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Résumé en francais

Au cours des trente derniéres années, le débabdigue sur les solutions a apporter au
probleme de la pauvreté dans les pays émergemtisse lune place croissante au role des

initiatives privées (ONG, microfinance, entreprensezpciaux, etc).

A la fin des années 1990, deux professeurs ameésic&l.K. Prahalad et Stuart Hart, ont

avanceé l'idée que les entreprises multinationplsvent également contribuer a réduire la
pauvreté. lIs introduisent alors le concept da de la pyramide » (BOP), en référence aux
4 milliards de personnes vivant avec moins de 3@@ltars par an, en parité de pouvoir

d’achat. lls défendent I'idée que si les entregrisriltinationales développent des offres de
produits et de services pour ces personnes agaiblenus, elles peuvent a la fois générer de
nouveaux revenus pour elles et contribuer a rédairpauvreté. Cependant, bien que ce
concept ait généré un intérét fort au sein despnges et du monde académique, la réalité

de la proposition reste controversée.

L’'objet de la théese est de mieux comprendre laditélide cette proposition et pour cela, de
répondre a plusieurs questions : quels objectiés filanes poursuivent-elles lorsqu’elles
s’intéressent aux populations BOP ? quelles sanstimtégies mise en ceuvre ? quelles sont

les implications organisationnelles de chacuneesdeapproches ?

Pour répondre a ces questions, la thése s’appeielémarche de recherche-action conduite
pendant trois ans avec le Groupe Lafarge, au siegel de I'entreprise et dans sa filiale en
Indonésie, dans le cadre d’'une collaboration ageCHaire Business Economics de I'Ecole
Polytechnique. Cette méthode de recherche, qupsiapsur une intégration du chercheur au
sein de I'entreprise, a permis la mise en placdalx projets BOP en Indonésie conduisant a

la construction et a 'amélioration de plus 800dogents de personnes a faibles revenus.

La these se compose de trois chapitres combinantatires théoriques issus de la littérature
sur le développement économique, les stratégiedimess dans les pays émergents, et le
changement organisationnel. Ces chapitres onfdhjet de publications au sein de la Revue

francaise de gestion, dwurnal of business researeth d’'un ouvrage collectif.

La these propose une grille d’analyse des stratédes firmes qui oppose deux formes
d’approches du segment de marché BOP: une démaithe part, visant a maintenir la
|égitimité des firmes (« licence-to-operate ») épanse aux attentes des parties prenantes et
notamment des Gouvernements, et, d'autre partdénearche répondant a une stratégie de

recherche de nouvelles opportunités commerciales.



La these montre comment Lafarge a évolué de laiprema la seconde approche entre 2007

et 2010 et analyse les facteurs ayant contribugcdnangement.

La these distingue ensuite deux grandes formestrdeégies commerciales en opposant,
d'une part, les stratégies de capture de marchegeseant une modification limitée des
pratigues de l'entreprise et, d’autre part, uneregme de création de marché a travers
laquelle I'entreprise adapte son offre commercietieson organisation afin de permettre
’émergence d’'un nouveau marché. La these souligmeortance des spécificités locales
dans le choix de l'une ou l'autre de ces stratégiesnontre comment une approche de
création de marché questionne les frontieres éwlle la firme et le systéme de contrble
managerial.

La thése propose alors le cadre d’analyse deggieatsuivant.

Approche de légitimation :
. Approche commerciale
(« licence-to-operate »)
R BOP : probleme ) .
P ou de relations publiques
R s Ne faisant pas partie du Frontiere Frontiére
Systeme frontiére . . ) .
« coeur de métier » inflexible flexible
Contréle Non intégré dans le systeme de Systeme Systeme
- 9 A y diagnostic interactif
managerial controle \ .
dominant dominant
L . Capture Creation
Stratégie BOP Programme isolé de marché de marché

Enfin, la these analyse, dans le cadre de stratédgecréation de marché, sous quelles
conditions les partenariats entre entreprises garmsations non lucratives sont sources
d’'innovations et d’apprentissages pour la firmde Ehet en avant trois éléments clés : le
partage d’'une vision commune entre partenairesrdation conjointe des programmes et la
mise en place de processus intentionnels d’apgsamge.

La thése conclut en soulignant I'important de g€iasser désormais a la mesure de la
performance économique et des impacts sociaux dgetp BOP et propose pour cela

guelques pistes de réflexion.
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Introduction

Poverty is the starting point of this dissertati®overty remains at an unacceptable level
across the globe, with over 1.4 billion peoplerliybelow the poverty line of 1.25 dollars per

day in purchasing power parity (PPP) (Chen & R&wai2008). From an historic standpoint,

the situation has improved, since more than 1l®bipeople were living in poverty 25 years

ago. However, China alone accounted for two thofithese, as a result of an exceptional
growth pattern. Inequalities in the face of poveatg rife: over the last 25 years, the poverty
rate in East Asia has fallen from 80% to less th@%, while in Sub-Saharan Africa it has

remained at around 50% (Chen & Ravaillon 2008).

The way poverty is understood has profoundly chdrigebecome a more multidimensional
phenomenon, where issues of access to water, énlucathousing are now seen as part of
the challenges to address, and this has impactedsitutions to poverty are perceived.
Responses to poverty have recently given more rtmmmarket-based solutions, and new
actors have entered the field of development, dioly international non-governmental
organizations, private entrepreneurs and, morentggemultinational corporations (MNCs).
The term “Base of the Pyramid” (BOP) was introdutgdtwo management scholars, CK.
Prahalad and Stuart Hart, to refer to the 4 billj@ople living with less than 3 000 dollars
PPP per year. Their idea was that by developingdicdted offer of products and services,
large corporations can contribute to poverty adéon by doing business with low-income
consumers (Prahalad & Hart 2002). However, althotigé concept has generated much
debate in the corporate world and in academia,rélaéity of the BOP proposal remains
controversial (Karnani 2007, Crabtree 2007).

The goal of this dissertation, then, is to underdtahy and how firms get involved with the
BOP and how much they need to change in order doead this segment. To answer these
guestions, the dissertation builds on a three-geton-research collaboration with Lafarge, a
world leader in building materials, which took ptaat the head office and in the Indonesian
subsidiary of the firm. As part of the researchcess, two programs addressing the housing
needs of the BOP were implemented in Indonesiatriboting to the construction and

improvement of more than 800 houses.
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The dissertation introduces a strategic frameworkfifms’ engagement with the BOP that
pits two approaches of the BOP topic against e#loér e- either as public-relations issue or a
strategic business opportunity. The dissertatialyses two types of business strategies — the
creation or the capture of the BOP market — andvshiive importance of local market
conditions in this choice. The dissertation thealgses how learning and innovation occurs
in a strategy of market creation involving a cresstor collaboration between a firm and a

not-for-profit organization.

This introduction first outlines the changes thavdntaken place in the world of development
over the last 30 years. It subsequently detailsgsearch questions and the methods used to

address them. It concludes with a presentatiohehtain contributions of the dissertation.

1. The New Landscape of Development

Progress has been made on what poverty involvelsimamy changes have taken place with

regard to the possible solutions to alleviate libas the globe.

1.1. Changes in the definitions of poverty: From a monetry to a development
approach

Recently, the conception of poverty has changech faorather monetary approach to a more
multidimensional phenomenon. In the monetary apgropoverty is defined as a situation in
which an individual’s income cannot enable him/her satisfy minimum consumption.
Within this framework, poverty is understood inatén to a threshold of income, generally
set at about 1 dollar per day in PPP. While thisnd®n predominated until the 1980s, the
work of a number of economists has contributedraosforming the way it is understood.
The Nobel Prize in Economic Sciences winner, Anar8en, has enabled poverty to be
understood as a multidimensional phenomenon. 11982 book, Sen extends the reflection
on poverty to the importance of “real freedoms”,ishhbecome “intrinsically important as
the preeminent objective of development” (p37). this view, the monetary approach of
poverty alone cannot be used as a reliable indicdtiveedom. Poverty is then a privation of
“capabilities” for people to choose what they this right for them (Dubois & Mabhieu,
2002). Consequently, fighting against poverty letmsleveloping an individual's capacity

12



for action, i.e., his/her “ability to transform msces in effective functionings” (Sen 1992)
and to reduce the gaps in the distribution of themeacities among a generation. In this
conception, the issues of access to public servemhgcation, health, as well as gender issues

or property rights protection, are referred to laaracteristics of poverty.

This shift toward a broader definition of povertgshset the stage for a more fine-grained
analysis of the lives of the poor, and in particlaw they make a living and spend their
little money. Banerjee & Duflo (2006) show that yhenostly occupy jobs with low skill
requirements, leading to high competition among ploer. As they cannot accumulate
durable goods, their productivity turns out to eErwlow. Banerjee & Duflo (ibid) also
analyze how such populations spend their moneyyisigothat consumption patterns differ
widely between rural and urban areas and betweentges. Luxury goods, such as alcohol
and tobacco, as well as the organization of eveamth as festivals or weddings represent up
to 8% of their budgets. They also question why gber do not invest more in education,

save more, or invest more in assets, and raiskedteently-cited issue of market failures.

More broadly, the imperfections of markets whew floor earn and spend their money have
been extensively studied (Besley 1994, Stiglitz998Vhen visiting emerging countries, it
can be surprising to find all the floor tiles rétes aligned in the same street or women
selling the same product at the same place, wheamodstrates that the poor also face cartels
and monopolies. Market failures for a number ofcepe markets have been extensively
analyzed. The credit market has been shown to alaital role in development and the
transition out of poverty. However, poor people exeluded from the mainstream banking
credit market because of the lack of informatioroubthe borrower and his/her project
(information asymmetries) and the absence of @b Armendariz & Murdoch 2005). The
practice of microcredit — providing small loansléav-income people with limited collateral
requirements — has received significant attentiora aolution to the credit market failure.
The same type of reasoning about the market rdofsoweerty has been applied to other
sectors. In the case of housing, the economistotie (000) analyzes how land issues are at
the core of the development issue. The inexistarfckand secure tenure in most of the
countries impedes the poor from getting a valueobtleir house, securing their investment
or getting access to services like water or elatgrprovision (de Soto 2000). Hernando de
Soto has become famous by asserting that distndpuéind titles to the poor would be the

most efficient measure to reduce global poverty.eldégmates the current value of housing
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stock owned by the poor without land titles, thatdalls “dead capital”, at around 9.3 trillion
dollars (ibid).

This shift in the analysis of poverty from a momestaapproach to a developmental issue
linked with market-based considerations has algmasted the perception of the solutions to

poverty.

1.2 Changes in the solutions to development: From plahthropic to market-based
solutions

For decades, the debate on the solution to povertybeen formulated in reference to two
sets of propositions, opposing aid development raacket-based, liberal-inspired solutions
to poverty (Banerjee & Duflo 2011). On the one haadchool of economists with Jeffrey
Sachs at the forefront, contends that if rich coastkept their promise to disburse 0.7% of
their GDP for development aid, then poverty woutdsblved over one lifetime (Sachs 2005).
On the other hand, other economists, including &riorld Bank experts such as William
Easterly, highlight the intrinsic limits of develment aid and conclude with the idea that

only the market can solve poverty issues (Easgi06).

During the 1980s and up until the late 1990s, theshihgton consensus, referring to the
three US-based institutions, the Federal Resehee|riternational Monetary Fund and the
World Bank, favored market-friendly reforms of tleeonomies of emerging countries,
promoting economic deregulation and privatizatifith the Mexican crisis in 1995 and the
Asian crisis in 1997-1999, such policies were ciaed for their negative effects on the
development of benefiting countries (Stiglitz 2008) the early 2000s, the World Bank
started to alter its approach to development pegitly searching for more pro-poor growth as
a key priority, enabling local governments to takdeading role in the design of the

development strategies (Narayan et al. 2000a, Z0i1).

In the same period, the idea that aid from privdtgmors (NGOs) or public agencies

significantly contributing to poverty alleviationad also changed (Clemens et al. 2004).
Kharas (2007) shows that one third of each doligibated to aid is lost because of the lack
of synchronization between the donors and the progrbeing implemented in the countries
concerned. The need to better understand the gftécid on development is at the core of

the work conducted by many scholars affiliatedhte MIT Poverty Action Lab, under the
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leadership of Esther Duflo, with the objective ofestifically identifying the effects of aid

programs on poor people.

Since the 1980s, market-based solutions to poverte been implemented by a diverse set
of actors, including NGOs and social entreprenelrdeed, the role of NGOs over the
second half of the Zbcentury predominantly focused on humanitarianimigost-conflict or
post-disaster situations (Austin 2000). More relgenlGOs have started to center on
development assistance, placing the use of the enatkthe core of their objectives, with
activities such as developing the business skill&oners or helping entrepreneurs launch

small business.

While the search for solutions to poverty has hisédly been the responsibility of
governments and philanthropic organizations sucfoasdations and NGOs, a number of
private actors are now emerging, who seek to resalwsocial issue through a business
venture. Under the term “social entrepreneurshapjrowing number of entrepreneurs who
are launching initiatives aimed at contributingstiving a social issue through a sustainable
business model now exist (Bornstein 2006, Sant6920

The largest sector in which such social entrepnesiigo has been possible is in the access to
finance. Indeed, the growth of microfinance illasis how a market-based mechanism has
been seized upon as a tool for poverty alleviaéind in less than twenty years, a new sector
has emerged around the practice of microcredit.uRoged by Professor Muhammad
Yunus, who won the Nobel Peace Prize, and his argaon, the Grameen Bank, the practice
of microcredit has gained momentum and now servesenthan 150 million borrowers
through 10 000 microfinance institutions (Daley-H&ar2007). In Bangladesh, the two
leading microfinance institutions, Grameen Bank BRAC, serve 16 million customers or
10% of the country’s population. A new industry hamerged, with international
consortiums, consulting services, rating agenciesl a&pecialized investment funds
channeling funding to southern-based microfinanttitutions (Reille & Forster 2008).
While in some areas of India, microfinance haseseff from a growth crisis, and the
reporting on the effects of microfinance is stillegtionable, this practice is still perceived

both in northern and southern countries as a palerdl for poverty alleviation.
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1.3 Changes in the role of the private sector: From “bae of the pyramid” strategies
to social responsibility issues

Over the last 10 years, the perception of the ebleorporations with regard to development
issues and the reason why they should, indeed heare evolved from considerations related

to firm’s licence-to-operate to business reasons.

With the idea that development issues can becorperamities, Prahalad and Hart (2002)
introduce the concept of “Base of the Pyramid” angue that market-based solutions can
serve to alleviate poverty. While organizations lidgawith poverty had previously been
embedding a social mission (NGOs, cooperatives wuah firms, for instance), the authors
contend that multinational and profit-driven comiions can also contribute to poverty
alleviation. To do so, they need to develop a raoigeroducts and services dedicated to
meeting the needs of low-income consumers, reféaed the “base of the pyramid”. In turn,

this market segment could represent a significemtvth opportunity for MNCs.

The justification of why firms should care aboug ttevelopment of the countries is rooted in
the debate on the social responsibility of firm&fdRring to a firm’s actions towards the
achievement of sustainable development, the natiaorporate social responsibility (CSR)
has penetrated both the corporate world and acaddrhere has been a long debate both in
academia and the corporate world about what CS&Rasit and why firms should engage in
these voluntary actions. Now the term encompassgdykdiversified actions, including
environmental preoccupations such as the improveofehe environmental performance of
plants and the reduction of products’ footprintaléo groups social considerations referring
to a firm’s employees — safety improvement programdg diversity promotions, for instance,

and economic development programs aimed at thédooamunities surrounding plants.

Three types of arguments have emerged about wimg fihould engage in CSR (Arjaliés et
al. 2011, Capron et al 2006). The first stream rguments also called “business ethics”
emphasizes the moral imperatives of firms towaadsesy. In this approach, firms’ priority is
to respect existing regulations and for their manadgo ensure the firm is profitable, and by
doing so, contributes to society welfare (Goodpa$883). The second stream approaches,
“business in society”, the possible discrepanciesvbeen the achievement of firm’s and
society’s interests are acknowledged, and thus 8SRway for the firm to counterbalance
the negative social and environmental impacts ®foperations on its stakeholders. The

interest for firm is that in doing so it presernves“licence-to-operate”. The third stream in
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the CSR literature discusses how engaging in thadentary actions can contribute to
enhance firm’s performance, defending the ideatthere is a business case for CSR (Vogel
2005).

Over the last ten years, the justification on whgn§ should care about local development
has moved from the “licence-to-operate” set of argnts to the business case” rationale, and
this change is echoed in the various articles phbll over the past 10 years by the
management gurus, Michael Porter and Michael Kramer2002, Porter and Kramer
published a first article on this topic, in whidieyy demonstrated how “corporations can use
their charitable efforts to improve their competticontext”. The first reason to care about
local development was, then, good philanthropy.2®36, they showed how selective and
well-designed initiatives in a firm’s value chaiancenhance the efficiency of the firm. In
this framework, the response to poverty has movauah the question of charity — somewhat
contingent and external to the firm — to a topiedily linked to the firm’s value chain and
performance. As an illustration of this shift, i9@5, the NGO, Oxfam, measured with
Unilever the impact of the firm’s activities in lodesia on the value chain. This study
showed how the firm’s activities generated econoadtivities for approximately 300 000
people throughout the country (Clay 2005). Portet Kramer’s 2011 publication constitutes
another important shift. They highlight how capgal has been seen as a cause of social
problems, and argue that firms need to find waysimilltaneously advancing the economic
and social conditions in the communities in whibkey operate by creating “shared value”
(Porter & Kramer 2011). Caring about developmenthisn not just a complement to the
firms’ core business, but an imperative that thkegutdd embed in their operations for the
benefits of both the companies and society. Whigh&ad’'s argument for the BOP proposal
focuses on the business interest (Prahalad 20@4),(B007) extends the justification of the
firm’s engagement at the BOP to integrate a suaslélity standpoint: poverty represents a
major threat for society at large, and for multioaal corporations in particular, in emerging
countries. Thus, corporations should find ways ¢mtebute more to local development

through their core business.

Fifteen years ago, Mahieu (1996) asserted thatlojevent was becoming a market in which
different actors (donors, public development agemcand international institutions)
competed in proposing solutions to poverty. CK.hatad and Stuart Hart's BOP proposal

directly posits the company as another developraetur. Reacting to the entry of MNCs in
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this arena, Banerjee & Duflo (2011) state: “thalitianal strategies of public action are being
supplemented by private actions, often taken byesofrthe leaders of the corporate world,

directed at helping the poor realize their trueeptiil as entrepreneurs.”

The underlying motivation of this dissertationttsgn, to contribute to a better understanding
of the extent to which MNCs can be counted amorggehactors who contribute to an

improvement in the lives of the world’s poorest.eTilext section provides more details on
the research question addressed in this dissertatio

2 Multinational Corporations at the Base of the Pyramd

Since Prahalad and Hart's 2002 article, the ternPBt@s become a buzzword, both in
academia and in the corporate world. Since itsptige, a new industry has emerged. Many
firms such as Danone, Essilor, EDF, GDF-Suez, Sdbndlectric, Unilever or Vodafone
have launched corporate initiatives to addressrttasket. NGOs have also started advising
firms or partnering with them in their search foceess at the BOP. Business schools have
launched programs teaching students how to buiihless models. However, in spite of this
enthusiastic movement, the reality of successeaBtBP remains questionable, both in terms

of financial achievements and social impacts orlittes of low-income people.

2.1. The promises and challenges of the BOP proposal

Referring to the four billion people living with de than $3 000 PPP per year, the BOP
concept builds on an appealing financial propositidccording to Prahalad and Hart, the
aggregated purchasing power of these low-incomeplpecan represent a huge market
opportunity for MNCs — estimated at $13 trillion FPRVhile top-tier consumer markets are
already saturated in emerging countries, with lcaadl international firms competing to
attract western-style consumers, the low-incomesgorer segment remains unexplored. The
individual purchasing power of low-income peoplepyded that the firm manages to
significantly attract and assemble demand, conssta large market segment (Prahalad &
Hart 2002, Prahalad 2004)
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The BOP concept conveys the idea that providedsfauwt innovatively in the development of
a new product and service offering, there is agnatient between doing business and doing
well at the BOP: by purchasing the MNC’s produtites poor could escape from poverty.
However to date, there has not been any clear demadion of the twofold performance, i.e.
social and financial, of MNCs-led BOP programs {f@r@ee 2007). Since the early articles,
the BOP proposal has yielded significant questabwut this pitfall in the demonstration.

First, that there is a lack of successful caseslabla to demonstrate the validity of the

market opportunity. A rapid overview of the litared demonstrates that the MNC cases
mentioned are frequently repeated and are basétedist of examples provided by Prahalad
in his 2004 book. Moreover, as Karnani (2007) mimut, these cases are often
“romanticized”, with the objective of attractingethnterest of managers. The objectives of
the cases mentioned in the literature are also diegrse, from charitable activities programs
to business projects (Crabtree 2007). Given thistet is a lack of available cases to study

which render it possible to understand the realitthe market opportunity.

Second, there has been no clear demonstratiore @ftbcts of BOP programs on the lives of
the poor. The demonstration of how BOP programsigiaate in the improvement of their
lives has mostly been conducted through narratimed there is a lack of thorough
demonstration that would pinpoint the positive aredjatives effects (Crabtree 200@jven
this, there is a need to better understand thethde the social impact of BOP programs.

Third, there has been no demonstration of the tihgaof the impact, i.e., whether it has
been possible to replicate BOP prograifise initial BOP literature builds on the hypothesis
that MNCs need first to identify solutions that wdor the BOP, and then “naturally” —
given their profit-driven attitude and global prese — they seek to replicate the successful
business cases, thus achieving a large scale effepobverty. So far, there is no case that

would demonstrate this ability for BOP programgiéomainstream.

