on multinationals’ activities
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To facilitate R&D for dispersed locations, some @amies have identified local
entrepreneurs that act as local researcher wittttarbsense of local conditions. Setting
up production units or partnering with local prodighas been another solution to scale
up operations. And since the main challenge in sesfdistribution is the fact that often
distribution channels are not available, a soluti@s been found in identifying and
using local options and in some cases by setting dedicated distribution network.
Furthermore a number of companies have startedot& with local communities or

non governmental organization (NGO).

In order to make the product acceptable and udablée large number of less skilled

customers in low-income markets, research has tpkece by some companies to
identify the solutions that communities already énaeveloped on their own based on
their culture, believes and endogenous knowledggead of pushing a new proprietary
product into the market, such locally-based apgreacelp to design a product with

which consumers are familiar. It makes it easiecctmsumers to adapt when they make
the shift to use the product. Since lack of edocats another issue in such markets,
some firms have tried to use specific user inteddor their products and services that
acknowledges this fact. Instead of using usual didegnent and marketing methods,
some companies set up teams that go into the coitiesuand offer education and

awareness about the benefits and use of the poddotvever, the effectiveness and

appropriate ways for such awareness programs nedssstudied further.

In most cases, companies are engaged in actithigsthey have not done before,
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something that is quite different from their contienal business models in mainstream
markets. By using creative solutions they havelttéerespond to the limitations of low-
income markets and turn the challenges to oppdisnilt is interesting to see how
companies try to understand the requirements aedsnef this different context . In
most of the solutions, multinationals have engagedew partnerships, for example

with local producers, suppliers and also NGOs.

6. Conclusion and implications

There is an ongoing debate in the academic litexatnd practice about the specific role
of companies in low-income markets. An increasiogyof so-called BOP literature

argues that once companies figure out how to sdéoweincome consumers in

developing countries profitably, everyone might df&n the underserved communities
gain access to products and services that thetproetor is best positioned to deliver,
while companies benefit from tapping into vast maerkets. On top of that, when core
sectors of the economy- such as banking, elegtritBiecommunications - progress,
they might transform consumers into producers, etwer enhancing economic

development (Beshouri 2006).

But there seems to be a long road ahead to evgntealch this goal. Multinational
corporations have a long history of dramatic fatim low-income markets. Practicing
business “as usual” in low-income markets has prdeebe a recipe for failure. In this
chapter we therefore argue that corporate stratagied to be redefined when it comes
to addressing low-income markets. Various limitasiand constraints of low-income

markets require firms to think of creative new way®rder to benefit from the so-far
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untapped high-growth markets. A new approach isile@en which social embeddings
and understanding the local context are key to rioffe what might be called

“appropriate innovation”.

Creating new partnerships and networks for senavgrincome markets is another
piece of puzzle. Many companies are pursuing wayiadrease social impact in their
profit-making business mandates (Brugmann and Rrdha 2007). Some
nongovernmental organizations (NGO), on the otlardh are joining forces with the
private sector to foster socioeconomic developméltie intention is to share
competencies, networks, infrastructure and know-hrequired to operate in low-
income markets. Such partnerships are new for bolas and hence both sides face
difficulties in adapting to it. Capacity for partstips with many different stakeholders
(government, NGOs, social organizations, banks), etith diverse ways-of-working

and interests is a challenging task that has yee¢ taddressed.

Overall we can argue that low-income markets p@vidmpanies with many new
business opportunities. However, the specific dtarestics of these markets
increasingly challenge the existing practices oftmational corporations. Successful
companies have therefore embraced a completely way of organizing for low-
income markets based on embracing local practioeal innovation, local distribution
systems and local production/sales systems. Inrdae@ccess these local resources,
collaboration with both the local community as wadl with NGOs seems to be crucial

for corporate success and BOP development.
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