2.2Understanding the reality of the BOP proposal

The starting point of this research was to gendlreeases that would allow me to contribute
to answering the question of the business ratiofwaléirms to get involved at the BOP and

the impacts of the programs on low-income peopte. that purpose, | decided to use a
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research method which mostly built on action-rededdescribed in more detail in the next
section). This approach enables the researcheedonte involved in an organization, in

order to generate the phenomenon intended to bgzada

This dissertation was conducted within the framéwafra CIFRE convention, which in the

French research setting allows a doctoral studefethired by a company and work on a
doctoral thesis conjointly designed between altipsr Headquartered in Paris, Lafarge is a
global leader in the building materials industryithwcement, aggregates, concrete and

gypsum production operations in 78 countries.

The collaboration with Lafarge focused on the @rade of access to housing for low-income
people. Over one third of the urban population, mere than one billion people, lives in life
and health-threatening dwellings and it is foreedghat over two billion people will live in
urban slums by 2030 (UN Habitat 2008). The issuacakss to decent housing represents a
major development challenge since a house is nigtaoshelter but also a productive asset
for low-income people where they can develop armss activity. It is also the basis for
social status and self-confidence.

As the issue of the evaluation of BOP programs fequires the existence of ventures having
reached a significant scale, this dissertation $esuon initiation of programs, thereby

analyzing the why and how of firms’ involvementBOP programs:

— Why do firms get involved in Base of the Pyramidgnams?

— What are the different strategies at work?

— What are the implications of each strategy on tigamization of firms?

Building on the main contributions of this disséda, some suggestions on how to address
the evaluation of BOP programs are provided irfiftie part of this introduction.

! CIFRE: “Convention Industrielle de Formation paiRecherche”, which can be translated as an “Indust
Convention for Training through Research”.
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3 Research Context and Method

This section introduces the research context witichtributed to this dissertation and
provides details on the action-research method lwhias been used throughout the

collaboration with Lafarge.

3.1. Research context

With the objective of completing a PhD on CSR-medbissues, | joined Lafarge in 2006 after
graduating from ESSEC Business School. Prior tg tHaad began researching CSR issues,
such as development of firms’ local community’ depenent and stakeholder management.
During a first position in Lafarge that | held untid-2007, | had the opportunity to identify
what the company was doing in the field of the B@Rd to test through interviews with
functional directors how the company perceived tlogic. It rapidly appeared that the
company had had some unfortunate experiences ilditogi BOP ventures. Programs
(presented in more detail in the dissertation) wergun in China, India and South Africa,
but most were considered failures. At the same,tangrogram launched by Cemex (one of
Lafarge’s main competitors) addressing the BOP segiwas gaining in popularity. Called
Patrimonio Hoy, this initiative consisted in prowid access to microcredit to low-income
consumers who can then purchase materials and thaid house progressively. Started in
1998, this initiative had reached 30 000 custonpersyear in 2006 and was said to have
generated approximately 10 million dollars of sdtesCemex (Sagel & al. 2006).

In this context, | proposed the idea of buildinglactoral collaboration on the topic of the
BOP to the Vice President of Strategy and Develogmé&he CIFRE collaboration with
Lafarge began in September 2007 and ended in Git6.2The research question was then
formulated as follows: “Evaluate the business puaeiof the BOP segment for Lafarge and
gain a better understanding of the business maaelsork: what makes these projects
successful or not, and to what extent can theyaked up and duplicated?”

The CIFRE contract was signed with the DepartmehtEconomics of the Ecole
Polytechnique. Joining the Econometrics Laboratdhg research unit of the Ecole

Polytechnique Department of Economics enabled ngaiitm access to an exceptional pool of
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over 15 permanent and invited researchers whoedgtivork and publish on CSR-related

issues.

This doctoral research started in the context ef 2007 launch of the Chair for Business
Economics, under the leadership of Jean-Pierre Jaohs This Chair, whose corporate
partners include Dupont, GDF-Suez, Unilever andatgd, provided an outstanding research
setting to support the action-research work onB&® with Lafarge and enrich the research
with access to other companies. The two other Glsso launched by Jean-Pierre Ponssard
contributed to this research setting, with the €f@i Sustainable Development supported by
EDF, and the Chair Finance Durable & Investissenragponsable (FDIR), led by Patricia

Crifo and supported by a consortium of banks amdstment funds.

Opportunities to share perspectives on CSR an®®ié between scholars and practitioners
have been constant throughout this research actiVile Chairs and the Econometrics
Laboratory organized several research workshopshwknabled me to present research
papers and obtain feedback both from scholars awfegsionals. In particular, three

workshops directly addressed the issues of CSRn8OP. In 2007, a research workshop
on the challenges of access to energy in Africa ergsnized with EDF. In 2009, another
workshop was organized on Corporate Social Respitisiwhere several companies such
as Danone, Unilever and Dupont presented theippetwes and actions on sustainability
issues, including the BOP. This research cumulatethe writing of a collective book,

directed by Jean-Pierre Ponssard and Patricia ,Créatitled “CSR: from compliance to

opportunity?” in which one chapter of this disseoia is included. In 2011, as part of a joint
initiative between the Ecole Polytechnique ChairsBusiness Economics and the Chair
FDIR, along with the Social Business Chair at HE@ &nstitute for Social Entrepreneurship
and Innovation at ESSEC, | organized a researcfemnce focused on the BOP and the two
issues of sustainability of business models andyrparos’ social impacts on low-income

people. Gathering more than 150 participants, ffratim the corporate world and academia,
this conference featured eight academic speakecduding Stuart Hart, and corporate

respondents.

This research context was a key factor to enriehctintent of this dissertation with multiple
cases and access a wide community of scholars dliffierent countries and with various
academic backgrounds. It directly contributed toidwg the risk of confining the reflection
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on the BOP to the Lafarge case, and balancing eétegionship with Lafarge teams with
exposure to academic audiences and practitionams ¥arious sectors.

The overarching research method used in this déggm®r is action-research (AR), which led
to the writing of the Chapter 2 of this dissertati€hapter 1 (along with an updated version
in French provided in the Appendix) and Chaptef this dissertation build on the results of
interactions with managers from corporations inediin BOP programs, particularly EDF,
GDF-Suez, Essilor, Danone, and Unilever. For thesaviews, a common methodology of
case studies was used (Yin 1994), based on seadtditerviews of company managers and
interview grids were designed and completed wittoedary data (publications, websites,
etc.). Further details are provided in the Chapteand 3. The next section presents the
principles and the implementation of the actioreegsh collaboration with Lafarge.

3.2 Principles of action-research

The methodology used in this dissertation drawstlren principles of action-research, in

which the researcher adopts a hands-on approacbntobuting to the solution of a social

issue through his/her research. The most frequefmition of action-research is given by

Rapoport (1970): “Action-research aims to contmbibth to the practical concerns of people
in an immediate problematic situation and to thalgaf science by joint collaboration

within a mutually acceptable framework” (p. 499).

The term “action-research” was coined by Kurt Lewin1946, in reaction to the lack of
interest in the fact that traditional science was Imelping to resolve social issues such as
minority problems, anti-Semitism, fascism and poxefrhe concept became popular in the
1970s when it was presented as an alternativercdsaeethod to “correct the deficiencies of
positivist science” (Aguinis 1973). Susman & Evef@d78) posit: “there is a crisis in the
field of organizational science. The principal syorp of this crisis is that as our research
methods and techniques have become sophistica®dhtave also become increasingly less
useful for solving practical problems that membeirorganizations face.” Action-research
then built on the idea that it should be futureented, meaning that the researcher would

contribute to bringing about change in the dirattid a “more desirable future” (ibid).
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Action-research methodologies build on two coren@gles. First, in the process of AR,
hypothesis and data are not only obtained butalsated through collaboration between the
researcher and the organization’s members: “ARésprocess of systematically collecting
data about a system relative to some goal or né#&tecsystem” (Aguinis 1973). Central to
the process of AR is the creation of a “client sgst Throughout the research collaboration,
the researcher takes part in a “social system iclwine members face problems to be solved
by action research” (Susman & Evered 1978) A cleydtem represents, then, the set of
actors with whom the researcher interacts througtimiprocess. The second characteristic
of AR is that this knowledge is fed back into thystem, with the objective of transferring
lessons learned to the client system and genernattarg change.

Ultimately, the methods used to conduct an AR @ogremain very diverse and primarily
depend on the background of the researcher (Suéntarered 1978). When AR is used in
the context of management and economic studieshadet of data collection include
guestionnaires, in-depth interviewing, reading eparts, etc. For others, AR also involves
the use of participatory and deliberative procesgeserally well-defined and structured, to

generate knowledge with practitioners.

Though there are diverse methods of data colleétiohR cases, Susman & Evered (1978)
identify a common pattern of action-research caltabon. In their view, the first phase
consists ofdiagnosing i.e., building between the research and the azgéon a common
understanding of the problem to solve through metealhe second phase is abawtion
planning i.e., developing the conditions of the experirsesith the organization testing new
solutions to the proposed problem. Tlaetion taking phase commences with the
implementation of one of the desirable solutionse Tycle ends with thevaluationof the
consequences of these actions on the organizatidnthee specification of learningThe

lessons learned are then fed back into the orgamiza

3.3 Implementation of the action-research approachkvith Lafarge

The next paragraphs provide more details on theraotsearch collaboration which took
place at the Indonesian business unit (BU) level thie head office of Lafarge. It involved
two client systemwvith different actors and different progress & BU and head office level,
thus the next paragraphs present the AR collalomstieveloped at both levels.
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Action-research at the business unit level

The collaboration with the business unit startetthatvery beginning of the research contract.

In total, nine one-month periods were spent in heda between 2007 and 2010. As part of

this AR collaboration, two pilot programs were deped to address the needs of low-

income people in two different cities, and are coghpnsively analyzed in the dissertation.

These programs enabled the construction of 820¢g8&-l®uses and the provision of 40

microcredits for home improvements and repairs.

Based on Susman & Evered’'s (1978) scheme, the ARbooation went through the

following steps:

Diagnosing In September 2007, the general manager of Lafarigesiness unit in
Indonesia asked for support from Lafarge’s Stratdgpartment to identify how business
models could be developed to address what wasdhiéed “low-cost housing”. A first
visit to the field was organized in December 20DWo markets were proposed for study:
one in the northernmost part of Indonesia (Bandahicand the other in the capital of
north Sumatra (Medan). Interviews were conductedh wapproximately 30 key
respondents on each market, including homeownemmercial banks, microfinance
institutions, masons, building material retaildogal and international NGOs, as well as
village leaders and local ministry representativeternal interviews were also conducted
with the people in the head office of the BU, iname of sales and logistics,
communication and CSR, and also at the plant whiia plant manager, production
manager and general affairs officer.

Action planning In 2008, the business unit's management decio®doioth areas should
continue being investigated. Four months were spetite field in Indonesia to conduct
complementary interviews and develop the businesdeis. In Banda Aceh, workshops
involving microfinance institutions and NGOs werganized to design a business model
that could be tested in partnership with some @f plarticipants. In Medan, further
interviews were carried out with real estate depets to understand what was impeding
them from building houses for low-income people.

Action taking In 2009, the program was launched in Aceh andolued five
microfinance institutions, an international NGO aitd private arm. The program
consisted of providing microloans to low-income jpleowilling to extend or renovate

their house. In Medan, the interviews with devetspeumulated in a proposed

25



partnership with their professional association &ne local government, which was
signed at the end of 2009.

— Evaluating In 2010, the focus was put on the analysis offitsesales generated by both
programs which led to the recruitment of a full¢irmanager. In Aceh, a method to
measure the social impact of the program on thes|f borrowers was also designed in
collaboration with the NGO.

— Specifying learningThe final mission in late 2010 consisted of idigity the success
factors and limitations of the program in Aceh gmeparing a note describing the

achievements in Medan and the next steps.

Action-research at the parent company level

The AR collaboration at the parent company leveahited evaluating the opportunity for
Lafarge to address the BOP more systematically ifferdnt countries. The interest of
Lafarge’s top management for this topic dramatycalanged over the research period. The
dissertation provides an analysis of this change stadies, in particular, how the AR

contributed to it.

Based on Susman & Evered’s (1978) scheme, the ARbooation concluded in the “action
taking phase”, illustrated by the launch of BOPtiatives seeking to address the BOP

segment as a business in various countries.

— Diagnosing In 2007 and 2008, the AR work involved analyzoage studies external to
the firm, interviewing managers of Lafarge’s prexsoBOP projects and interrogating
external managers of other BOP programs (DanorgloESEDF). Interviews were also
conducted internally with executive and top mansg#rthe firm. Several notes were
prepared to present the identified opportunitiedndonesia, but they had no impact
regarding the involvement of Lafarge with the BOP.

— Action Planning In late 2009, a consulting mission was commissibto benchmark the
“societal engagement” of other CAC 40 companies &mdinterview internal top
managers to understand their perception of suchpgmoach by Lafarge. In February
2010, a note was prepared about what Lafarge cdoldo “reinforce its societal
engagement”, presenting a complete framework faldig on a proposal of a social
mission for the firm. The note built on the firgisults of the two programs in Indonesia,
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which were starting to attract the attention of agars at head office. The note received
positive feedback from the CEO, who requested aemdetailed proposal. In early 2010,
the executive committee decided to launch a desticairoject called “Affordable
Housing” to better assess the size of the BOP ebaniportunity and propose how the
firm should get organized to address it on a lacge. Presentations were made to the
executive committee showing different market segsiand the market opportunity.

— Action taking As part of the Affordable Housing project, nevojpcts were launched in
2010. Project managers were appointed in Hondurdslradia to initiate new schemes,

and in Indonesia to extend the two pilot projects.

Figure 1 provides an overview of the action-rede@rocess with Lafarge, following Susman

& Evered’s scheme.

3.4 Advantages of action-research

The first benefit of the action-research conducidtth Lafarge relates to the generation of
two concrete and empirical cases of BOP programh ¥ average of four people living in

the houses built or improved, this means that 8v@d0 people “benefited” from the projects:
these achievements have been key drivers and rarsvairoughout the research process.

Generating cases to better understand implementatiochallenges

The creation of the two programs in Indonesia ¢bute to going beyond the basic statement
that “there is a market at the BOP”, and providgcdetions of the various options offered to
the local unit in the development of the projedtéhile case studies of BOP programs
generally present programs as they ended up bewelapbed by managers, the AR enables
us to analyze why certain options are rejecteds ttantributing to a better understanding of
the choices made by managers in the developmdd®O&f programs. This AR with Lafarge,
and the significant time spent in Indonesia, thnsbéed the “black box” of program

development to be opened.

27



Figure 1: Overview of the action-research conductewith Lafarge,
based on Susman & Evered’s (1978) scheme
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Generating cases to trigger change in the organizan

The interaction between the two levels of actiosesch contributed to the change taking
place at the head office level in terms of peragptf the BOP. Using the scheme presented
above, the “action taking” phase at the Indone$gael, i.e., the launch of the two pilot
programs, contributed to convincing executive tognagers from the head office that the
BOP was something strategic and that the firm shadtress it as a business. Working at the
two levels enabled a broader description of thdl@hges in embedding a BOP approach in
an organization. Without the empirical demonstratjcthe dissertation would have built on
strategic reflections, skipping the identificatiohlocal difficulties in building programs. By
integrating the two levels of study, this disseotat provides an analysis that more
realistically recounts the internal challengesffans. The relatively long timeframe of the
AR framework also allows parties to overcome thiiatilties that appear in short-term
assignments, notably in the understanding of tbgpectations. At the beginning of the
research collaboration, resistance arose — mosttiieahead office level. In the case of a
short-term assignment, such resistance would hatvarpend to the collaboration. In the case

of AR, however, it directly contributed to the ays provided in the dissertation.
Integrating research insights in practice

The most frequently-cited benefit of AR is the psoan of accurate empirical insight in the
crafting of research. Indeed, it is true that #i®& enabled me to build intimacy with internal
actors, and as a consequence, | gained accestetoaindocuments and the opportunity to
conduct interviews and gather comments which |¢owt have done otherwise. However,
the “way back” in this relationship, i.e. how resdafeeds action, is too often neglected in
the analysis of the benefits of AR, yet this dimensparticularly contributed to the work
conducted with Lafarge. The dissertation providegesal examples of how research notes
and academic presentations have contributed to rdeifa internal documents and

discussions.
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3.5 Challenges of action-research

Any attempt to conduct action-research also raggecific challenges which need to be
acknowledged and analyzed. These challenges ardymefated to the position of the

researcher within the organization and to the $abiange he/she is trying to generate.
“Action-research is not value free”

Since the researcher becomes involved in the arghon to generate the change the
intended social change, he/she is said to havenalerlying social, economic or even
ideological motivation which does not render theesech “value free” (Aguinis 1993;
Susman & Evered 1978; Brydon-Miller et al. 2003heTconsequence of this is that the
interpretation of data may be biased in order tovile a demonstration supporting the
underlying agenda. As previously mentioned in tinigoduction, this thesis embeds the
desire to generate programs that enable a bettigrstanding of the validity of the BOP
proposal, so there is an evident risk of losingah#ity to examine the research object with
sufficient objectivity. To mitigate the risk of lsismg conclusions based on personal motives,
the “governance” of the thesis writing processric@l. In particular, | tried to keep this risk
“under control”, by generating the necessary “tgalhecks”, through a constant relationship
with the research community and by producing, thhmut the thesis process, conference
presentations, notes and articles, not only cogetiie action-research setting, but also other
research questions (cf. list in the appendix ofpi¢r@2).

“The results of action-research are not generalizab”

Since the cases studied were generated by thercbeealong with the client system, it is
particularly difficult in action-research to idefiytithe variables which contribute to the action
under review (Susman & Evered 1978), and thus t@bésh a “general law” governing the
type of actions under study (this concern has bksen raised about case study method in
social inquiry in general). To overcome this ofbdted challenge, this dissertation has built
on several articles which use different cases aetthods of analysis. Indeed, Chapters 1 and
3 were written based on data collected through sasi#ies while Chapter 2 focuses only on
the results of the action-research. The interestdigérsifying the methods is that it
contributes to the complementarity of chaptershie d¢verall demonstration and thus to the
generalization of results. The topics addresse@hapter 1 and 3, and the interviews with

external companies, were influenced by the issweaslfacing in the context of Lafarge. For
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example, Chapter 1 provides a typology of strategikrich was intended to help me explain
to people in Lafarge that there were different wiyaddress the BOP segment as a business.
Reciprocally, the analysis of the AR in Chapterehdfits from the typology of strategies
identified in the first chapter and brings the deban the analysis of this typology a step

further, by integrating organizational issues.

4. Thesis Contributions

This section presents the structure of the disBertaand the main contributions of the
thesis. As the chapters were written and publisteglrately, this section proposes an
overview of the answers to the research questi@hthe thesis structure, as well as a
synthesis of the different chapters following thréiéferent axes which highlight the

main insights and the complementarities in the destration.

4.1 Summary

To answer the question of why firms get involvedBiase of the Pyramid programs, the
thesis proposes a strategic framework which oppteesypes of approaches: a licence-
to-operate approach, and a business opportunitghsg@pproach. In the first stage, the
firm launches programs to answer stakeholders’ ebgpe®ns and maintain good

relationship in particular with governments. In econd stage, the firm is approaching
the BOP segment as a new business opportunity.tidss shows how Lafarge moved
from the former to the latter approach between 280@ 2010. It analyzes the factors
which enabled that change and in particular the odltwo Indonesian pilot programs of
access to housing which contributed to the constrmcof more than 800 houses. and

highlights the importance of local specificitiestire choice between the two.

To answer the questions on the strategies at wibid, thesis opposes two forms of

market approaches with, on the one hand, a magggtice strategy consisting in slightly

adapting firm’s practices to enter an existing nearland, on the other, a market creation
strategy which is about adapting firm’s productsl @mnactices to create a new market at
the BOP.
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To answer the third question on the implicationseath type of approach on the firm’s

organization, the thesis shows that, contrary tmarket capture approach, a market

creation strategy questions the firm’'s « boundamgnd requires flexible management

systems. Finally, the thesis analyzes, with regaranarket creation strategies, under

which conditions partnerships between for-profitd amot-for-profit organizations are

sources of innovation and learning for the firm.rétises three key success factors:

sharing a common vision between partners, co-grgapirograms, and implementing

intentional learning processes.

4.2 Thesis structure

The dissertation builds on three chapters, orgdraaefollows:

The first chapter is entitled “Corporate Strategied the Construction of Markets at the
Base of the Pyramid” and consists of studies oféghgagement of three firms (EDF,
Unilever and Danone) with the BOP. It identifiedypology of business strategies to
address the BOP market. This chapter was publishéde collective book “Corporate
Social Responsibility: from Compliance to Opporty@i, edited by Jean-Pierre Ponssard
and Patricia Crifo (Ponssard & Crifo 2010). A Frerend completed version of this
chapter, published in the “Revue Francaise de @#&stgoes further in the analysis of the
managerial and funding implications of both appheasc This version features in the
Appendix of the dissertation.

The second chapter, “A Long Road to the BOP: Omgdiunal Change and the Search
for Success at the Base of the Pyramid. The Cakafafge”, provides the results of the
action-research collaboration with Lafarge. It gmak how Lafarge moved from a
licence-to-operate approach to a business approbithe BOP segment. The chapter
shows how the two Indonesian BOP programs con&ibub a change in Lafarge’s
approach.

The third chapter, entitled “Relational Capacity f8ocial Innovation in Cross-Sector
Partnerships”, focuses on BOP ventures which folblowarket creation approach through
alliances of corporations and not-for-profit orgaations. It identifies the specific
processes of innovation and knowledge acquisitionthe implementation of BOP
programs. This chapter, co-written with Matthew Bhy (ESADE) and Miguel Rivera-
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Santos (Babson College), has been accepted foicptibh in a 2011 special issue of the
“Journal of Business Research”.

4.3 The main contribution: A strategic framework of the firm’s engagement with the
BOP

Based on the experience with Lafarge, and buildimghe conceptual framework of strategy
design proposed by Simons (1995), the second ahabteéhe dissertation provides an
analysis framework of the firm’s engagement witle tBOP, which distinguishes two
situation$:

— A licence-to-operate approach, through which thePBs2gment is considered as a non
business issue. Projects are launched to complly external pressures and remain
perceived as falling out of the firm’s core aciest. Consequently, they are not integrated
in management processes and receive no specifiaup

— A business approach to the BOP segment that theedigeks to address through market

strategies. The dissertation distinguishes manezition and market capture strategies.

Each approach is detailed in terms of the undeglyelief system (i.e., how the topic of the
BOP is perceived by management), boundary system Wwhether the topic falls within or

outside the scope of the firm) and management absyrstems (i.e., how performance is
defined and monitored) which can be either diagoo&riven by tangible reporting on

performance indicators defined top-down) or intevac(a flexible approach with bottom-up
objectives).

The table below summarizes the two approaches lmas&imons’ levers of control.

2 The idea of using Simons’ grid to analyze thetshifLafarge’s perception of the BOP topic owes mtc
Jean-Pierre Ponssard’s remarks that incorporatedritl, and to Diane-Laure Arjaliés and Cécile Gatulwho
analyzed the shift in firms’ strategies from corapkie to opportunity-seeking, with regard to CO2ssions
(Arjaliés et al. 2011).
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Table 1: A strategic framework of firms’ engagementat the BOP

STAGE 1 STAGE 2
Licence-to-operate approach Business approach

BOP as a philanthropic and

i . . BOP as a potential business
public-relations issue

Belief system

Boundary svstem Not part of the company’s Inflexible Flexible
y sy core business (no support) boundary boundary
. Dominant Dominant
Management . Not aligned diagnostic interactive
control with control systems
system system
BOP strategy Isqlated programs Market capture| Market creation
with no support strategy strategy

Trigger factors in the change from a licence-to-opate to a business approach

In the second chapter, the dissertation identifies trigger factors which contributed to

Lafarge moving from the first to the second typeeafjagement with the BOP segment.

Three key factors contributed to the change inbtleef system regarding the BOP segment

at head office:

Raising awareness about the market and social dppidres at the BOPThe period
2007-2009 mostly consisted of raising the awareabssit the market opportunity of the
BOP segment. As part of the action-research, amysisaof cases was provided to
Lafarge’s top management, showing how competitonsl @eer companies were
managing to leverage the BOP segment as a margettapity.

Experimenting BOP programs on a small scafefirst step in the change of belief
systems was the launch of the two programs in lasian These pilots demonstrated how
they contributed to the lives of low-income peoplhile at the same time generating
cement sales without discount.

Building the business case for a wider engagemé&he second step in the change
occurred with the launch of the Affordable Houstegm in 2010. Within this team, the
two projects contributed to justifying the assuroptiused to calculate the business

opportunity at the BOP and provide more convin@stimates of the market.
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Business strategies to address the BOP segmemiarket creation versusmarket capture

The dissertation provides a typology of strategmglemented by firms seeking to address
the BOP as a business opportunity (Chapter 1). ells¢mtegies are then illustrated and
discussed based on the experience with Lafargept€ha).

Based on the review of some successful cases,isberthtion highlights that BOP markets
are in different stages of development and contémats while needs are great, most markets
at the BOP do not exist, but need tokaglt. It distinguishes two broad types of corporate
strategies responding to the situations of whether market exists or not: 1) defensive
strategies that aim to capture existing marketd; Zrnmore innovative strategies that seek to
create new markets at the BOP and develop firmzaloitities. The two strategies also have
implications on how projects are managed and fundedthe case of market capture
strategies, firms leverage their existing orgamiratwith projects fully integrated in the
mainstream business and funded with the firm’s tahpin the case of market creation
strategies, that build more on innovation capaéditfirms set up ad hoc structures intended
to manage the projects separately from the mamrstr@rganization. Funding, as in the case

of Danone, can be supported with a dedicated \ehicl

The action-research allowed me to check the engpixialidity of the typology of market

capture and market creation, with the two experisi&aunched in Indonesia.

— The project in Aceh — based on microfinance — tthtes a market creation strategy:
through a series of efforts (building a networknaitrofinance institutions, developing
their capabilities, training masons, channelingftireling and following the impacts), the
company intends to create a new market around hoysevement and extension.

- In Medan, where a project with developers has begtemented, the approach refers
more to a market capture strategy: a developer wiisg to build houses for low-
income people and the company developed the apatepoffer through its existing

capabilities to capture it.

The influence of local market characteristics in tle choice of business strategy

As discussed in Chapter 1, Hart & Simanis (200@uarthat firms who try to capture
markets (“BOP1.0” strategies) through low innovatprograms are bound to develop lousy
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responsible and unsustainable programs. In thew,vfirms need to create the markets by
partnering with multiple stakeholders, includinge tipoor themselves, to develop very
innovative solutions (“BOP2.0"). They suggest ttia “1.0 approach” does not embed the

social considerations of the “2.0 approach”.

This dissertation takes a more precautious approagdrding the differences in the impacts
of these two types of strategies and highlightsithigortance of local contingencies in the

choice between the two.

— It identifies three types of market conditions f&meed to address to create the market:
affordability (the adaptation of pricing to custamécomes), awareness (social
acceptability of the product) and physical accebfsilof products.

— Two institutional factors also appear as contingen¢and are often neglected in the
analysis of BOP programs): environmental constsaiflegal framework, contract
enforcement, existence of partners) and competitibfocal products and substitutes

(including donations).

Figure 2: Barriers on the road to the BOP consumer

Environmental Competition
constraints Conditions for a market to emerge constraints

= social perception
of the product

= Adaptation to level
of education

= Adaptation of
pricing to
customers
incomes

|« Price

performance

envelope

Adapted distribution
systern to reach remote |
areas

As detailed in Chapter 2, the experiments with tgéain Indonesia show that the choice
between these two approaches was strongly inflaebgehe conditions of the local markets
facing the firm. Indeed, the story of the constiutiof the two projects demonstrates that the
choice of business model was strongly influencethylocal market conditions prevailing in
each city. For example, in Aceh, free houses ghweNGOs impeded the use of the business

model that had been developed in Medan with rettedevelopers building individual
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houses for low-income people. The selected progrfamicrofinance for housing built on the
distribution of land titles by NGOs after the tstmavhich were used as collateral.

4.4 Challenges of embedding a business approach toe BOP in the organization

The action-research with Lafarge described in #o®sd chapter enables the identification of
the challenges related to the capacity of a firmetobed BOP programs, depending on

whether these programs follow a market creatiocapture strategy.

BOP market strategies and systems of performance msurement

The experiments with Lafarge show how a market wapstrategy, as an answer to an
existing market paying-off in the short term, cam ibtegrated in a dominant diagnostic
system. As a consequence, local business unit&esmeer on finding these opportunities

which fit with the performance indicators and tapach reporting in a diagnostic system.

In a predominantly diagnostic approach, market taeaprograms are unlikely to be
developed by business units, as they may downgoad®rmance indicators in the short
term. Indeed, when the market at the BOP doesxist, ®ut requires efforts to be built and,
consequently, flexibility in performance reportingpen a dominant interactive system is

more favorable to market creation strategies.

Market-creating BOP ventures question the firm’s “boundary”

BOP programs raise the question of the extent tactwla company should change its
capabilities to address this segment. While matkpture programs rely on the firm’s set of
capabilities, market-creating BOP programs test “thmundary” that the firm delineates
between the activities that it accepts to undertaiek those that it rejects. For example, the
microfinance program developed in Aceh raised tnestjon of whether Lafarge should enter
the credit activity which was something new for tfiien. In contrast, market capture
strategies, such as the program in Medan, are ¢amplith the delineated frontiers and are

then favored when the firm’s boundary is stricthbueakable.

In the course of the research, Lafarge startethtgsis boundary by creating two corporate

projects, one dealing with “Affordable Housing”, mentioned before, and one focusing on
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“Sustainable Construction”. Both programs allowée tgeneration of empirical projects
intended to show the opportunities and risks oégrating new dimensions in the core
activity — prescribing construction systems favgrirafarge products and answering green
construction constraints, in the case of sustagmabhstruction, or developing new business

models to address the low-income segment.

Essilor, whose program is described in Chaptels®, @onfronted the issue with its project in
India. While the few vans going through the ruredas to sell spectacles were successful,
Essilor rejected the idea of multiplying the numbé&wvans. This would have sent a signal
that Essilor was going down the value chain andhtpkver the role of the distributor, which

would have ultimately jeopardized its mainstreatvanrbusiness.

Through market creation BOP programs, the firm gmies a number of learning
opportunities to test the capabilities that it ddoacquire in order to improve its
performance. In this sense, market creation appesatacilitate organizational learning and

change.

4.5 Market creation strategies and knowledge acqui®n in cross-sector
collaborations: Three key success factors

By analyzing the case of Danone and Essilor, erdydgeseveral years in a BOP market
creation approach, the thesis provides exampléswftheir projects contribute to generating
new knowledge. Chapter 3 identifies the succes®r@adhat enable firms to learn from
market creation programs developed in partnershyih not-for-profit organizations.
Building on Todorova and Durisin’s (2007) modelkofowledge acquisition in business-to-
business (B2B) partnerships, this chapter provadesw model, entitled “Relational Capacity
for Social Innovation” which is better suited tetanalysis of learning and innovation in the
context of cross sector partnerships.

Three key dimensions appear as particularly cruiciatross-sector partnerships. Before
starting the collaboration, partners in cross-gegtartnerships need tenvision the
contributionthey seek to achieve through the program. WhilB Bartnerships are driven by
the business objective, the objective of partneay bre diverse, including the social impact
they want to achieve. To be able to generate aqdicnew knowledge, partners in cross-

sector alliances need to go beyond the assemblfingedr capabilities andtocreatethe

38



program they seek to launch. Contrary to B2B pastnps, the acquisition of knowledge by
the corporate partner depends on the implementasfomtentional processessuch as

knowledge-sharing meetings that seek to captur&riberledge generated by the partnership.
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|. Corporate Strategies and the Construction of Markes
at the Base of the Pyramid

How can multinational corporations’ (MNCs’) intetdsr the Base of the Pyramid (BOP) be
explained and what are the strategies at work?yEaticles relating to BOP have asserted
that MNCs can “make a fortune” by doing businesthwinderprivileged populations and
lifting them out of poverty. In contrast to thetial literature, this article contends that most
markets at the BOP do not yet exist, but need toblné. The rationale for a firm’'s
involvement at the BOP goes beyond short-term legsiropportunities and has more to do
with the preparation of MNCs for the upcoming eaoimlandscape in emerging countries,
as well as the new imperatives regarding corpasatagal responsibility. Building on three
case studies, this article identifies two broadesy/pf corporate strategies: defensive strategies
that aim to capture existing markets, and morevatiee, stakeholder-oriented strategies that
seek to create new markets at the BOP and deveiog’ fcapabilities. The article then
discusses the issue of the costs of building nevkets at the BOP and the consequences on
the business models and the involvement of findipeigners in the venture.

45






Referring to the four billion people living withfaw dollars a day in emerging countries, the
concept of “Bottom (or Base) of the Pyramid” (BA®R)s gained significant interest, both in
the academic and practitioner worlds. Coined byw&ea and Hart (2002), the BOP concept
introduces the idea that multinational companiedl(l can develop a profitable business by
targeting low-income market segments and simultasigchelping these populations escape

from poverty.

Prahalad and Hart's appealing proposition buildsttmee main assertions: 1) MNCs can
correct the market failures facing the poor in itifermal economy by providing them with
more affordable products and services; 2) theirviddal purchasing power constitutes a
large market for MNCs, provided that they develppdfically-designed product offers; and
3) recognizing the poor as valuable consumers asthess partners contributes to improving
their wellbeing and self-esteem (Prahalad & HafiZ@Prahalad 2005).

Figure 3: The “Base” of the Pyramid

>$15,000 PPP <1Bn
2Bn
< $3,000 PPP
4 Bn

PPP: Purchasing Power Parity, (Source: Prahalad)200

Since the publication of the first articles, a néwdustry” has emerged around the concept of
BOP. More companies, including Danone, Dupont, tgdaEssilor, Total and GDF-Suez,
have launched initiatives. A third of France’s 46gest companies mention the existence of a
BOP project on their website. Compilations of caselies have been published (e.g., WRI
2006, UNDP 2008). Consulting firms (e.g., Monit&T Kearney) have started to advise
companies on how to engage at the BOP. Businesmlschnd universities (e.g., ESSEC,
HEC, University of Michigan, and Cornell Universityow offer courses in which they teach
students how to build BOP business models in emgrgountries. NGOs (e.g., Care) have
also started collaborating with companies on thygc Think Tanks (e.g., CSR Europe, IMS
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Entreprendre pour la Cité, the World Business Cibdoc Sustainable Development) have
been active in building working groups that invgate the BOP and lobby other
organizations (European Union, funding agenciesputlbthe mainstreaming of BOP
practices. Information produced by companies altbair BOP projects now piques the

interest of managers of socially responsible innesit funds.

In spite of this growing interest, the ability oOB ventures as growth vehicles for MNCs has
been questioned. Indeed, a rapid glance at the auailztustomers served by MNC-led BOP
ventures reveals that this number is rather limiteat example, Cemex’s Patrimonio Hoy
program, cited in numerous articles and books dsading example of a BOP project
(Prahalad 2004; Vermeulen et al 2008; Jaiswal 2B@rnani 2007a, 2007b), has only served
around 30 thousand customers per year since itebsslen in 2004. Additionally, the

program only represents 1% of Cemex’s total sateisschome market.

There is now a growing consensus that making aurfertat the BOP is unlikely to be
achievable in the short-term. Some authors argaerttarkets at the BOP do not actually
exist (Simanis et al 2008; Simanis 2009) and tivatsf shouldcreate these markets by
developing business intimacy with the poor — byolming them in the drafting of the
business model and product design, for example. iflea of creating markets has been
mainly justified from a social standpoint and cmiia constitutes a new step in BOP
literature. However, this notion of market creatibas barely been addressed through a
business lens. Consequently, the goal of thislarsao fill this gap by analyzing why market
creation at the BOP has a business rationale amstitdes a possible strategic behavior for

firms.

The first section demonstrates the limitationsha initial idea that there are huge markets
there for the taking and argues that markets nedxt tcreated. The second section analyzes
why BOP ventures remain strategic opportunitiesh@ context of the new competitive
landscape in emerging countries, as well as theimperatives for sustainable development
facing MNCs. The last section builds on three cadies to illustrate different strategies in
the construction of markets at the BOP, and digu#ise differences in and the implications

on business models.

48



1. Where we Stand in the BOP Debate

Prahalad (2004) emphasizes the business opporttimatly exists at the BOP and that
companies can capture by setting up new busineselmdOptimistically, he highlights the
huge impact that BOP approaches can have, and sthteave no doubt that the elimination
of poverty and deprivation is possible by 2020.” iHhhe interest for the concept has been
constantly growing, the BOP proposal has also gildsignificant criticism, mainly
expressed by Karnani, one of Prahalad’s colleagtut#se University of Michigan. Two broad
types of criticism have emerged, one referring hie failures of business ventures in
delivering profits and social impact, and the ottzethe very existence of untapped markets
at the BOP.

1.1 Limited success stories

Karnani (2007a) states that the BOP concept is ¢twmd to be true” and “that there is neither
glory nor fortune at the bottom of the pyramid”. ldentests Prahalad’s demonstration of
fortune at the BOP which relies on a dozen casgiefuthese have become the most cited
examples in the literature and include Aravind E@emex and Hindustan Unilever Ltd.,
among others. He purports that most of the caghestdiail to provide evidence of how BOP
ventures deliver on the twofold promise to reduogepty and generate profit. In the same
vein, Crabtree (2007) conducts a fine-grained amyf the same case studies based on two
criteria that derivate from Prahalad’s minimum B@sis: sustainability and income and
poverty reduction. In only two cases out of 12,ibess models have proven to be sustainable
but none has demonstrated an impact on income fyofaerconsumers. Crabtree (2007: 7)
writes, “On the basis of 12 case studies, whicmabcorroborate his thesis, he makes the
universal claim that poverty can be eradicatedudinoprofits. This is clearly untenable, that
is, the minimum thesis is not validated.” Jaisw)d8: 8) reports comments from a manager
of one of Prahalad’s case studies saying that Rrdlsgudgment on the mutual effects of the

BOP project on the firm and the poor were “misptice

Over the years, numerous case studies have bdentedl(e.g., UNDP 2008). A closer look
illustrates that while available practices are &odinarily diverse in their nature and results,
they are, interestingly, concentrated in just a f@etors and in the Asian region. Cases
featuring in the UNDP 2008 report on growing inchesmarkets cover a large range of
practices, from purely philanthropic projects to rked-based examples. Some have
benefitted a few thousand people, others up taanillA more detailed analysis of the sectors
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of the business ventures also demonstrates thatutmder of available illustrations is not
equally distributed across all sectors: out of30ecases featuring in the UNDP report, only
two refer to housing, while six times more referféod-related business projects. Table 1
compares the achievements of the most-cited examipléerms of the number of customers
served. In some sectors, such as food, financraices and telecommunications, the number
of low-income customers served daily by certainiess ventures can exceed one million. In
other sectors, such as housing and energy, the snosessful initiatives serve one or two
hundred thousand customers. Another point to reothe extraordinary concentration of the
case studies in certain countries. Indeed, mosgteobest-known, such as those cited in Table
1, are located in Asia — India and Bangladeshjqadarly. While close to 90 % of Africans
live at the BOP (WRI 2006), the African contineatunder-represented in reports covering

BOP ventures.

Table 2: Number of customers served per sector

Cateqories of Number of customers
g Case Country Year served
needs A
Italic: estimates
Food and HU(IDﬁirllen\?eprL)Jrna India 2000 1 million daily
nutrition Danone Grameen Bangladesh 2005 30 000 daily
Mali, South
Africa, 37 400 customers /
Energy EDF Morocco, 1994 245 000 beneficiaries
Senegal
Cemex Patrimonio Mexico 1998 2_30 000 cust(_)m_ers
. Hoy since the beginning
Housing 250 000 customers
Holcim Mi Casa Mexico 200( . S
since the beginning
Health service| Aravind Eye Care India 19762'4 million cust_omers
since the beginning
Financial, Grameen Bank Bangladesn 1983 8 million customers
banking and
insurance SEWA India 1972 1 million customers
Information E-choupal India 1999 4 million
technology | Grameen Phone Bangladesh 1997 20 million
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1.2BOP markets do not (yet) exist

Attempts to evaluate markets at the BOP have peavgbme controversy. Prahalad (2004)
cites $13 trillion in purchasing power parity (PR&ms, without explaining how this figure
is calculated. Indicating that “profits are repaiteid at financial market exchange rates, not at
PPP rates”, Karnani (2007a) brings back Prahalkestisnation of $13 trillion BOP market to
only $0.3 trillion in real dollars. Over the yeaestimates of BOP markets have been more
finely-tuned. The most frequently-cited estimatian provided by the World Resource
Institute (2006). It evaluates the value of tratisas in BOP markets at around 5 trillion
dollars (PPP) in total.

Table 3: BOP market value

$5 trillion market
Food 2.895 bn
Energy 433 bn
Housing 332 bn
Transportation 179 bn
ICT 51 bn

(World Resource Institute 2006)

Although they have enabled the BOP concept to gaimentum, such estimates can be

misleading, in three ways.

Firstly, they convey the idea that markets are pped and latent. However, the figures are
purely estimates, in monetary terms, of transastitmt are neither registered through

accounting systems nor conducted in actual curréingkind” exchanges).

Secondly, the figures mostly represent the valuenfairmal transactions and build on the
idea that the formalization of such transactionsidenefit the poor. However, research on
the informal economy has shown that these typ#ap$actions have their own rationale and
efficiency. Armandariz de Aghion & Morduch (200%)asv in one specific sector — financial

credit — that money lending is wrongly perceivedadsrm of abuse. They argue that it does
have its own rationale and that it can also sdregybor.

Last but not least, such estimations lead to caorfiusetween needs and demand: needs at the

BOP are doubtless huge — the population’s needctesa electricity, water, food and
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education in many countries cannot be denied. Hewaweds do not constitute demand.
BOP ventures that currently exist confirm this vievhile needs are huge, there may not be
any demand for a product that abstractoseems to be answering a specific poverty issue.
Procter & Gamble, the world leader in healthcarascmer goods, interestingly faced this
challenge. The company introduced in several ceasm@ new powder sachet intended to
purify water instantly and convert muddy water idtinking water. After several attempts to
adapt the product and marketing strategy to logatamers, the company faced the issue of
explaining to people why they should pay for watghile this “product”, seen in some

cultures as a gift from God, has always been at thgposal for free.

Recent work in BOP literature has started to resgtinat such markets are not merely there
for the taking, but are markets that could emenggeu specific conditions. Simanis (2009)
argues that markets do not exist and that firmshav'create” them. He (2009) says, “the
Base of the Pyramid is not actually a market (..Hey [low-income populations] haven't
been conditioned to think that the products beiffigred are something one would even buy.
And they haven’t adapted their behaviors and budigefit the products into their lives.” He
argues that companies have to create the marketsdgroducts they introduce by helping

the consumer understand the benefits of doing duntein a different way (ibid).
1.3 Conditions for a market to exist

The question of the emergence of new markets has bealyzed mainly through three
different lenses: an institutional perspective, amhropological perspective and, more

recently, corporate-centered (marketing) analysis.

Historically speaking, the institutional perspeetiwas the first to appear: this perceives
market emergence as a result of the performandestfutional arrangements. Markets in
emerging countries are characterized by the intital voids that prevail and which
determine the ability to do business in a givenntigu(Khanna et al 2005). Such voids cover
the lack and inefficiency of judicial systems, th#ficulty to enforce contract compliance and
protect property rights, and the existence of quram and bribery. Such voids are even more
apparent in low-income markets in emerging coustwbere impoverished populations carry
out transactions. Under such conditions, markeés @marily based on non-registered
transactions. For companies, this entails the plessxistence of informal products and
services that directly compete with the new BOPtwenthe firm is trying to implement. For
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instance, the introduction of water pipelines anslareas faces direct competition of water

distribution through buckets or tanks often manauged form of local cartel or mafia.

A more anthropological approach to market creati@s mainly focused on the social
processes that drive the emergence of new transactin the BOP realm, some researchers
have revived the work of rural development econtsnisuch as Robert Chambers, or
economy anthropologists, such as Stephen Gudemapyapose a process for market
creation (Simanis et al 2006, 2008; Simanis & F&®9). Known as “BOP protocol”, this
process is intended to guide companies in thetnpeship with communities and bring them

to a stage of co-creation of solutions.

Marketing research on markets at the BOP has fteshthree major types of challenges that
firms face in selling products to the impoverish@mpulations. In order to meet demand,
products or services have to be affordable andsadae to customers who are aware of the
benefits of the purchasing decision (Prahalad 20@éhiani and Smith 2008).

- Affordability. This refers to the adaptation of the product'’®ipg to the income
characteristics of the consumer in terms of sizewamiability in time.

- Accessibility: This has to do with the way products and serviaes delivered to
customers. The lack of suitable infrastructure degorts, bridges, etc.) renders the
distribution of products to those living in rurateas or densely populated cities
complex. This notion also refers to the difficufr customers to fully benefit from
the product’s features because of their limitedvidedge or education about how to

use it.

- AwarenessEnabling the customer to perceive the use valuesgecific product is a
key condition for a market to exist, as illustratgdthe Procter & Gamble example.
This thus refers to the desirability of the prodércim the viewpoint of the BOP

customer.
Strategic perspective on market creation

The idea that markets at the BOP do not yet exidt require investment to emerge
profoundly changes the economic rationale of sushtwres. When faced with the cost of
market creation, firms may be more willing to leimpetitors or public authorities build the

market and enter it once developed.
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This question of the interest for the firm to entlveloping countries’ markets has been
addressed in international business. Prahalad agloeithal (1998) give the example of
Kellogg who invested in mass advertising campaignpersuade Indian consumers to eat
cereals. In the end, local competitors bypassetbg@land built on customers’ willingness to
consume locally-flavored cereals. Consequentlytethe a risk in creating a market for the
product, since it can be captured by competing diimthe incumbent company has not
gained a dominant position.

This leads to the question of why firms acceptddipipate and cover the risks and costs of
building markets, and how this fits into their degnent strategy. To explain this, the next
section provides an analysis of what is at stakke thie development of BOP practices.

2. Why Multinational Companies get involved at theBOP

The impressive GDP growth rates experienced by g@mgreconomies in the last decades
have attracted firms to these markets. Forecadtsate that the growth difference between
the E7 countries (the seven largest emerging marketmely Brazil, Russia, India, China,
Indonesia, Turkey and Mexico) and the most indakted countries will accentuate in the
future (Hawksworth & Cookson 2008). The 2008-20t0r®mic crises has reinforced the
interest for local demand within developing econesniRelatively speaking, these countries
are becoming the biggest markets (Raman 2009).

However, the way MNCs can capture part of the ignowth is challenged by three broad
factors that provide an incentive for firms to getolved at the BOP: 1) demographic change
leading to the emergence of new consumers, 2) magehen competition with stronger local
players and diminishing competitive advantages @atune market segments, and 3) new
imperatives regarding multinational corporationséhse to operate.

2.1 Change in consumer demographics

While the E7's growth has thus far been fueled byestment in industry and capital
accumulation, the nature of the future growth efstincountries will be somewhat different. It

will stem from the demand of emerging countrieshaéstic markets and a change in the
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model from “Made in China” to “Sold in China” (Fdiret al. 2006). Recent announcements
by the Republic of China to move away from an itwvest to a more customer-centric
economy is an illustration of the new developmewntdel under construction (Lardy 2006).
Capturing domestic consumption then becomes cetrahe development of firms in
emerging countries. Consumer demographics show thistgrowth in consumption will
come from the new “middle classeat the “middle” of the pyramid.

Demographic growth, combined with the sustainecheooc boom experienced by certain
developing countries, has led to the emergencengivaand growing middle class segment.
Consumers are moving up from the very bottom torthédle of the pyramid (Figure 2).
Citigroup’s estimates (2008) indicate that betw@800 and 2015, over 1.7 billion people
will have joined the middle classes. As a compaxidmetween 1980 and 2000, around 600
million people, two thirds of whom were in Chingcaped from poverty (Chen & Ravaillon
2004). Thus, the continual growth of the middlessks represents four times China’ growth
since the 1980s, which triggered the investmen¥BiCs there. While the majority of the
world’s population currently lives below $3,000 RRie pyramid of consumption for 2020

will progressively take a diamond shape (Citigr@®08).

Figure 4: Change in consumer demographics betwee®@0 and 2020

> $15,000 PPP <1Bn 1Bn
2Bn 4 Bn
< $3,000 PPP
4 Bn 2,5 Bn
2005 2020
(Source: adjusted from Citigroup 2008 and Jais\@B2 using United Nations’ populatior
estimates)

% The definition of what, precisely, constitutes tule class” has always been controversial (Jaffi&lean der
Veer 2008). For clarity of purpose, and to allownparisons with income categories used in BOP litieea the
term “middle class” refers in this article to pedplith an annual income between $1,500 PPP an@@1.PPP.
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Consumption patterns of this burgeoning middlexk® expected to change and lead to the
emergence of a new consumer. This consumer wile hdesires that mainly mirror the

consumption behaviors of higher income classespite of a very limited income.

First, consumption brackets will shift away fromslwanecessities (food, beverages) to
discretionary items (Beinhocker et al 2007), such eucation, recreation services,
transportation, healthcare products and servicesileWrepresenting around 42% of
contemporary middle class consumption, food ancttages will only represent 25% of the
consumption bracket in 2025 (ibid).

Another dimension is the predominantly urban l@alon of this new class. By 2050, the
number of city dwellers will be multiplied by twa iAsia and four in Africa (UN Habitat

2008a). This phenomenon will go hand-in-hand wii nassive development of slum areas:
while one billion people currently live in areasathare detrimental to their health and
wellbeing, this figure will rise to two billion befe 2030. Cities will be home to a number of
social and environmental challenges: spatial inkties climate change and environmental
risks (UN Habitat 2008a, 2008b). By 2025, the Indmaiddle class will dominate the cities.

About three-quarters of India’s city dwellers wilave joined the middle class, compared

with just over one-tenth today (Beinhocket et @20

While the focus on the BOP has been on those libelgw the poverty line, some authors
now argue the rationale for getting involved at B@P by referring to the middle of the
pyramid under construction (Jaiswal 2008). In they, a firm’s involvement at the BOP
reflects the preparation of product offerings toetnthe new demand emerging from the

middle class.

2.2 MNCs’ competitive advantages under threat

Until the 1990s, the predominant model of MNC whaes ¢éxport model: firms were benefiting
from abundant resources (low wage labor, raw n&&rito produce goods that were

exported to northern countries.

The interest of the domestic market has progrelssivecome more important than export

strategies, and commercial strategies to responbetmeeds of local customers have been
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implemented. However, the very nature of MNCs pasesimber of specific challenges to
address this burgeoning market. The developmenehaddNCs in emerging countries has
mainly been based on exploiting the competitiveaativges developed in MNC’s home
countries: advances in technology, research anovation capabilities, financial resources
and access to capital markets, coherent brandofiortihnanagement methods and proven
production processes. The development of produeiahdistribution for domestic markets
has relied on the existence of scale effects forQdNhey manage large brands, which they
extend to these countries, maintaining the samétguaalue combination and produced in
accordance with the same production techniques sdaddards (Dawar & Frost 1999).
Consequently, products manufactured for domestiketsare by nature positioned for tier 1
consumers in the revenue ladder. These consumeesnbée the prototypical western
consumer that MNCs traditionally serve in their looountries (Prahalad & Lieberthal 1998)
- brand-sensitive consumers who purchase produatsvestern-style distribution channels.
The concentration on this segment has also beaforeed by the composition of MNCs’
local teams; they tend to be sourced from this segnand accompanied by expatriates
whose knowledge of the middle and low-income segmisnlimited, and who cannot access
information about them (Khanna et al 2005; Prah&lddeberthal 1998). Entering the BOP

requires a shift in the mindset of managers towandsrging markets.

Local firms have traditionally focused on markeath@s from which they can benefit because
of their competitive advantages, i.e., their salidderstanding of local tastes, efficient
segmentation of markets, their mastering of diatrdn networks and links with local

authorities and governments (Dawar & Frost 19994l firms are also more reactive to
consumer demand and changes therein, as theyexibldl in terms of brand portfolio:

MNCs, on the other hand, have to maintain coherentieeir brands’ positioning across the
globe (ibid). Easier access to capital, combinethvihe development of highly-skilled

managers, has resulted in certain domestic firnmgleble to expand and confront MNCs on
their home markets. This is the case for the Ind@nmunications network giant, Infosys, or
the Chinese HaierGroup (small appliances). Suclelsahave also been successful in
capturing demand from other developing countries.dxample, half of Chinese exports are
aimed at markets from other developing economieddiBg on their success abroad and at
home, domestic firms have been able to developdsrand products capable of competing

with those of MNCs in developing countries.
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2.3 New imperatives regarding firms’ social responsibity

Hart's book, “Capitalism at the Crossroads” (20G@gatures a different justification of why
and how firms should envision the BOP market, agfgrs to the influence of corporate
social responsibility (CSR) expectations towards$. In his view, the development of BOP
projects has to be conducted under the constrainsustainable development. Hart
emphasizes that current consumption patterns aestainable if they have to be adopted by
those living at the BOP and aspiring for bettemigvconditions. While Prahalad’s 2004 book
builds on an optimistic argument about the existeata market opportunity at the BOP,
Hart anchors his perception of the BOP in the aiglgf the risk that today’s development
models bear regarding environment and social swaidity. To address poverty, as part of
the broader sustainability challenge, the capasliof multinational companies should be re-
examined. As Prahalad suggests, MNCs have accdbg ianovation and technology that
can enable improvements in the quality of prodactd the environmental footprint, or the
introduction of radically new and more sustaingmeducts. However, for Hart, companies
are unequipped to understand the needs of BOP wmmsuand should thus acquire such
knowledge through trust-based collaborations betwesompanies and unfamiliar
organizations, including NGOs, citizen sector orgations, and the communities

themselves.

Questioning the business model of MNCs goes hatigiimd with a discussion on what is
expected of multinationals. MNCs have been theetan§ much criticism at the global level,
by becoming the symbol of irresponsible globali@atin terms of the possibility of human
rights abuse, environment deprivation and unfaialthedistribution between northern and
southern countries. In particular, because of thatiwve significance of their size and
revenues in emerging economies, MNCs have beeretigent of many expectations, such
as road and infrastructure building, teaching ekitdd promoting vocational training, etc.
These requests, expressed by local constituergeegrally encompass responsibilities that

are often assumed by governments in northern desr{ttenkins 2005).

The rise in expectations towards MNCs — which gihwing the late 1990s — mainly,
concerns two factors: the acknowledgement of tmédi of public development aid and the
new imperatives related to sustainable developiiaeet by firms today.
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The 1960s and 1970s saw the strong involvemenewéldping countries’ governments in
creating the conditions for economies to take pérticularly by welcoming heavy capital
investments. However, the ability of governmentsuoceed has been very limited, notably
due to the high level of corruption, the instakildf political systems and the lack of tax
revenues that limited public funding. In the 1980sder the influence of neoclassical
thinking spread notably by the actors of the Wagton consensus (the International
Monetary Fund, the World Bank, and other northeasda development institutions), there
was a shift away from state intervention in botkedeped and developing economies. A few
years later, the failure of development policieghwhe particular example of the Mexican
crisis in the mid-1990s, put an end to economievtinecentered policies. This paradigm shift
has opened the way to a more collaborative approfphverty alleviation that embraces the

poor themselves, as well as other stakeholdersidimgy firms.
Growth of concerns regarding CSR in developing counies

In the 1990s, MNCs started to attract criticismtloéir global environmental and labor
practices, mainly from activists based in northeauntries (development NGOs, human
rights organizations). Concerns began focusingnmr@enmental and working conditions and
addressed the effect of the presence of MNCs obribeder development of countries. CSR
was perceived in negative terms, rather than ashi&che to bring positive outcomes in regard
to development (ibid).

In this context, the development of CSR practicgsnbrthern MNCs started to generate
some interest regarding the role of multinatioredsdevelopment agents. At the same time,
market-based mechanisms began to regain some sni@sepotential vehicles for a more
inclusive economy. Microcredit, in particular, wieosrigins lie in the first experiments of
Muhammad Yunus in the late seventies in Banglades$,gained momentum and become,
in two decades, a well-developed practice arounel globe. This phenomenon has

contributed to viewing market mechanisms as paentays to alleviate poverty.

The role of MNCs in development has also been emibed by the recognition of the
advantages that they have in managing these isSiresma et al (1994) show that most
MNCs operate in developing countries with a longrtgerspective, by developing local
management skills and resources appropriate fodirgyidevelopment policies. For the
author, they should act as “strategic bridgerst domnect all the stakeholders affected by the
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development issue (international agencies, govemBneNGOs, etc.) and maintain their
involvement.

Ultimately, the question of the role of firms inv@dopment takes two forms: one, framed in
negative terms, regarding the responsibility omérin respect to their environmental and
social practices and wealth distribution; and tlezosd, more positively formulated,

regarding the role that firms can play in managiegelopment issues.

The debate on the responsibility of firms regarduoyerty issues has progressively moved
closer to companies’ core activities, along witle tdea that CSR can contribute to the
profitability of firms. Kolk and Tudler (2006) sholwow poverty alleviation can become a
business strategy, especially for MNCs that havessgroduction and sourcing activities

both in developed (scrutiny of activists) and depeig countries.

Consequently, the BOP proposal is nurtured by tihiifold phenomenon: 1) the necessary
guestioning of MNCs’ business models in developiogntries, due to the emergence of a
new competitive landscape, and 2) a change in éxg@as toward MNCs regarding their

contribution to poverty alleviation, in particuldarough their core activities.

The next section seeks to identify how these nemngoof justifications can be illustrated

through case studies and uses the following arsafgesmework:

- What is the business rationale of the firm engaginthe BOP? What is the company

expecting from the venture? How does it managedtevaluate performance?

- What is the marketing strategy to address the BI®R&t firm penetrating an existing
market or contributing to the construction of a nawe? If so, how is the investment

in market creation carried out?
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3 Strategies for the Construction of Markets at theBOP: Case Studies

3.1 Data collection and sample

The case study methodology involved collecting aateBOP projects from companies that
have participated in the activities of the EcoldyBzhnique Chair in Business Economics.
For this article, our sample includes three mutioreal companies from different sectors and
with operations in different regions: Electricitée drrance (EDF) in Africa, Danone in
Bangladesh, and Unilever in India. We started bjlectng data for each company
separately, before comparing the results and iyamgi differences and similarities in their
strategies. This mainly consisted of primary datéefviews with managers), and secondary
sources (presentations to conferences, reports, €8&ts). Different types of data were
collected depending on the company. For Danone Ednidever, we reviewed public
documents, reports, and websites, and completsddttia collection with interviews with
managers. Regarding EDF, results are based on-gdaraesearch partnership that consisted
of regular meetings and discussions with projechagars, as well as the supervision of
interns conducting fieldwork for the company.

An overview of the three companies is providechinle below.

Table 4: Overview of the companies

Unilever EDF Danone
Headauarters Rotterdam, Paris, Paris,
q Netherlands France France
Revenue (2008) 40.5 billion € 64.2 billion € 15iRidn €
Employees 174 000 158 000 80 000
Sector Healthcare, food Electricity Food and beverage
and beverage

3.2 Hindustan Unilever Ltd: Capturing an existing demand

Hindustan Unilever Ltd (HUL) is the Indian subsigiaf the huge Dutch consumer goods

multinational, Unilever. It has been operatingndib since 1931.
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In 2000, HUL asked consultants to identify drivéos new growth. Among the dozen
projects that emerged from the survey, one recepeaticular attention. Named Project
Shakti (translated as “force”), the proposed vemtaoncerned a sales and distribution

initiative seeking to leverage the value from thdian rural market.

The strategic approach taken by Unilever reliestlom sales of personal care products
(shampoo, soap, detergent) in single unit servisgshets). The sales force is composed of a
network of underprivileged rural women, known agl@hAmma (“entrepreneurs”), who are
selected from those rural communities in which thaye to sell the products. These women
are recruited among the participants of villageirspvand loans organizations (women-led
cooperatives) that were initiated by NGOs and tha@ian government to empower rural

women.

Project Shakti comes as a response to the rapidgeham HUL's competitive landscape.
Nirma, a local Indian leader, was establishindfitae the most powerful on the rural market;
a market in which it has been operating since tite1880s. Nirma’s development strategy
focused on selling low-cost detergent productsotw-income urban and rural customers.
Selling goods at just one fifth of the price of HELNirma’s growing market share forced
HUL to react.

Project Shakti is accompanied by two other inNedi seeking to reinforce HUL's
development: The company has also launched Proj&ttakti” that entails the installation
of small kiosks in rural villages to provide vilewg with information about animal
husbandry, vocational training, etc., and has gtheamed its efforts to encourage healthy

habits amongst local populations (hand washingpgarbouse cleaning, etc.).

Through the project, the company had already douiik direct coverage in rural India
(Singh 2004) in 2004. There are now over 45 00k eomen covering 135 000 villages
across 15 Indian states (Jaiswal 2008). Unilever,parent company of HUL, announced in
February 2009 that it would take Project Shaktbglpwith new ventures in Sri Lanka and

Vietnam.

From an economic standpoint, HUL has been sucdessftapturing value from the rural
market. Although the strategy is combined with eding customers about the benefits of
good healthcare, HUL entered a market with pretexgsdemand: Nirma was becoming
increasingly strong and customers were used tchpsieg soaps and shampoo. Furthermore,
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selling products in small sachets is something tied existed for decades in emerging
economies where people, with limited income, bugdgofor immediate consumption. In this
sense, what makes this project interesting has tiatdo with the market creation dimension
but rather with the idea that a multinational cogtion is putting itself in the shoes of a local

player and capturing an existing demand.

However, Project Shakti has attracted some cniticabout its limited effects on income
improvement for the women who earn their livingnfrit. At almost 15$ per month, income
from the project remains limited when consideredaodaily basis. Suffering from a high
turnover rate, HUL has still to improve the salarigf the Shakti women to keep them
onboard (Hart & Simanis 2008, Simanis & Hart 20G@pta & Rajshekhar 2005). Authors
recommend that HUL consider local manufacturing thg Shakti ladies, using HUL

products, rather than merely supplying them with fihal product. This would both increase
the women'’s salaries and reduce recruitment costd)L (Simanis & Hart 2009), although

it would represent a larger shift in the businessieh

3.3 EDF: Building a new market through public partnership

With over 1 billion people lacking access to energroviding electricity in rural areas in
Africa is a huge challenge that has received attenfrom international agencies,
governments, NGOs and the private sector.

EDF, formerly a French state-owned company, isldhgest electricity production and sales
company in the world. The firm has more than 15yed experience in addressing the issue

of access to energy amongst underprivileged papukat

The objective of EDF's “Access to Energy”’ prograsntd bring energy to those living in
certain rural areas in Africa (Heuraux, 2009).He 1990s, the program was managed with a
philanthropic goal and entailed the provision afsgpanels and wind farms to a number of
impoverished villages in rural Africa. Later, inetiearly 2000s, EDF took a different stance
by deciding to build local electricity companies,which EDF, along with other firms and
international agencies, would invest, to instatliwdual electricity infrastructure and manage

customer relations.
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This led to the creation of seven local companiasMali, South Africa, Morocco, and
Senegal) operating under local law, and run byllstf. EDF, along with other companies,
is a shareholder for a 15 to 20 year period. THemeahe company will be transferred to
local owners. The role of local companies is td skelctricity in rural areas through different
technical solutions (diesel, photovoltaic, or a miIl projects are conducted in partnership
with authorities at the local and national levelghty percent of the initial investment
(installation of the infrastructure) is provided bybsidies from international agencies and
channeled by national and local governments tgreeis. Customers only pay around 10%
of the investment, as an incentive to properly t@mnthe equipment. Energy consumption,
as well as equipment maintenance and replacensepsid in full by customers to the local

company.

At present, two projects have been handed ovesdal partners. At the end of 2008, 37 400
households had benefited from the program, whicpresents more than 240 000

beneficiaries.

EDF conducted an assessment of its business modelaluate the impact on poverty and
development. The survey showed that social progeessident for customers but also for
non-customers in the communities supplied. Forgheko receive solar panels, the project
enables them to shift their consumption from tiadal fuels (candles) to renewable energy.
Energy consumption in the consumption basket cfdlueistomers stays stable but there is no
increase in revenues because of electricity. Theldpment of small home-based businesses
is only noticeable when the electricity is disttdéd by grid or produced through diesel

engines.

Contrary to expectations, however, EDF also fourat the scheme has not encouraged the

launch of small businesses related to electrigyigment maintenance.

By targeting rural areas in Africa, EDF has ha@ddadress several challenges: the absence of
the habits of local populations in regard to eleityr usage, the lack of education on how to
use energy and the trade-off between the costeoktuipment and its potential usage for
small businesses. In developing its business m&d2F, has sought to address the demand
and the supply side of market creation. Regardupply, EDF has attempted to build the
whole value chain, through the development of lecathpanies, and the involvement of local
and international institutions. While the demandtfe installation of more infrastructure did
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exist, this demand was limited by the institutiondiallenges related to the project
(subsidizing of the installation by national anddbgovernments). However, EDF has tried

to respond to people’s aspiration for greater contfwough modern energy.

3.4 Danone: Co-building a new market

Danone is a global food products company with ddeship position in the manufacture of
bottled water, dairy products, baby food, and bages. The company has a long-standing
tradition of social responsibility, as the histati¢double economic and social mission” of

the company recalls.

In 2005, following an initial meeting between DarnCEO, Franck Riboud, and Grameen
Bank’s founder, Muhammad Yunus, Danone decidedtndh a joint venture — “Grameen
Danone Limited Food” — with the bank, in BangladeShe goal of this venture was to
address the problem of malnutrition through theettgyment of access to low-cost yogurts

for poor Bangladeshis.

Danone devised and built its first yogurt productpsant in Bogra. The plant was designed to
be as low-cost as possible (representing an ingtof around 0.7 m € — just one tenth of
the cost of a typical Danone production plant) &mitbred to be operated by local, low-
skilled workers. Danone also developed a new typeyagurt, adapted to local milk

production, and reinforced with nutrients.

On its side, Grameen Bank was responsible for gséreéiam and downstream element of the
business model, by building a network of dairy farey and setting up groups of door-to-

door saleswomen.

More than 500 women are now involved in the disttitm of cups. Around 40 000 cups are
sold every day. Around 10% of the sales are giwethé women, who earn, on average,

30 dollars per month.

In 2008, Danone finalized its strategy with the nielu of a fund, known as
“Danone.Communities”, which attracts investmentnfremployees, shareholders, and the
general public. So far, almost 70 million euro héeen collected. Ninety percent of this

amount is placed on socially-responsible markets|enthe remaining 10% is allocated to
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capital investment in small business ventures ierging countries. It is also intended that

the fund be used to replicate the Bogra pilot reotareas, both in Bangladesh and abroad.

The Danone case illustrates how the company isigryo develop a complete business
ecosystem that includes both suppliers and digtibuBuilding a milk supply chain from
scratch in areas where milk is not processed mgwoed fresh, represents a rather extensive
accumulation of challenges: identifying milk proéug, installing incentive schemes to have
them supply the plant and breeding livestock tqkegh market growth.

The partnership between Danone and Grameen eredatbgpartner to remain focused on the
activity for which it has the most appropriate n@ses: Danone has developed a new, low-
cost plant, invests in R&D to come up with the rivge yogurt and brings its expertise in
operational management. Grameen concentrates oagmgnloans, developing the skills of

farmers and training the Shakti ladies who distelthe yogurts door-to-door.

4. Discussion on MNCs’ Market Strategies at the BoP

The three case studies illustrate the diversitthefmarket strategies that exist at the BOP. In
the case of Unilever, the company has tried to fpatgean existing market (rural shampoo
and soap distribution), already occupied by a cditgge To enter this market, the company
has changed its marketing and distribution appreschut slightly adapted the product for
distribution to low-income consumers. The Danonarn@en case illustrates the creation of a
market, by both creating the demand for a new prbthat did not exist in the area, and by
developing an innovative and responsible supply @sttibution value chain. As for EDF,
the company has introduced a new product in thergareas — modern energy — to replace
traditional energy sources. In this sense, EDFdsunin the existing demand for energy, and

seeks to replace the product offer.

The next paragraphs provide key findings basedhencomparison between the three case
studies; first between Danone and HUL and then éetvthese two companies and EDF.
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From market capture to market creation

The comparison between Unilever and Danone is aeleas both companies operate in the
fast-moving consumer goods industry. Each compaay placed strong emphasis on
improving their products’ affordability by produginow-cost and single-serving items. They
both use networks of women to distribute these yetedin remote areas, thus reinforcing
accessibility for rural populations. Additionallyp both cases, the firms benefit from the
existence of local institutions that contribute ttee projects’ success. Danone relies on
Grameen Bank’s expertise and networks to develeskills of new farmers and to organize
the distribution system. HUL benefits from a monéormal institution - the existence of

dense networks of entrepreneurial women acrosa.Indi

However, significant differences exist between gL and Danone-Grameen business
models, that illustrate two broad types of BOP readtrategies: a defensive strategy, in the
case of HUL, that aims to capture existing markeighe one hand; and a more “pro-poor”
strategy, with Danone, that seeks to create nevketsaand develop the capabilities of new
firms on the other. These two strategies respordifterent market situations, and differ in

terms of underlying assumptions, business modsidation, and management.

The Unilever case demonstrates a BOP project baseddefensive reaction to a competitive
threat, in which a firm builds on its existing pumd range and brand goodwill. The firm
benefits from the existing demand for soap and glm@nwith customers used to buying
products in sachets. Although this venture alsaiesmran undeniable social dimension,
contributing to the standard of living of thousarafisimpoverished women, the pro-social
innovations of the business model concern a ratmeited part of the value chain
(distribution). Criticism expressed about the sbampact of the HUL venture converges
with this idea of extending the spectrum of benafies (Hart & Simanis 2008). In contrast,
the Danone-Grameen venture represents an integaitistration of a project designed to
create a wide range of impacts and one which brimgsvation along the business’s entire
value chain: product design and manufacturing,ridigion via the network of Grameen
women, as well as milk supply. Through this newithess model, Danone builds a new
market in which customers do not have specific amass about the product. The company
seeks to understand how to create a market fromtcdgrintroduce the need for a new
product and simultaneously build the whole valuairch
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The outcomes of the two business ventures are difyent in nature. HUL's goal is to
counteract the expansion of a growing competitoite@a of success are then linked to this
goal: the firm attempts to fine-tune the businessleh gain market share and replicate it
elsewhere. For its part, Danone has not launchegbtht venture pilot in a country in which

it already operates, but has created a “demiligdriarea” where both partners innovate based
on shared rules. For Danone, the objective of estimg profits in the venture — required by
Grameen — has been accepted as a starting princgdsons learned are the central objective
of the venture. For instance, Danone has learnt toopvoduce low-cost items and sell them
the same day without refrigerated storage. This, ifistance, could benefit Danone’s
activities in more typical markets, or be reusedha expansion in developing countries.
Ultimately, Danone has learnt how to extend its@mwer base and build a leading position

on these markets.

Differences in terms of strategic objectives hawmsequences on how the project is
embedded in the organization. The Danone projestolantarily managed by a separate
entity and in a country in which the company has m@viously operated. The specific
ownership structure (joint venture between a saaiérprise and an MNC) also allows for a
lower return on investment than Danone alone weaxjplect. Danone made clear from the
beginning that it was not expecting financial raetur From a financial standpoint, the
development of Danone-Grameen does not burden #eri2 group’s financial results.
Indeed, the Danone Communities Fund for the Dampaoap is a way to let investors, who
agree on below-market returns, fund the projeat'setbpment. Ultimately, the Danone case
demonstrates how a firm can acquire new knowledgeréate BOP markets and introduce
organizational innovation (venture fund, social coittee). In this sense, Danone is both
preparing the creation of new markets and changmnginess models by exploiting the

partnership with Grameen as a change management lev

Table 5 provides a synthesis of the two broad tgh&OP strategies.
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Table 5: Types of BOP strategies

Market capture Market creation
(E.g.,: HUL) (E.g.,: Danone-Grameen)
l\_/Iark_et Existing markets to capture Markets to be created
situation
Poor as consumers
Underlying Poor as consumers and business partners
assumptions , . Preparing sustainable products
Solving poverty issues ; :
or tomorrow’s markets
Limited adaptation in business Partnership to combine
Business model capabilities
model Search for a “one size fits all” Local adaptation and
approach experiments are key
Managed as part of the Special project with separate team
Management organization _ and budgets _
Assessment based on mainstream Lessons learned to provide
financial criteria strategic flexibility

Costs of market construction

In focusing on rural areas, EDF has targeted on¢hefmost difficult and unexplored
segments in the electricity market for the BOP eent report illustrates that many ventures
have offered solutions in terms of access to chahcheap energy, but that these ventures
mainly address the needs of urban BOP populatishs,use electricity for comfort purposes
(Hystra, 2009). On these markets, existing firmgehlaeen able to concentrate the atomized

demand, provide electricity through grids and expan

The business situation of EDF brings challengethénthree dimensions of market creation:
awareness, accessibility, and affordability. Logaktricity companies have to convince rural
populations to use modern energy solutions, tehemthow to use them, maintain their

infrastructure and channel the subsidies to reégogoment costs for consumers.

In contrast with the two other cases, EDF’s ventaises two types of issues with both the
extent of financial investment needed to createntheket, and the identification of who pays
such subsidies. In developed countries, governmesdd to pay the initial costs of market
creation by building public electricity firms anétsng up the infrastructure. In developing
countries, where institutions are weaker and thdecmn of taxes more limited,

governments lack resources to develop electricayket infrastructure.
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To address the initial cost of market creation, B2E built a consortium of funding agencies
and channeling bodies to reduce the cost of infrestre. In doing so, the company faces
challenges in the provision of subsidies to endsaarers, which ultimately limits the growth
of the customer base. The role of public autharii®e central to identifying clients and
channeling subsidies, and their default jeopardites sustainability of the ventures.
Although difficult partners, public authorities echl, national, or international bodies — are
necessary intermediaries in the provision of eigtgrto the poor. The idea of pure market-
based responses to the provision of utilities iralrareas is highly challenged by this

example.

The question of the cost of market creation diffiéietes the three case studies. HUL has very
limited costs to cover to reach the BOP marketthasdemand and the distribution system
already exist. The construction of markets is asllrd in the Danone case directly by the
firm, through some private funding via Danone.Comities. The comparison between EDF
and Danone shows two strategies of market developm®ne bringing public authorities,
and the other private bodies, only. In the EDF cadsere the market also needs to be
created, the company enters partnerships with paoid international organizations. While
such partnerships are necessary to lower the €aseating the market ecosystem, they also
bring new risks to the project, in terms of cooadion failure and disagreements between

partners.

These three case studies lead to the distinctialiffefent types of markets:
- Fast-growing markets that can be tapped directlyfifmys and that do not require
extensive social strategies, as illustrated by HUL.
- Growing markets resulting from a business investnercreate them, as illustrated
by Danone-Grameen.
- Challenging markets that require huge investment dhe involvement of

international agencies and philanthropists to bihilmarket, as illustrated by EDF.

Financial vehicles — whether public or private —develop BOP programs are still very
limited, although this sector is growing (IMS 2009Yhe Agence Francaise de
Développement, for example, has launched a new, fUA&#D Avenir Durable”, in

partnership with Crédit Agricole Asset Managemaenrtiich is entitled to finance the growth
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of development projects in developing countriesm8qrivate funds, such as the Belgian
company BlueOrchard, invest in microfinance orgatans that strengthen the network of
possible partners for MNCs. The Swiss fund, Respbitisy, is now also starting to directly

invest in BOP projects.

While private companies have thus far been the m@aéven sole contributors to the funding
of BOP ventures, a number of innovations in fundmngchanisms are emerging, with the
development of more interlinked public and priva@utions. The case of the Mexican
cement producer, Cemex, provides an illustratiompadsible new funding arrangements,
where partners concentrate on their core competensgince the late 1990s, Cemex has self
financed a BOP program, “Patrimonio Hoy”, that pd®s microcredit to low-income
populations who want to extend their house. Regetile company has launched a new
initiative, known as Mejora tu Calle (“Improve youstreet”), that seeks to provide
microcredit to groups of neighbors who want to exeatheir surroundings. Interestingly,
Cemex has joined up with the Inter-American Develept Bank to finance this BOP
venture. The company concentrates on managingnttiative, working on the distribution

and product issues, while the bank provides thdduwamnd part of the financial guarantee.

Conclusion

The tempting idea that huge business opporturgiesthere for the taking at the BOP has
enabled managers and executives to consider povedypositive manner. Our case studies
illustrate, however, that markets at the BOP do metessarily exist — rather they are at
different stages of development. A number of markstich as basic consumption goods
(shampoo, soap, etc.), do already exist, whilerstfraral electrification and dairy products)

need to be created.

Consequently, the challenge for firms is all abdistinguishing the segments that are already
mature from those that are not, and implementimgstinategies that fit with the segment’s
level of maturity. This article has outlined tw@gs of strategies, depending on whether the
market exists or needs to be built. In line with tea that some markets have to be created,
further research should be conducted on how prigatapanies, financial institutions and

public authorities can collaborate to achieve timemrgence of markets that serve the poor.
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The idea of constructing markets shifts the wasngir involvement at the BOP should be
envisioned. Rather than a short-term strategic moweapture new demand, engaging in the
process of building markets is a long-term effetfowever, the question of how this market
creation process also constitutes a learning oppitytto develop innovative and responsible

solutions for mass markets, such as middle claskeatsa should be better analyZed

* The chapter 3 seeks to answer that question Hyzmg under which conditions market creation sigigs are
sources of innovation and learning for the firm.

72



References

Armendariz de Aghion, B. & Morduch, J. 2005. The&amics of Microfinance. The MIT
Press.

Beinhocker, E. D., Farell, D., & Zainulbhai, A. 3007. Tracking the Growth of India's
Middle Class. The McKinsey Quarterly, Number 3.

Chen, S. & Ravaillon, M. 2004. How Have the Worl®orest Fared since the Early 1980s?,
The World Bank Research Observer, 19,141-1609.

Citigroup. 2008. The Pyramid of Consumption - WhairG Now?, Economic and Market
Analaysis, Global Macro Themes.

Crabtree, A. 2007. Evaluating “The Bottom of thedfyid” from a Fundamental Capabilities
Perspective, CBDS Working Paper Series.

Dawar, N. & Frost, T. 1999. Competing with GiantSurvival Strategies for Local
Companies in Emerging Markets. Harvard BusinesseRev

Farell et al., 2006, From 'made in China' to 'doldChina’: The rise of the Chinese urban
consumer. McKinsey Global Institute.

Hawksworth, J, Cookson, G. 2008. The World in 2@&yond the BRICs: a broader look at
the emerging market growth prospects. PriceWatesd#@aopers publications.

Hart S, Simanis E. 2008. Beyond Selling to the P8milding Business Intimacy Through
Embedded Innovation. Working paper.

Heuraux C. 2009. Bringing Electricity to Rural Asem Africa. Conference presentation,
Ecole Polytechnique, Paris.

Hystra. 2009. Access to Energy for the Base ofRiieamid. Accessed on November 4th,
2009 at http://www.hystra.com/opensource/energy.htm

IMS. 2009. Sources et outils de financement pounikte en ceuvre de projets BOP dans les
pays en développement. Report accessible on hitp/:imsentreprendre.com

Jaffrelot C. & van der Veer P (Eds). 2008. PattehMiddle Class Consumption in India
and China. Sage Publications.

Jaiswal, A. K. 2008. The Fortune at the Bottomha Middle of the Pyramid? Innovations,
3(1): 85-100.

Jenkins, R. 2005. Globalization, Corporate Sociesgonsibility and Poverty. International
Affairs, 81(3).

Karnani, A. 2007a. The Mirage of Marketing to thet®m of the Pyramid: How the Private
Sector Can Help Alleviate Poverty. California Maeaggnt Review, Vol. 49(NO.4): pp.90-
111.

Karnani A. 2007b. Romanticizing the Poor Harms #®or. Ross School of Business
Working Paper Series.

73



Khanna, T., Palepu, K. G., & Sinha, J. 2005. Sgiiate That Fit Emerging Markets. Harvard
Business Review.

Lardy N. 2006. China: Toward a Consumption-Drivemovi&h Path. Policy Briefs in
International Economics. Number PBO06-6. Instituter finternational Economics.
Washington.

Prahalad, C. K. 2004. The Fortune At the Bottomtleé Pyramid. Wharton School
Publishing.

Prahalad CK, Hart S. 2002. The Fortune at the Botbd the Pyramid. Strategy+Business,
26(First Quarter): 2-14.

Prahalad, C. K. & Lieberthal, K. 1998. The End afr@brate Imperialism. Harvard Business
Review.

Raman, A. P. 2009. The New Frontiers. Harvard BrssrReview.

Sharma, S et al 1994 Strategic Bridging: A Roletfe Multinational Corporation in Third
World Development. Journal of Applied Behavioraledce, 30: 458.

Simanis, E. 2009. At the Base of the Pyramid, Tredl \®treet Journal. October 26, 2009

Simanis, E. & Hart, S. L. 2009. Innovation From theide Out. MIT Sloan Management
Review, 56(4).

Simanis et al., 2008. Base of the Pyramid Prot&émkion 2.0, Accessed February 20th,
2009. http://BOP-protocol.org/docs

UNDP. 2008. Creating Value for All: Strategies fooing Business with the Poor. New
York.

UN Habitat. 2008a. Housing for All: The Challengd#ffordability, Accessibility and
Sustainability. Nairobi.

UN Habitat. 2008b. State of the World's Cities 2Q089.

Vachani, S. & Smith, N. C. 2007. Socially Respolesibistribution: Distribution Strategies
for Reaching the Bottom of the Pyramid, INSEAD WatkPaper Series.

Vermeulen et al., 2008. Building dynamic capalastifor the base of the pyramid: a closer
look at firm practices. Sustainability Challengesl &olutions at the Base of the Pyramid. P.
Kandachar and M. Halme, Greeleaf Publishing.

World Resources Institute, I. F. C. 2006. The NéxBillion: Market Size and Business
Strategy at the Base of the Pyramid: 164.

74



Il. A Long Road to the “BOP”. Organizational Change and
the Search for Success at the Base of the Pyramid:
The Case of Lafarge

To what extent and how does a multinational corpama(MNC) adapt its strategies and
organizational capabilities in order to addresskaigrat the Base of the Pyramid (BOP)? In
an attempt to answer this question, this paperdbuwin the results of a three-year action-
research program conducted with Lafarge, a globadling materials company. Building on
an analytical framework proposed by Simons (198%),chapter thesis proposes a strategic
framework which opposes two types of approachekcemce-to-operate approach, and a
business opportunity-seeking approach. The thésiws how Lafarge moved from the first
to the second approach between 2007 and 2010alyzas the factors which enabled this
change and, in particular, the role of two Indoaespilot programs of access to housing
which contributed to the construction of more tiB&0 houses. These programs illustrate two
forms of business strategies with market capturgé mwarket creation and enable us to
highlight the importance of local specificities the choice of strategies, as well as the
organizational implications of each approach.

75






To what extent and how does a multinational corpama(MNC) adapt its organizational
capabilities in order to address Base of the PyagBOP) markets? Early articles relating to
the concept of “Base of the Pyramid” have emphasittee idea that MNCs own the
necessary capabilities to address low-income market contribute to poverty alleviation
(Prahalad and Hammond 2002, Prahalad and Hart Z0@Ralad 2004). However, a second
generation of articles has begun to highlight teedhfor MNCs to dramatically change their
business model and develop new capabilities, n@y ways of assembling their resources
and competences (Barney 1991), in order to addnessnarket segment successfully (Hart
2005, Hart and Christensen 2002, Hart and Simab@8,2Vermeulen et al. 2008). While
most of these articles have emphasized the neeMfCs to adapt their capabilities and
strategies, there is a lack of documented caseshwhustrate over a long period why a

company changes its market approach to addresseatjsent and how it gets organized.

To address these questions, the paper builds onethits of a three-year action-research
program conducted by the author when employed assearcher by Lafarge, a global
building materials company. The article analyzes ¢hange that took place within Lafarge
over the research period (2007-2010) with regattiédirm’s approach to the BOP. While at
the beginning of the research period, most top wker managers doubted the idea that the
BOP segment was a business opportunity, comfontéleir opinion by a number of failures
that the firm faced in developing BOP programsge¢hyears later there was a growing
consensus among them that “the market opporturtitth@ BOP is big”. Several BOP
programs had been launched in different countiregarticular, two projects launched as
part of the action-research collaboration in Indaaeimpacting more than 800 low-income
families. At the end of the research period, theagany had set up a dedicated organization

to systematically address this segment in 12 castr

To analyze the organizational change which tookela Lafarge over the research period,
the paper draws on an analytical framework proptsefimons (1995), which distinguishes

four types of levers of control which shape théetation and implementation of a business
strategy. Through these lenses, change within thanization at the business unit and head
office level is analyzed, and particular attenti®paid to how the action-research contributed

to this change.

The paper is structured as follows. The first sectieviews articles related to organizational

change in the implementation of BOP strategies, amdoduces Simons’ analytical
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framework. The second section presents the acéisearch setting, as well as the context at
the beginning of the research collaboration andraffhe third section summarizes the
development of two pilot programs in Indonesia. Titnerth section analyzes the change in
Lafarge’s perception of the BOP between 2007 arkD 2(hd the role of the action-research
collaboration, both in Indonesia and at head officeachieve this. The fifth section identifies
the challenges in embedding BOP market strategié®ei organization. The article concludes
with a model of the firm's engagement with the BGRpwing how this engagement is

transcribed in the belief, boundary and managemamttrol levers.

1. Organizational Change in the Implementation of Bas®f the
Pyramid Strategies: A Theoretical Framework

Organization change can take many different fornfsom the broadest, more conceptual
level, such as a change in mindset, culture otegfyato the most concrete, such as change in
organizational charts or job activities (Mintzbeg&g Westley 1992). While most of the
literature has focused on the “concrete” changadiivities that is required to address the
BOP, this section proposes a more integrative freonle for understanding organizational

change, both in terms of mindset and capabiliiethé implementation of BOP strategies.

1.1 Adapting or not to reach the BOP

Building on the Resource Based View of the firmmanfiework, the literature on the BOP has
focused on the concrete change in the capabildfeBrms starting to address the BOP
(London and Hart 2004, Seelos 2008, Vermeulen 2008 management theory explains
that each firm is a collection of unique resouraad capabilities that form the basis of its
strategy and financial performance (Barney 199hg Gapacity of deploying resources (such
as knowledge, human resources, networks, etc.g¢rfionmn an activity in an efficient way is
referred to as a “capability” (ibid). When facings#duation in which the current set of
capabilities does not allow the firm to perform ammarket, it can choose to acquire new
capabilities through joint ventures or company &itjans, or to develop them through
R&D, for example (Sirmon, Hitt and Ireland 2007).

The literature on the BOP has defined two broad swafy managing capabilities when
entering markets at the BOP.
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— One form of strategy consists of leveraging exgstiapabilities by slightly modifying the
MNCs’ mainstream business model to deliver prodoctservices in new geographical
areas (Seelos 2008, Hart & Simanis 2008). As shavtine first chapter, this approach is
more related to a market capture strategy of exjdiOP markets.

— Rather than redeploying, the second option is fimnato develop new capabilities which
fit market conditions. To do so, firms need to aogjthe knowledge and resources that
enable them to overcome the challenges in targebiegBOP. London & Hart (2004)
demonstrate that strategies targeting the BOP medums to develop a new capability
that they call “social embeddedness” and which tHefine as “the ability to create
advantage based on a deep understanding of integweith the local environment”. Hart
& Simanis (2008) show the limits of market captsteategies in terms of impacts on
low-income consumers and argue that market creagicategies are preferable over
market capture strategies and should be built dort#made solutions developed at the
local level, by involving low-income people. In tlsame vein as Hart and Simanis’
articles, most of the literature emphasizes thalrieefirms to develop new capabilities
by innovating for this new market segment (PrahakfiD4, Hart 2005, Hart &
Christensen 2002, Simanis 2008).

However, while the literature emphasizes the ingué of adapting organizational
capabilities to reach the BOP, the case for changfers from two limitations: first, the
identification of triggering factors that set offet change and, second, the magnitude of the

change and its impact on the MNCs’ competitive ativges on this market.

Why does change take place?

The literature on the BOP has emphasized the ciggkefirms face in trying to address the
BOP as a market opportunity. A recent study by @&eBoxenbaum (2009) identifies types
of organizational barriers in the implementatiorB&P programs. They highlight that in the
implementation of programs, conflicting mindsetspegr between local units and
headquarters. For example, while managers at tta level understand BOP programs in a
“trade-off mindset”, the magnitude of the benefits low-income customers and the
profitability of the program, managers from headtpra, mostly in Sustainability

departments, only see “win-win” situations in BORgrams. The implementation of BOP

programs also implies radical changes to routimesrder to implement new business
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models. Incentive structures for local managersyal as performance indicators which
manage to capture the social and business dimewo$itme ventures, are either lacking or

inadequate.

While this literature does highlight the challengegolved in change, no article exists that
describes how a firm’s management begins to beamneinced that the BOP market is, in
fact, worth overcoming these challenges. In padicuhe literature generally takes it for
granted that managers perceive the BOP as a bsswogsortunity, and as Olsen &
Boxenbaum (2009) suggest, there is a need to uaddrghe change in the mindset and the
culture with regard to the BOP.

How much change is needed?

The literature on the BOP contends that MNCs needevelop local solutions to create
markets that serve the poor. However, the develapmielocal solutions on each market is
somehow at odds with the competitive advantage N8l which derive from their capacity
to develop global knowledge, transfer it acrossntoes, replicate solutions (Winter and
Szulanzki 2001) and achieve global scale efficiengiBartlett and Ghoshal 1989). The
guestion of to what extent a firm needs to adaptatpabilities to systematically address the
BOP is then central to understanding the posgididit MNCs to address such markets on a
large scale.

This question echoes a central and longstandingiehie the literature on organizational
change and learning, namely the need for firmgtteeexploit current resources or explore
new opportunities. To confront a new environmehgusd a firm explore new capabilities to
adapt its business model and enter a new markstauld it exploit its existing capabilities
by slightly adapting them? This tradeoff betwesxploitationand explorationhas received
significant attention since this conceptual didimt was first introduced by March (1991).
Exploration refers to the search for innovativeasleflexibility and discovery. In contrast,
exploitation is defined as “the focus on core cotapeies and existing resources” (ibid). The
subsequent literature on exploration and exploitatias emphasized the risks of focusing too
heavily on either alternative. Exploration shifie tompany away from its core competences.
This can be destructive, with search and changsaliitg to failure, which leads to even more
search, and so on” (Levinthal and March 1993). Tisis exists for MNCs, who may get lost
on the road to the BOP by repeatedly inventing petsl and solutions disconnected from

their core business, thus with the difficulty of leedding the solution within the portfolio of
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products and the mainstream organization. Convyerdébe focus on the exploitation of
existing capabilities leads to core rigidities thhahder the firm unable to adapt to the
environment (Leonard-Barton 1992). In the case ©PBrograms for MNCs, such rigidity is
illustrated by projects insufficiently innovative meet BOP consumer needs.

Strategic management researchers have attemptéddicsolutions on how to combine
sufficient exploration to ensure the organizatidas to its new environment and sufficient
exploitation to ensure the needed performanceadt iow become a tautology to say that
firms need to bembidextrousmeaning being able to combine exploration andoggbion
activities in order to change successfully (Guptal €2006; O’'Reilly & Tushman 2004).

1.2 Understanding organizational change through Simonstontrol systems
To understand the triggering factors to change y*¥hand the magnitude of change (“how
much?”), it is then important not only to focusthie concrete change in the organization but
also on the mindset aspects which are often neglentorganizational change studies. To do
so, Robert Simons’ levers of control provide arenesting framework for analysis. In his
1995 seminal book, Simons defines an analytical gfia firm’s strategy which describes
both the cognitive framework (mindset, culture) g¥hleads to the formulation of a strategy
and the organizational capabilities which are laged and controlled for the implementation
of this strategy. Altogether, the “belief”, “bounga and “management control” systems of
Simons provide a comprehensive framework for anadya change in strategy (Arjalies &
Ponssard 2010, Simons 2010).
First, Simons’ grid captures how an organizatiorsuees throughmanagement control
systemghat managers comply with the implementation ofirdanded strategyDiagnostic
control systemsexist in order to get the job done by measuringy hbanagers’ actions
contribute to the implementation of the stratedanpThis takes the form of reporting tools,
key performance indicators (KPIs) and incentiveesebs to reduce the uncertainty related to
the alignment of daily practices with top managemdacisions. In March’'s (1991)
terminology, these systems ensure that the orgamzaxploits its existing capabilities
(Simons 2010). In contrast, Simons (1995) latedsractive control systenthe processes
and decisions that give managers sufficient fléxybto envision a new positioning of the
firm, which in turn may result in the emergencenefv strategies. This can be illustrated by

the self evaluation of objectives, or by the altama of specific budgets or reward schemes
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dedicated to “out of the box” thinking. This appcbato management control is there to
ensure that the organization explores new capaiiliSimons 2010).

The particular interest of Simon’s grid is thatlso capture two other dimensions related to
the “soft” dimension of change, the mindset, pgttmanagement control systems in a wider
analytical framework. These two systems, bHwindary and belief systems, contribute to
framing the strategic domain of the firm by cregtthe cognitive framework within which
actions are permitted or ndBoundary systemset the “rules of the competition for the
company, by the core area on which managers hafects search and attention” (p.157).
The positioning of the firm within its industry dnaand how it defines its core business is an
example of a boundary system. Finabglief systemencapsulate the core values of the firm
and “empower and expand opportunity seeking” (ibidje idea that innovation is key to the

development of a firm, or that safety is a coraigahre examples of belief systems.

Figure 5: Business strategy and Simons’ levers obutrols (Simons, 1995:157)
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Through the lens of Simons’ four levers of contrible article analyzes the change in

Lafarge’s approach to the BOP and its triggerirajdis.

— What are the changes in the boundary and beli¢ésgsneeded to engage at the BOP?
How does this happen?

— Does a diagnostic control system (resp. interactmpede (resp. favor) the development
of BOP programs?
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2. Lafarge and the BOP: Research Context and Method

Lafarge is a leading global company in the buildimgterials industry, with cement,
aggregates, concrete and gypsum production opesaiio 78 countries. The company has
been cited and awarded many times for the intér@stys to sustainable development issues
(Acquier 2007). As far as social aspects are comckrthe company has also been involved
in housing projects for underprivileged people botmorthern and southern countries. For
example, the company had a partnership agreemeht mengovernmental organizations
(NGOs), including Habitat for Humanity, with whormworked to build houses in Poland,
Romania and the US. In many countries (e.g., Nag&ameroon, Morocco, India), as part of
its Corporate Social Responsibility practices,dbmpany provides housing to families living
close to its production sites. The company proviteserials free of charge and some of its

employees also volunteer in the construction pces

Up until 2007, Lafarge had a certain amount of epee in developing projects targeting
low-income consumers in China, India and South o&fribut none of these projects had
become a major opportunity for the firm. Two of iheven had to be terminated. At the
same time, a program was launched by Cemex, onefairge’s main competitors, and
addressing the BOP segment was gaining in populdfihown as Patrimonio Hoy, this
initiative consisted of providing access to micewlit to low-income consumers who can then
purchase materials and build their house progrelssia description of this program is
provided in the appendix). Started in 1998, thisative has reached 30 000 customers per
year and is said to have generated approximatetyilli@n dollars of sales for Cemex (Segel
& al. 2006).

In this context, | proposed the idea of buildinglactoral collaboration on the topic of the
BOP to the Vice President of Strategy and Develogmeéhe research question was then
formulated as follows in the Ph.D. research proj@escription: “Evaluate the business
potential of the BOP segment for Lafarge and galmetier understanding of the business
models at work: what makes these projects sucdesshot, and to what extent can they be
scaled up and duplicated?” | was then placed uniderresponsibility of this person.

2.1Lafarge’s long road to the BOP consumer

According to UN Habitat (2008), over one third beturban population lives in a dwelling
that poses a risk for life and health. For thosdomnincomes, a house is more than a shelter
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— it is a productive asset in which home-basedrpnses can be developed to contribute to
the family’s revenues. A house can also be usedditateral and can constitute an intangible

asset giving the family social status in the comitylemd a base for self-confidence.

While access to housing is a key dimension of pggyehe role of a building materials
producer is less evident. Lafarge’ business maefdr most large cement manufacturers) is
focused on the production of materials (cement@mttrete), and the company mainly sells
to local distributors on the “door step” of its puxtion sites, without entering the
distribution chain itself. The notion of “customedr a building materials company is then
applied to contractors or distributors who purchiasge quantities from the plant, or to the
masons who buy the product from retailers storbsisTthe BOP end-user, who lives nearby
remote retail stores and who buys in small quastifor progressive home improvement or

extension, generally remains outside the scop&rogf marketing studies.

Based on the table introduced in Chapter 1, thypestof challenges can be identified in the
access to the low-income customer for a buildingenels company: institutional challenges,
competition challenges and product challenges i@dtality, accessibility and awareness).

— Institutional challengesn the emergence of BOP housing markets are naajdrtheir
importance varies strongly, depending on locatidousing economists, mainly those
from the World Bank, have shown, for example, hbe inefficiency and inaccessibility
of mortgage finance for the poor impedes houseisitiqun and improvement (CITER).
The lack of land available, as well as speculatrosome areas, also constitute major
factors that contribute to the housing issue. O#twmmomists, such as de Soto (2000),
explain that the inexistence of land secure temureost countries impedes the poor from
getting value out of their house, accumulating @ssad lifting themselves out of
poverty. These institutional dimensions may seefficdit to address for a materials

producer.

— Competition-linked challengealso deter building materials companies from asking
on a large scale the low-income segment. Indeedt mmerging countries offer huge
market opportunities for the top-tier of consumensth the construction of luxury
compounds or high rise buildings, for example. This incentive to look for alternative

markets at the BOP may be very limited in situaiamere production is sold out.
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However, building materials producers are ofteriaizied by NGOs and governments of
some emerging countries for the high cement pridegrged to the end-user. In most
developing countries, building material producemmain the only private and (often) foreign
company involved in the construction value chahyst concentrating the attention. The
response to these criticisms that tends to highligh difficulty for a building materials

company to contribute to a major and stable redoatif construction cost turns out to be
challenging for at least two reasons. First, cenreisold through distributors who transport
and store it before selling it to the end-user. Sihbe ability for the firm to influence price
strongly depends on the intermediaries in the valbain. Second, cement is only one
material among others, representing only up to 1&%he total cost of construction.

Consequently, any change in cost of cement would ha effect on the cost of construction.

Taken together, these challenges contribute toifigquihe “belief system” about this topic, as

an external constraint linked to the firm’s licerioeoperate.

2.2Lafarge and the BOP prior to the research intervenion

Prior to the research intervention, the BOP issae mostly perceived as a social issue that
the firm tried to address in some areas by implémegmrograms intended to satisfying local

expectations.

In 2005, the South African subsidiary entered imtopartnership agreement with the
government to provide cement and concrete for gowent housing projects (a full
description of the case is provided in the Appehdike government pledged to deliver over
two million houses for those on low incomes by 2Qldfarge’s role was to supply cement at
a fixed price and to provide a number of additios@ivices (on-site construction manager,
safety and HIV training, etc.). The company alsoked with the South African government
to develop new housing construction systems whichlevspeed up the construction process,
the new systems requiring more value-added produidtsough this partnership with
developers and the government, Lafarge suppliedenat for the construction of
approximately 8 000 houses between 2007 and 204i8. achievement was perceived by
management as satisfactory in the way it improetationships with government authorities,
but the ability to grow the number of projects aondconvert them into a major business
opportunity was judged low. Indeed, because of dwsecy, government authorities were

very slow to pay contractors, causing delays indilesery of housing.
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Prior to the intervention, two projects were laugathby Lafarge business units and involved
going beyond the mere provision of materials, byerng the construction design itself.
However, these two initiatives received no suppamnt when faced with initial difficulties,

were stopped.

In 2006, the various business units operating im&launched a joint project focusing on the
construction of a rural, collective house. At ttiate, the Chinese government had introduced
a reform to keep as many people as possible ih aneas to reduce the migration to cities.

To achieve this objective, the government promabedconstruction of collective houses in

semi-rural areas. Lafarge erected a two-storey shawse for this market. However, upon

completion, the project had to be abandoned beddugseonstruction system proposed by
Lafarge did not appear to comply with local regolias.

In 2007, the Indian subsidiary of Lafarge launclaebousing solution intended for sale to
people living in rural India. This bricks and marteouse was designed to be very low-cost.
The house’s design was straightforward so thabulctbe built by rural masons lacking the

necessary skills to build more complex houses. Hewe few months after the launch, the
first customers began complaining about cracks appg on the walls. As a result, the

business unit had to repair and rebuild a numbéioates. The failure in India brought home
to business unit managers and group executivesbafarge should not go downstream and
set up as a constructor to promote low-income mgusind should instead consider the BOP

as a corporate social responsibility (CSR) impeeati

In the terminology of Simon’s levers of controlethbelief system”, i.e., how the BOP
segment was perceived, relied on the idea thatag & constraint external to the firm’s
business model. Responses which were acceptedtiexepublic-relation programs, in the
countries were the firm wanted to particularly destoate its sense of citizenship. However,
as these programs were perceived as reducing rsatgey were not expected to become a
mainstream practice. Moreover, in 2006, Lafargefs mmanagement placed strong emphasis
on the core activities of cement and concrete ptolo, as the company had recently sold its
specialty materials as roofing divisions. As a emugence, when attempts to address the BOP
as a business that went beyond the “boundary” efitin were launched, i.e., the core set of

activities, business units received no support.
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2.3Situation after the research intervention

At the end of the research period, the perceptibthe BOP had dramatically altered.
Demonstrating a change in the “belief system”,tdren “affordable housing” was now used
to refer to the business opportunity with low-in@people — perceived as very large, both in
northern and southern countries. Top managemeamgyr supported these initiatives when
visiting countries identified as being in line witihe new strategic priority that the firm was
putting on new business development. In turn, sg\mrsinesses started to launch affordable
housing programs as part of their marketing orssatgivities in India, Honduras, France and

Algeria.

The two contrasting situations are summarizedbretbelow using Simons’ four levers.

Table 7: Lafarge’s perception of the BOP in 2007 ath2010

2007 2010

“Not a business opportunity” “A business opportunity”

“Affordable Housing”

Belief system BOP is part of CSR activities . .
as a business opportunity

Boundary Focus on core business Aligned with new strategic focus
system and cost reduction on new business development

Becoming more interactive:
Innovative programs in some countries
Management | BOP programs downgrade key

control system performance indicators Top management support and

dedicated organization

Leveraging R&D capabilities

The next sections seek to explain how the compamyenh from stage 1 to stage 2 and how

this change was triggered and reflected by th@aetsearch collaboration.
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2.4 Method of action-research and deliverables

Action-research (AR) is a research method whichsaion“contribute both to the practical
concerns of people in an immediate problematiasiin and to the goals of science by joint
collaboration within a mutually acceptable framekiofRapoport 1970: 499). This means
that the researcher is embedded in the organizatimh contributes to generating the
phenomena that are intended to be analyzed thoisgheh research activities. Under this
methodological paradigm, hypothesis and data ae tiot only obtained but also created
through collaboration between the researcher agdnization’s members (Aguinis 1973,
Susman & Evered 1978).

The action-research collaboration started in 20 the research contract terminated at the
end of 2010 — the period focused on here (althdugintinued working for Lafarge beyond
this period).

The method of data collection in AR consists ofegating data directly with the members of
the organization. Thus, during the course of thep®Rod, due to the number of interactions
with colleagues and external parties, interviewsewaot recorded. To overcome this
difficulty, a strong emphasis was placed on writtExtuments in order to analyze people’s

reactions and to more easily identify the changm¢pplace in the perception of the topic.

The content of the main documents and their impacthe organization is presented in the
appendix of this chapter. Two types of documents loa identified and are listed in the
Appendix:

— Lafarge internal documents (notes, presentatiottgl sheets)

— Research documents (scientific articles, notesfetence presentations).

For each document, an indication is provided about it was used in the research activities

and/or in the actions taken by the company.

The action-research collaboration took place atdifferent levels:

— At the headquarters of Lafarge, with daily intel@at$ with top managers and executive
managers

— At the business unit level in Indonesia, with nmee-month periods in the field from
2007 to 2010.
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3. Action-Research in Indonesia and the Constructionfotwo BOP

Programs

In September 2007, the general manager of Lafalgessness unit in Indonesia asked for
support from Lafarge’s Strategy department to ifgrtow business models could be
developed to address what was then called “low-d¢wsising”. The initial meetings

confirmed that the idea was to develop projectaddress the needs of low-income families
and help them improve their standard of living. Whhe business unit was experiencing
troubles with the communities surrounding its planhivas made clear that the goal of the

program was not to address CSR issues.

A first visit to the field was organized in Decemlt29007. Two markets were proposed for
study: one in the northernmost part of Indones@n( Aceh), and the other in the capital of
North Sumatra (Medan). Prior to the market assessimehe two areas, a method of market
assessment was defined, which built on the residlts consulting mission undertaken by
Ashoka. This protocol proposed several dimensitias $hould be covered to gain the full
picture of the housing issue and possible solutionthe area: land and property rights,
distribution and marketing, construction techniqaged financing (Ashoka, 2006). Questions
were prepared to obtain pieces of information facheof these dimensions. In the field,
interviews were conducted with approximately 30 kegpondents on each market, including
homeowners, commercial banks, microfinance ingbihg, masons, building material
retailers, local and international NGOs, as well \éitage leaders and local ministry
representatives. Internal interviews were also ootetl with the people at the headquarters
of the BU in charge of sales and logistics, comrmation and CSR, and also at the plant with
the plant manager, production manager and genHeatsaofficer. After this first period of
market assessment, the business unit's managereeidied that both areas should continue
being investigated. A member of the marketing svedfs appointed to further investigate
opportunities in the Medan area.

The next paragraphs describe the two programsathise developed in the business unit. For
the program in Medan, my role consisted of accormipgnand challenging the local
resources, once the first visits were conductedyaRBng the program in Aceh, | was
responsible for its development and implementaftiom the beginning up to the handover in
late 2010.
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3.1Case 1: Social housing in Medan

Medan is the capital city of the northern part afifatra Island and home to the headquarters

of Lafarge Cement Indonesia.

In late 2007, the Sales department set up intesvievihe city with developers operating in
the area. Developers explained that they were tatido build houses for low-income
people since in order to receive subsidies, thel/thabuild houses at a maximum price of
about US$ 5 000. As they were unable to produesge lquantity of houses at this price, they
used only to construct a few houses between majastauction projects — periods in which
their contractors and masons were unoccupied. @ha that emerged from preliminary
meetings with developers was to jointly designwa-tmst house which could be built faster,
reduce wasted time and save products. Ultimatkly,should improve margins and maintain
the price below the maximum amount set by the gowent. One of Lafarge’s sales staff
proposed the idea of a new kind of concrete bloesighed to facilitate construction. The
blocks would connect like Lego, with a special cection in the corners enabling the fast
pouring of concrete. Although this idea grabbedatiention of the developers, it was finally
rejected, as neither Lafarge Indonesia nor the Idpees had the necessary resources to
devote to its development. Additionally, neither el to assume the responsibility

associated with a new construction technique.

In March 2008, a second phase of interviews waslwcted with building material retailers.
The objective was to assess the feasibility oficaihg what one of Lafarge Indonesia’s
main competitors, Holcim Indonesia, had implementedCentral Java to help certain
retailers enter the business of selling predesigmeecost houses. The retailer — considered a
franchisee of Holcim for this operation — introddca new sales point in its store where
people could come and design their house withespalson, receive a housing loan estimate
and be given a list of items they could buy frora §ame store. After one year of operations,
sales were disappointing, but the idea of desigrsmgple houses and partnering with
retailers had caught the attention of Lafarge ledtan To test the feasibility on Lafarge
markets, interviews were conducted with a numberedéilers in the mountain city of
Berastagi. Retailers expressed their interest irernehng their business beyond material
distribution by proposing a number of predesignedises. However, due to the area’s
topography, no simple design could be modeled &widspecificities would have to be taken

into account for each house. Interviews were atsulacted in the city of Medan, but local
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retailers showed very little interest, being suéfitly occupied with their current customer
base.

Finally a third round of interviews ended with leettesults in July 2008. Under the initiative

of the marketing staff, meetings were organizedweal Estate Indonesia — a professional
association of developers. Negotiations ended whih signature of a Memorandum of

Understanding in late 2009 between the associatien Indonesian government, the local
municipality and Lafarge Indonesia. The agreemamblved securing the construction of

5000 houses for the province of North Sumatra whefarge is the market leader. Under

this agreement, Lafarge accepted to guaranteeugh@ysof cement and no special discount
was granted to the developer. Throughout the y8&0,2820 houses were built, generating
approximately half a million dollars of cement sater the company.

In late 2010, the visit of the construction sité®wed that houses delivered through this
program were considered by Lafarge sales teamiag beod quality, but some were already
starting to show cracks in the walls before thedoaer. Photos of the houses are provided in
the appendix.

3.2Case 2: Microfinance for housing in Banda Aceh

The second market study took place in Banda Ad¢ehnorthernmost city on Sumatra Island.
This area had been affected by the tsunami thatintibnesia and other countries in
December 2004. In the aftermath, the internati@@msmhmunity initiated an unprecedented
humanitarian effort, with more than six billion tok dedicated to the economic and social
recovery of Aceh. This led to NGOs reconstructingrol20 000 houses. When the survey
started in December 2007, many NGOs were still pech with the last housing

constructions in the area.

In December 2007, a first round of interviews wasiducted to evaluate the initial idea
proposed by the business unit management of a ¢last-house” solution. It appeared that
local developers were already fully occupied byrthrk with NGOs and were not looking
to new house designs or technical innovations. BMeg interviews with a series of
homeowners and village leaders indicated that geaple not searching for new houses, as

the NGOs were still offering their services to dualdditional houses.
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In March 2008, a second round of interviews withmeowners showed that people were
looking to improve their house, most houses hawiegn received free of charge after the
tsunami. Post-tsunami dwellings measured approein@6 square meters, on average, and
were initially designed to shelter a family of twmthree people. Since the tsunami, families
had grown, and houses were occupied by an averbdge5opeople. Initial houses were
composed of a main room, a bedroom, an outdoohdit@ttached to the house, and in most
cases, a latrine. Beneficiaries of certain NGO hausriticized the quality of construction:
thin, unresisting plywood walls and poor qualityliogs. They also complained about the
absence of a sanitation system, contributing tactmamination of water sources and paddy
fields. At the time, the local bureau for reconetion (a government agency) estimated that
around 15% of the houses built by NGOs were undedypnostly because of quality issues.
Moreover, 85% of house renovation objectives hadbeen achieved three years after the

tsunami. Renovation and the extension of houseglyagmerged as a major issue.

Microcredit has frequently been cited as a solutmrenable impoverished populations to
extend and improve housing. Microcredit, i.e., phevision of small amounts of money with
limited or no guarantee, has mainly been used tblenpoor people to develop small
businesses and increase their income. Over 10Gomilouseholds have benefited from
microcredit for small businesses (working capitahall machines, etc.). Some innovative
microfinance institutions (MFIs) have started togwse microcredit for financing home
extensions and renovation “one room at a time”.hJoans are larger in size (up to $1 500)
and with a longer tenure (up to three years), coetpavith the business loans habitually
offered by MFIs (normally $500 over six months).stumers generally use the loans to
purchase construction materials and occasionalfyl@aor costs. This system has already
been introduced by one of Lafarge’s competitorthancement industry, Cemex, in Mexico,
with a program entitled “Patrimonio Hoy". In tenars, the company has opened about 100
offices providing microcredit to low-income fam#ior home extensions. Customers can
also receive advice on design and constructiomiqals (a detailed description of the case

is provided in the appendix).
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Program design

To test the idea of implementing a similar progrand to evaluate the feasibility of and
interest in such a solution, a third series ofrinevs was organized in July 2008. These took
the form of an open workshop with more than 60 etakders, including homeowners,
international and local NGOs, commercial banks,raficance institutions and development
experts. Two types of possible partnerships emeagedwere proposed to the business unit
in the second half of 2008. One option was to wwith commercial banks (e.g., Bank
Rakyat Indonesia, Bank Bukopin, BTN, ATN, etc.) wtmuld go down to the market and
expand microfinance activity. Since these banksaaly counted amongst Lafarge’s financial
partners, partnerships would have been relativalyy eto negotiate, thanks to cultural
proximity and business interests. However, sin@y tmostly collect savings, with lending
activity being limited to bankable people (civilrgants, and formally employed people), the
main challenge was to encourage their interestoingdbusiness with poor people, as they
were still reluctant to propose microloans. Theosécoption was to work with smaller banks
more closely connected with the poor, both in urbad rural areas. These banks mostly
work with customers who are non-bankable for conmmébanks, and offer microcredit to
individual entrepreneurs for the development of Isimasinesses. However, these MFIs rely
on customer savings and lack the further finanm@aburces necessary to diversify credit
products and introduce housing microcredit.

A company called Bisma was also invited to parat#in the workshop. Founded and owned
by Care Indonesia, a subsidiary of the internatipnaputed NGO, the company’s activity

mainly entails investing in MFIs and helping theopoBisma was created to manage the
donations received by Care Indonesia for the dgweémt of microfinance, as a professional

and private arm dealing with microfinance instibuts.

To further develop the microfinance mechanism, evesu was developed with Bisma’s
assistance, aimed at better understanding the rfigpugeds of low-income families, their
difficulties in implementing construction projecéd their interest for microfinance for a
housing product. The survey took the form of a tjoesaire (face-to-face interviews) and
was administered by a number of MFIs who had ppetied in the workshop to both
customers and non-customers. It showed interestsigts. Out of the 280 respondents, 84%
had an income under $3 000 per year and 80% hadstraction project in mind which they

wanted to implement in the months to come, butdowot do so because of a lack of savings.
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The survey also highlighted that 80% of respondeatsid afford a loan of $1 500. In
addition, it appeared that 86% would prefer to dbdileir extension using masons. In brief,

the survey supported the idea that microfinancédoaork on this market.

Program implementation

In spring 2009, a partnership agreement was sigeégeen the parent company Lafarge and
Care France, the French subsidiary of the inteynati NGO. Part of the partnership
agreement was to develop projects targeting the.BGRa first joint project, a request was
made to the Fondation de France, the French pabtity in charge of hosting philanthropic
funds, to obtain funding for the pilot in Banda Acdhe granted fund of 200 000 euro was
actually the remaining capital of the solidaritynéuthat Lafarge had created in 2005 to

finance NGOSs' intervention in the aftermath of teenami.

Along with a representative of Care France, a fassignment was organized in July 2009 to
clarify the details of the program. The social amhbi of the program was discussed by the
NGO and Lafarge: it was agreed that priority forcracredit should be given to those
customers who wanted to either build a room foirteemall business or build rooms with a
health-related impact (kitchen, bathroom, sanitgtidt was also decided that MFIs would

prioritize people living in NGO-donated houses.

The sharing of roles was outlined as follows: Bisn@uld receive the provided capital and
manage it as a revolving fund by investing in MFIs. do so, Bisma would evaluate the
MFIs applying to be part of the program, train thand provide the funding progressively, as
the MFIs grant the housing loans. Lafarge Indonesiald train masons to whom borrowers
would have access for home improvements. The MHRsldvidentify borrowers, evaluate

their profile and manage microcredit payments arsghuitsement. Care Indonesia would
evaluate over the next three years the impacteoptbgram on the lives of the borrowers and

masons, following an impact assessment methodology.
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Figure 6: Microcredit for Housing program mechanism
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Results

By the fall of 2009, five microfinance institutiotsd applied for the first investment. After
assessment, they received monies enabling thenrofmoge housing microcredit to their
customers. The first microcredit loans were gramethnuary 2010. An assessment in March
2010 showed that MFIs were granting loans very klow three months, just 12 had been
accepted. It appeared that no communication todlbeen developed by the MFIs, which
limited customer awareness about the program. ®Hewing months were dedicated to
reinforcing their marketing skills, with traininghd documentation provided by Bisma. In
September 2010, a second assessment showed thapbants had made a request for a
loan to fund home improvements and that 40 loamkfimally been accepted (examples of
projects are provided in the appendix). A closeklabthe microcredits indicated that their
intended purpose had been respected: a quartee girbjects were having a direct impact on
people’s incomes and the average daily income oblbe@rs was about two dollars per day.
The other lesson learned was that 20 to 30% ofodwes had been used for the purchase of
cement. From a business standpoint, it was thear dieat the system could have a
commercial interest by generating new cement salegurn this into a profitable business,
the main challenge was to reduce Lafarge’s shatbantotal invested capital, and also to
accelerate the disbursement pace of the MFIs. Thgram had thus far been managed
overseas. However, in fall 2010, a new person werlited as part of Lafarge Indonesia to

manage the program locally and oversee its implé¢ation.
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4. Action-Research at the Head office and the Change ithe
Perception of the BOP

The perception of the BOP topic within Lafarge efand after the research period has
dramatically changed. At the beginning and follogvthe field visit in Indonesia, the concept
that could be developed in Aceh was proposed tiaicetop executives. The feedback at the
time was that “the idea was interesting”, but tlegpam was too small in terms of sales
potential to warrant devoting time to its implenain. The main question regularly asked
by executive managers was, “is it social or busAgsmeaning whether the BOP segment
should be addressed through philanthropic programthrough business programs. Two
years later, there was a consensus that the “B@Brtymity is big” and strategic.

The following paragraphs identify the change in @nsi levers of control and the triggering

factors which contributed to that change.

Three phases can be identified in the change wbechirred at Lafarge with regard to the
perception of the opportunity at the BOP.

4.1 2007-2009: Raising awareness about the marketdasocial opportunity

Benchmarks of a number of initiatives carried oytdompetitors or peer companies were
produced as part of the action-research to gettiemtion of the management on the BOP
topic. The first note produced in February 2008stifated how Cemex had implemented a

successful program.

In June 2009, an article was prepared for a séiemtiblication to introduce the differences

in the strategies of firms with regard to the B@Braent. The goal of the article was to help

managers, through a typology of engagement with B@4, overcome confusion about

whether the BOP was a philanthropic/public relagiagsue or a business opportunity. The
research work involved analyzing case studies eatdo the firm, interviewing managers of

Lafarge’s previous BOP projects and interrogatixigmal managers of other BOP programs
(Danone, Essilor, EDF).

Based on the lessons learned in these case stadéebuilding on further research conducted

on the Cemex case, a memo was prepared in Fel2088ypresenting how a project such as
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the one being developed in Aceh could be implemkemte a larger scale through the
construction of a special financing vehicle. Thecwtoent had no impact regarding the
involvement of Lafarge with the BOP, but the megtooncluded with the idea that “there

was no opposition to the launch of the project el

In September 2009, a meeting was organized betvgeseral of Lafarge’s executive
managers and the Vice President of Danone, in ehafr¢heir “social business” project with
Grameen in Bangladesh. During this meeting, thee¥plained how Danone was seeking to
address a social mission through its business,hamd this social mission was embedded
within the organization. A discussion occurred abthe role of Lafarge’s products in
alleviating poverty, showing that Lafarge manageese not convinced that the company’s

products could contribute to such “a big goal”.

In December 2009, the VP of Strategy & Developnoembmissioned a consulting mission to
benchmark the “societal engagement” of other CAQG:d®panies and to interview internal
top managers to understand their perception of sarthapproach by Lafarge. In this
framework, interviews were conducted with 20 top@xives, including all members of the
executive committee, several regional managerdwarational directors. At first, it appeared
that the interviewees had no idea of successfuloagpes to the BOP segment that had been
undertaken by competitors (such as Cemex Patrintday). The notion of engaging with the
BOP was associated with certain philanthropic &t that the firm had previously

implemented and to the projects in China and Imdiech had failed.

However, it also appeared that a possible approactne BOP market, building on the
experience of competitors and peer companies, vasomed by most interviewees. This
was reflected in the responses to the closed qusstibout the reasons why Lafarge should
consider reinforcing its “social approach”, whiclene asked at the end of the first or second
interview with each participant. In order, high-sng answers included, “the need to
strengthen the loyalty and pride of Lafarge empésye“the opportunity to learn from new
business models” and, “the market opportunity at BOP”. The reason ranked the lowest
was, “the pressure from NGOSs”. Interviewees algghlighted how approaching the BOP

was aligned with the humanist values of the firm.

® This article comprises Chapter 1 of this dissintat
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Following this consulting mission, a note was predaabout what Lafarge could do to

“reinforce its societal engagement”. This documprgsented a complete framework for
building on a proposal of a social mission for firen, and the activities that could be

launched to implement this vision. It articulatedparticular, how other companies managed
to develop programs embedding a social and economssion and how addressing the
housing needs of the BOP could be the equivaletitercase of Lafarge. The note received
positive feedback from the CEO, who requested aerdetailed proposal so he could take a

decision within a few months.

In 2010, to sensitize parties to the topic of hogsan initiative was launched by one of the
top managers in cooperation with a business sa¢habkupported the development of “social
business” in France. As part of this initiativetemam of directors from the French cement
business unit of Lafarge and several top managens fiead office was formed with the goal
of identifying what “access to housing” would mdan Lafarge in France. Visits to slums

located in the vicinity of Paris and meetings WNBEOs and social entrepreneurs trying to

solve the housing issue were organized and comddbio sensitizing parties to the topic.

4.2 2009-2010: Experimenting BOP programs on a sniacale

The two programs launched in Indonesia in 2009 rdmrted to the sensitization of top
managers at head office. For this, the ability twknat the two levels — head office and the
business unit — was strategic. The culture of apany particularly values the voice of
local managers who deal with the day-to-day businds some point in their career, all top
managers must have gained experience of local ip@samanagement, and understand the
value of being grass-rooted. Thus, in this cultwhech favors the say of local managers,
being able to demonstrate in the field what a B@PBr@ach means is something that is

particularly important for influencing the perceptiof top management.

The ability to launch the project in Aceh was keysticcessfully demonstrating on a small
scale what the BOP approach means, and two maior$aewere useful to achieve this. The
first was related to the action-research contexthé framework of the CIFRE contract, the
company is tied to investigating the topic overedirdte period of three years and this gives
the necessary timeframe to progressively convinemagement about the opportunity of

launching the test on a small scale. The otheofaghich enabled the project’s launch was

98



the opportunity to present it in the wider framekvof the CSR partnership with the NGO,
Care France. The support of the NGO to push tlugpt through, along with their comments
in Lafarge’s sustainable development reports askorgmore action in the BOP area,
convinced head office managers in charge of CS&eaeltopics, internally. As the program
had demonstrated a successful initial collaboratb@tween the two parties, it became
integrated in the partnership’s action plan. Irs tontext, funding was accepted. The ability
to present it as a societal experiment, while atsatributing to the understanding of a core

business question, contributed to the approvat@firoject launch.

In 2010, the first results of the two programs kzhed in Indonesia contributed to the change
in the perception of the BOP, by concretely illasitrg the impact on the lives of low-income
populations and by illustrating on a small scale pmofitability of the underlying business

models.

Once the project was launched, visits of top marsagere organized so they could meet
with people benefiting from microcredit in Aceh wisit the construction site in Medan.
Photos and stories about the microcredit illustrdtew the projects were contributing to
changing the lives of the participants. While ir02Qhere had been a number of reactions
about “how cement can contribute to well-being” g@enber 2009), comments from top

managers at head office had changed.

For both projects, cement was sold without any igpetiscount to retailers in Aceh and

distributors in Medan. This dimension mattered ltosirate that the BOP approach for
Lafarge was not related to product downgrading ricepreductions (as embedded in the
notion of “low-cost housing”), but was linked tocaange in the group of partners and the
business model. This change was also reflectethantdrms employed to talk about low-

income consumers. At the beginning of the resepsriod, the most frequently used term
was “low-cost housing”, which focused attention the assumed necessity for the firm to
reduce its product price to grasp the market. Trage, “base of the pyramid”, then began to
be increasingly used between the researcher anclidnet systems and the term was
immediately picked up by local staff in the busmesit. At head office, although a number
of people considered the term too pejorative, B@®P” concept positively framed the idea of
a market opportunity. Thereafter, the term “affdri@ahousing” started to be used in 2010,
integrating the needs of those in emerging cowntrier which the term BOP had been

coined, and low-income people in developed countrie
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4.3 2010: Building the business case for a wider gagement

The arguments covering the BOP opportunity have adely publicized, but exact figures
about what it means for a company to engage witzit@ome customers remain hard to
evaluate. The first documents produced in the agttgearch were based on the same type of
broad arguments (and were mostly based on the \&irt). The first step towards a finer
analysis was the identification of market segméatsed on the results of the initial empirical
inquiries in Indonesia. Following this, a methodcafculation was developed, building on the
hypothesis tested in the pilots in Indonesia (comson of cement per microcredit, etc.).

The launch of a dedicated “Affordable Housing” team2010 enabled Lafarge to better

assess the size of the BOP market opportunity,ge®mow it should get organized, and
initiate a number of projects in various countri€ee goal of this project, placed under the
responsibility of the VP of Strategy & Developmewgs to identify the potential financial

value of addressing the BOP in a more systematig aad make recommendations to the
executive committee on how to address such a maPResentations were made to the
executive committee in March and June 2010 showliffgrent market segments and the
market opportunity. In particular, the project elealba more precise formulation of the size
of the market (a figure of 2 billion euro), andrfrad the demonstration of the opportunity in
a way similar to other business opportunities: reasgkze, expected volumes of sales, internal
rate of return, etc. The results of the two piladihough limited in size, contributed to

showing that there were opportunities for additiosales by developing supplementary

services.

In November 2010, a new note was prepared detditiagossibility to scale up the project
in Aceh by developing the financing vehicle alreadgntioned in the February 2009 note.
This time, the document built on the results ofribgearch papers prepared on the challenges
of mainstreaming microfinance and the role of doci@sponsible investment. The note also
integrated illustrations of the microcredits getedaby the pilot in Aceh and showed both the
potential sales that would generate the promotfdmoasing microfinance and the number of
people potentially impacted. It also received girqoositive feedback from the CEO, which

led to a further investigation of the issue in thatext of the new strategic plan.

In late 2010, there was a growing consensus amopgekecutives that “the market
opportunity at the BOP is big”. At that time, topanmagement also decided to launch a
corporate program whose goal would be to develepGhoup’s revenues through unusual
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approaches. The affordable housing topic then begaart of the projects identified for their
potential contribution to this program in prepavati

5. Organizational Challenges in Embedding BOP Stragies

The organizational change in Lafarge took the fasma shift in the “belief system”
surrounding the BOP segment. However, the two led@m cases provide illustrations of the
challenges in embedding BOP programs in the orgéoiz, depending on the market
strategy. This allows an appreciation of the diffies involved in transforming BOP

programs into more generalized programs.

5.1The influence of local market characteristics on tk choice of BOP market strategy

The two programs in Indonesia illustrate a différgoproach to the BOP market. The project
in Aceh, based on microfinance, illustrates a miackeation strategy: by a series of efforts
(building a network of MFIs, developing their capiies, training masons, channelling the
funding and following the impact) the company irteno create the market. In the case of
the program in Medan, where a project with developaad been implemented, the approach
refers more to a market capture strategy: a deeeloas willing to build houses for low-
income people and the company developed the apatepoffer through its existing

capabilities to capture the market.

The experiments with Lafarge in Indonesia show ttie choice between these two
approaches was strongly influenced by the conditiointhe local markets facing the firm.
Indeed, the story of the construction of the twojgets demonstrates that the choice of
business model was strongly influenced by the losatket conditions prevailing in each
city. For example, in Aceh, free houses given byQ¢Gmpeded the use of the business
model that had been developed in Medan with retteedevelopers building individual
houses for low-income people. The selected programicrofinance for housing built on the

distribution of land titles by NGOs after the tstmavhich were used as collateral.

The table below provides an overview of the logadficities and the contingencies in the

two markets in Aceh and Medan. The text in itabers to existing conditions prior to the
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project launch and which favored the emergencéehtarket, and the text in normal font to
the firm’s attempt to overcome the challenge.

Table 8: Challenges in the emergence of housing niaats
in Lafarge’s BOP programs in Indonesia

Responses to housing challenges existing conditions
Type of challenge
in Medan in Aceh

* Long tenure loan from large

- banks
Affordabilit .
ordabiity |, State subsidies to decrease

customer price

* Building “one room at time”
using microcredit for
housing

* Road access available for |* Microcredit product

Product Accessibility | Products channeled to customer
challenges « Transport system available| through network of local
for end users banks

* Communication campaign | Not sufficiently addressed,
Awareness | organized by developer to | as banks do not advertise the
promote the product program

* Land titles already owned

* Municipality support by Acehnese people
Institutional environment |« State subsidies * Use of Islamic-finance
* Land availability framing microcredit
contracts

* Free houses donated by
NGOs reduced the market
for single house construction

* Top-tier housing market
already very competitive

Competition

7 7

Market capture strategy Market creation strategy

5.2The influence of management systems on the choideBOP market strategy

With regard to performance objectives, the two paots in Aceh and Medan differ in their
capacity to generate revenues for the local unér @ short-term period. The time for the
microcredit program to pay off in terms of new cegales for the company is longer than
with social housing: while 800 houses had beenthuoila one year timeframe of the
partnership, generating approximately half a milldollars of cement sales, fewer than 40
microcredit loans had been granted, accountingafiproximately 20 thousand dollars of

sales.
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Market capture programs are more easily integratediagnostic management control.
Indeed, the program with developers in Medan wimeblved limited change in the business
model was aligned with the local managers’ perforoeaobjectives of short-term financial
results. As a consequence, integrating this approae local marketing strategy was highly
feasible for local managers, as it was compliahwheir performance measurement system
(diagnostic system). The program was fully integglatvithin the existing organization with
the signature of the partnership by the commurooatdepartment and sales follow up by the
logistics and sales departments.

The program in Aceh and the difficulty to get itegrated in the BU action plan shows how a
very innovative program with a long-term pay offedonot fit in a diagnostic management
control. The program ended up being managed froenseas by me with limited interaction
with the marketing and sales staff of the business up until the last year of the research

period.

At the beginning of the research period, the mamage control that prevailed in Lafarge
was mostly diagnostic, with a clear focus on thdskielated to the strategic focus on cement
and cost reduction. Consequently, Lafarge’s locanagement was driven by the
achievement of short-term objectives transcribedhm organization through the different
KPIs and financial reporting. Bonus schemes andhbas performance indicators were also
designed in the direction of these financial obyas. At head office, too, the comments on
the first note in mid-2008 were mostly about “hovamyg tons of cement sales” the pilot

project in Aceh would generate.

At the end of the research period, no change hadred in the management systems, but the
customer innovation program was allowing local nggama to propose and implement more
innovative initiatives. The microcredit programAaceh thus began to attract the attention of
local managers. When head office started to shagwpat for this type of approach by
sharing the cost of a local manager for the Acegiam, the initiative became integrated in
the marketing plan of the business unit a few m®fdter.

These two cases show that in a predominantly detgnapproach, market creation programs
are unlikely to be developed by business unitsthag may be perceived as downgrading
performance indicators in the short term. In castirenarket capture programs fit well with

the expected performance captured by a diagnogters, and find their place more easily in
such a context. In a predominantly interactive apph, market creation programs are

encouraged.
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5.3BOP market strategy and the firm’'s boundary

The development of the two BOP programs in Indanesised questions about the extent to
which the company should change its core activitre®rder to address BOP markets —

guestions which formed part of the reactions tontbies produced from 2008 to 2010.

The program in Aceh was examined to determine vendthfarge should adapt its business
by entering the credit market through the provisocdrmicrocredit to low-income families.
However, the reaction, “Lafarge is not a bank”, ir@sjuently heard. In the case of Medan,
the principal issue was about going downstrearhénvalue chain to partner with developers
and take more responsibility with regard to thestarction deliverable. The failure in the
attempt to propose a new construction mode is mgauli Indeed, the development of a new
construction mode by a cement company is perce@edshifting the distribution of
responsibility in the value chain: while a cemerdnufacturer is primarily responsible for
cement consistency in the delivery, the house deasigart of the developer’s responsibility.
Having a cement manufacturer proposing and promainew design raises the question of
who holds the responsibility of the constructiond®® in case of cracks or collapse. In
Medan, the program implemented with developers @ngebeing more focused on supply
assistance than on the construction itself, so ttatbusiness unit could stick to its core

activities, and avoid undertaking new responsibdit

The development of the two BOP programs questioadoundary that the organization has
set up to delimitate what falls within or outside scope. At the beginning of the research
period, the strategic focus of Lafarge was put@ment production and cost reduction, which
clearly delineated the boundary on the core busindswever, during the research period,
two major moves were undertaken by the head officéest the prevailing “boundaries”.
First, the launch of the Sustainable Constructianeets (and the Affordable Housing project
at the corporate level) was intended to promote phescription of products to avoid
substitution effects in the shift towards greenstarction solutions. As with the Affordable
Housing project, this initiative was another tegtof the firm’s boundaries in order to grasp

new business opportunities.

In initiating this testing of the boundaries, thaer of the head office is determinant. As
illustrated with the programs initiated in China2@06 and India in 2007, a business unit has

limited ability to endeavor a change in the setastepted activities. This issue was
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summarized by a general manager of a cement bgsimaisin another country to whom the
idea of developing a microcredit program was pregdoslt is a new job. Lafarge wants to go
in that direction, so | expect to receive a mesdega the CEO saying | must do so, too.”
The launch in the second semester of 2010 of teomer orientation program sent a signal
to the business units that innovation in their afiens is better accepted and that is should
create new business opportunities. The interestthieaCEO expressed several times for this
topic, and in particular when visiting businesstsinalso started to provide top management
support to local managers. This contributed taatitg a change in the “boundaries” within
which local managers were expected to work, allgwthem to innovate, not only with their
traditional customers (distributors, developers,)ebut also with the end users, including

low-income people.

Through market creation BOP programs, the firm tlwsates a number of learning
opportunities to determine the capabilities thashbuld acquire in order to improve its
performance. In this sense, market creation appesatacilitate organizational learning and
change. However, the possibility for these marke@ation programs to exist is strongly

linked with the performance system at work in tbexpany.

Conclusion

The action-research brought about change at Lafartperegard to the BOP — it moved from
a philanthropic to a business issue. The two cdsesloped also demonstrate how this shift
in perception constitutes a first step in orgamwet! change. Indeed, while perception
matters, the boundaries set up and the managematrblcsystems in place also have a
strong influence on the type of BOP strategy tlaat lse implemented. When the boundaries
are strictly defined, and when performance is mesksagainst inflexible and top-down-
defined KPIs, market capture strategies are maémrdylito occur. On the other hand, when
boundaries can be trespassed in order to test ngtrategic positioning for the firm, and
when performance systems provide enough flexibiiitymanagers, BOP market creation

programs are feasible.
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Table 9: A strategic framework of a firm’s engagemast with the BOP

STAGE 1 STAGE 2
Licence-to-operate approach Business approach

BOP as a philanthropic and

Belief system public-relations issue

BOP is as a possible business

Boundary svstem Not in the company Inflexible Flexible

y sy core business (no support) boundary boundary

. Dominant Dominant

Management . Not aligned diagnostic interactive

control with control systems
system system
BOP strategy Isqlated programs Market capture| Market creation

with no support strategy strategy

The thesis also illustrates that in the choice betwthe two approaches, local market
characteristics have a strong influence. This meéhassthe type of program that should be
designed by a company in order to address the B@Ranis not defined in advance, but

should result from the analysis of the local market

Two strategic options are then possible: the fian decide to focus only on one type of
approach, and adapt its organization accordinglpwéver, adopting market creation

approaches only poses a risk for the firm in thativation can disappear as the programs do
not deliver short and medium-term pay-offs. Conglrsadopting market capture strategies
only can lock the firm within its set of capab#, leading it to miss the opportunities of

organizational change that BOP market creationaggtres enable.

The literature on organizational change raisesqthestion ofambidexterityin developing
programs that sufficiently exploit the capabilities firms to guarantee sustainability, and
adequately explore new capabilities to ensure tihatprograms contribute to adaptation.
Given this, the question of ambidexterity applied the BOP context deserves more
attention. Both the programs in Aceh and Medan @dadnefit from a more ambidextrous
approach. The program in Medan would benefit frdra introduction of the innovative
construction systems starting to be developed ad heffice, that would contribute to
improving quality and reducing the environmentaitfsint of houses. On the other hand, the

innovative program in Aceh could leverage the @xistelationship that Lafarge has at head
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office to connect it with funding from investorsydareach a larger scale. In this analysis of
ambidexterity, particular attention should be p&idhe relationship between business units
and head office in the implementation of BOP praggathis is a key dimension addressed

by this action-research program.
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Appendix 1: Overview of the Main Documents preparedhrough the Action-Research

Main Lafarge internal documents

Legend: PowerPoint presentations are noted (P)dWocuments (W), and Excel sheets (X).

Date

Document

Description

Use in Lafarge

Use in rearch

December 2007

BOP assessment mission
Final presentation (P)

Conclusions of the first missio
in Indonesia presenting two
possible BOP business model
one suited for Aceh and the

other for Medan

B Presented to the manager ¢
the Indonesian business un
S, It is decided that the two
options be further
investigated

of

i* Initiate research on
microfinance and
housing issues

Developing Lafarge BOP

Overview of Lafarge’s portfolio
of BOP programs, feedback o
the two opportunities identifiec

'\ Presented to VP Strategy
and VP Sustainability

» Cases reused to producs
a draft of the article
intituled “Challenges in

D

February 2008 capabilities (P) in Ind.ones.|a., .be.nchmark of |« No impact the Expansion of BOP
competitors initiatives, proposal Ventures’, presented to
of “Social Housing Global conference in Nov 2009
Committee”
Description of an existing BOR
Memo on Holcim Indonesia program launched by one of : g:gzzng :8 ;/Eofgéarltegy
March 2008 Lafarge’s competitors in  No direct use.

BOP project (W)

Indonesia, following the visit
that was made during a field tr

executive committee
member, no impact
Y
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September 200§

Access to housing
initiatives (P)

Description of a business mod
for a project in Banda Aceh

using microfinance. Typology of

existing projects in housing

gl Presented to VP Strategy
and VP Communications.

* No impact. Request for a

more fine-grained business

model

* Results of research on
housing issues included
in the document

BOP initiatives (P) and

Presentation of a possible
partnership with an internation
NGO facilitating projects in
microfinance

al

* Presented to VP Strategy
and VP Communications

» Approval of a first mission

* Initiate research on the
funding of microfinance
and Socially Responsiblé

D

November 2008 Aceh business model consisting of a finer market| Investment, leading to
' Presentation of detail in ) L
calculation (X) esentd 0. © d? ailed bus ESSassessment of the market in presentation at a
model including sales Aceh conference in June 2010
projections and presenting
funding options

Presentation of the possible| * Presented to Director of |, p 1104 the continuatior
January 2009 BOP Program in Aceh (P)yroject in Aceh and the role that Social Relations ACCepts 0 5 vtion research at the

Id be ai c integrate the BOP topic in business unit level

would be given to Care the partnership with Care
* Presented to representatives
_ o _ _ of Care France and Care |, Allowed the | h of
Housing microfinance Detailed presentation of the | |ndonesia owed the launch o
March 2009 . . the action-research
program in Aceh (P) proposed program in Aceh |e Interest to support the .
) ) program in Aceh
program and integration of
modifications of the model
* Presented to VP Strategy , @ Demand estimates base
Memo on the BOP project Estimates of the demand for| member of the executive on research articles on
March 2009 committee and thesis the BOP

(W)

cement from BOP people,
presentation of the rationale fqg

r directors

* Case studies based on

» Approval of project launch

research interviews
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using microcredit, lessons
learned from Danone and

special funding vehicle

competitors, proposal to create

in Aceh with the
philanthropic funding
aidentified

Concrete distribution in

Proposal for a project to launc

in India about the distribution g

Ir Presented to VP Sustainab
¢ development

e Initiated a research note
on property rights issues

April 2009 . | » Risks related to property (De Soto), used in draft
slums (P) concrete in slums, prepared with . L : )
. rights are highlighted. No of article presented in
a Director of R&D next step Nov. 09
Presentation of the BOP

concept, existing initiatives « Integrated elements of

June 2009 Housing for All (P) (internal or external to Lafarge ; Presented to researchers the research note on the
. from Lafarge R&D centre I
and areas for which R&D would definition of poverty
be needed
Typology of BOP markets
Note d’avancement sur lé d|§t|ngu§h|ng|] government |, presented to the VP Strategy

rojects, developers’ projects «

June 2009 BoP (“note on the progress Prol p' prol Sent tq the mem'bers of the , No direct use
on the BOP") (W) and self construction. Proposal executive committee. No
of next steps with consulting| other impact
firms
Analysis of data about two _ « Used in an article
: . trends that can affect Lafarge’s Prepared for an internal ublished in June 2010

July 2009 Strategic Lab Scenarii (R) 9 “brainstorming” meeting P

business models: densificatio
of middle classes and

N gathering country manager

about firms strategies at
the BOP

)

112



D

d

urbanization
Minut fh " * Document shared with
Inutes ot the meeting executive committee « Used to complete the
Compte-rendu rencontre organlzed with the Vice members case studies on Danone
September 2009 . . >
Danone President of Danone who |+ Content of the meeting featuring in Chapters 1
initiated their BOP program | 9enerating internal and 3 of the thesis
discussions
Note co-written with a top
Renforcer 'engagement manager on how other
societal de Lafarge companies managed to develop _ » « Initiated further research
February 2010|  (“Reinforce the social | programs embedding a social® Received positive feedback 5oy o ciantissues
, o from the CEO
engagement of Lafarge”)| and economic mission and what related to the BOP
(W) could be the equivalent in the
case of Lafarge
Presentation prepared with the
new team on Affordable
Logement abordable | Housing presenting a definition, presented to the executive | * LESSONS learmned from th
March 2010 . . program in Aceh are use
(Affordable Housing) (P) | atypology of segments, lessons committee in Chapter 2
learned from our projects andg
next steps
BOP housing business Estimates of the market | * Shared with executive
June 2010 opportunity and societal | potential, the market segments committee members e No direct use
o * No reaction on the proposed
engagement and draft of organization organization
Note prepared detailing the |° Unlike the March 2009 noteg ¢ Integrating results from
November 2010, Creating a fund to develop p ) .p 9 proposing the same idea, thisthe program in Aceh
possibility to scale up the | ote received positive  Document based on the
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housing microfinance (W)

project in Aceh by devahgp

the financing vehicle

feedback

June 2010 research note
on the funding of BOP
programs and
microfinance

December 2010

Affordable Housing
program in Medan (W)

Analysis of the achievements
the social housing program in

Medan and next steps

)f presented as a reason to
address “affordable housing” program are used in

needs

e | essons learned from thjs

Chapter 2

- Main research documents

Date Document Description Use in Lafarge Use in rearch
f f | dP:cesentatiofn of the chaggs in the « Presented to thesis
Definition of poverty an efinitions of poverty and the new _ directors
November 2007 . . . . :
economic development (W) role given to market-based No direct use * Used for the introduction
mechanisms of the dissertation
* Presented during a
Comparison of the main programs research seminar,
BOP: Typology of existing in 2008, buildinga |, Typology of strategy generating first researph
. . . . questions for the thesis
January 2008 strategies, key success | typology of strategies, and showing used in the note presented

factors and limits (P)

two limits (analysis of social
impacts, and performance)

in March 2009

"¢ Typology improved
several times, leading to
an article published in
June 2010 entitled
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“Corporate strategies an
the construction of
markets at the Base of tH
Pyramid”

N

e

Value chain analysis of the BOP|

BOP and Corporate Social programs (Unilever India, Unileve

* Used in note prepared in
February 2010 on
“Lafarge’s social

Used to complete the
typology of BOP

e

June 2008 Responsibility (P) Indonesia, Danone) and their ﬁggﬁznmc?éf?&?m the programs published in th
impacts on low-income people | creation in the value June 2010 article
chain
* Presented to VP Strategy
Summary of the note on poverty & Development. * Based on feedback
October 2008 Ph.D. progress and next and development, completed with® Main feedback is the lack received, more research
steps (W) .’ of economic analysis of | is conducted on housing
research on housing-related PoVeItyine opportunity at the issues and microfinance
BOP
Challenges in Exp.andlng Paper comparing Lafarge’s prograLimits of Cemex'’s ngsggee ggigkggrﬁmem.
November 2009 the Scale of Business in South Africa and Cemex’s programs mentioned in ttof .th \
suggest to further
Ventures at the Base of the Patrimonio Ho notes of March 2009 ana investigate resource-
Pyramid” (W) g November 2010 based view issues
, o * Used to define key « Accentuates research or]
Note presenting specificities of low- criteria in the impact _ institutional challenges
Housing issues income housing markets, and majn assessment method in related to access to
February 2010 and solutions for low lessons learned about existing| ndonesia products, captured in

income people (W)

housing microfinance and social
housing programs

* Typology of programs
and solutions used in the
March 2010 presentation

to executive committee

October 2010 research
article
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Mainstreaming of
microfinance, Socially

Presentation given to a group of
CSR managers from main banks
and funds, stating the advantage

>« Content and feedback
of received during

* lllustrating research

June 2010 | Responsible Investment and e : . o opportunities in the
the role of i il Industrial firms in connecting needs presentation introduced dissertation introduction
© ro1e oTnon-inancial 1 4, the economic south and funding in November 2010 note
companies (P) . .
available in the north
Vers la construction de . . . - :
. Article introducing specific . - * Included in the appendix
marchés au bas de la ) * Main conclusions fthe di tati
o ~ challenges of funding BOP presented in the note of | O 1€ dissertation
October 2010 | pyramide : implications su * lllustrating research

la gestion et le financemer
des projets (W)

—

programs based on EDF and
Danone cases

November 2010 on
microfinance funding

opportunities in the
dissertation introduction
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Appendix 2: Photos of the Indonesian Programs

The Social Housing Program, Medan, Indonesia

Some houses a few weeks before handover (late 2010)
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The Microcredit for House Extensions Program, BandaAceh, Indonesia

g

Progressive construction of a house

"

Construction of a gas station Progressive construction of a house
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Appendix 3: Cemex Patrimonio Hoy (Case Study)

During the economic crisis of the mid-1990s, Cemeatized that while the rest of the market
had suffered from a 50% decline in sales, the impacthe social housing segment was
softer (a 20% drop, only). The market for buildmgterials is generally highly cyclical and
seasonal. Emphasizing this segment could help timepany reduce its reliance on the
cyclical construction industry. In 1998, Cemex’smagement sent a team of consultants and
employees to a poor community close to GuadalalMexjco. They observed that these very
low-income populations were spending their weekemxdending or improving their homes,
progressively building one room at a time, and thay were unhappy with building material
sellers. Low-quality products were being sold tenthat a high price and were inefficiently
used in construction. Consequently, Cemex laun¢hedPatrimonio Hoy (“Assets Now”)
program (hereafter referred to as “PH”), targetihg do-it-yourself market. From its
inception, the program has been managed by a segmhvésion within Cemex to allow more
flexibility in salaries and corporate culture (ipid°PH’s breakthrough is about innovative
business processes, rather than technology-basddqts (Ashoka 2006). Its business model
is a microfinancing program for low-income familiad o wish to build or improve their
homes. “Promotores”, mainly women, are recruitedoagn communities to promote the
program door-to-door and enrol customers. Custonadse mainly women, are gathered in
groups of three to form “tendas”, types of sociougs that have been part of the Mexican

culture for years.

The program is divided into cycles of ten weekgirdythe first two weeks, consumers save
money, then distributors deliver the raw materiaiglued at their ten weeks’ worth of
collections. During the eight following weeks, thepgram members reimburse the loan to
the “promotores”. Customers are visited by tecHnamvisors who, for a small fee, give
advice on how to lay out the building or how muchtemial is required. After an average
number of seven cycles of ten weeks, people are #blfinish their housing project.
Distributors who participate in the program recesvemaller margin — 12% in some cases —

compared with the 15% average in the business.

In 2009, the company announced that over 235 0f6dliés had benefited from the PH
program since its launch in 1998. PH has 85 bemeficare centres in 44 cities throughout

the country. The business model has been repli¢atether countries, including Colombia,
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Costa Rica and Nicaragua, with 20 centres operatirthose countri€s According to the
company, PH enables families to reduce the time neededdastruction by more than 60
per cent and generates savings of up to 35 perfaetite beneficiaries of the program. The
program in Mexico reached breakeven point in 2@ldce then, a stable number of 30 000
house extension projects are financed every yegracting around 100 000 people. Thirty to
forty percent of the loan amount (loans total atb@$900, on average) is used for the
purchase of cement bags. Cement sales relatee mtisumption of the borrowers represent

65 000 tons per yedrotalling a net income of approximately US$ 2limil in 2008 figures.

® Press release published on http://www.cemex.conessed on June 22009

” Press release published on http://www.cemex.conessed on June 22009

8 Author’s calculation is based on the following sms: (Cemex 2007, Segel el al. 2006, Ashoka 2086)ex
website). Results may differ on the magnitude ofits, but all sources confirm the program’s pratfiity.
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Appendix 4: The Lafarge Partnership in South Africa (Case Study)

Since 2005, the Republic of South Africa has cornedittself to providing up to two million
affordable houses by 2010 for those on low incormeiding those living in slum areas. To
conduct the construction project, the governmetegred into a partnership with two kinds of
parties: construction developers in charge of @eling the houses, and cement companies in
charge of supplying the project with materials. #afaility of cement was at the time of the
project launch a crucial factor that could havetposed the delivery of houses. In this
public-private partnership, the government is resgae for the house design. Subsidies are
channeled to the beneficiaries through local autiber The total budget allocated for the
public-private partnership in Cosmo City is arousfi$ 450 million. Three kinds of houses
are designed: fully-subsidized, partially-subsidizand non-subsidized. The first houses
(known as “breaking new grounds”) have been offdred of charge to families from two
slum areas (Zevenfontein and River Band). Initiarket value is around US$ 5 000 for a
house measuring 32 m2 (plus a small plot of laRd)tially-subsidized houses are twice as
large as fully-subsidized ones and are dedicatéanidies with monthly revenues inferior to
US$ 900. The 3 000 houses are sold by real estatpanies on the market. The last segment
is composed of 3 300 premium houses of around 12Q@vinich are sold on the market

without any subsidy.

Lafarge’s role in this partnership is to providdeefive technical solutions for affordable

housing construction. While it mainly concentrates selling cement or concrete to
developers or cement distributors, Lafarge is alssponsible for driving construction

progress on site and training construction workens safety and AIDS prevention. In

addition, the group provides a fully-staffed comerdébatching plant with a dedicated
supervisor and containers to provide secure stofageng the project, Lafarge also assists
developers in making the best use of time and aedvisn cost-efficient construction

techniques. The company advocates the use of deneadls rather than bricks and mortar,
in order to speed up construction and save monkg. ifitroduction of such construction

techniques enables Lafarge to promote the usenafrdber of new concrete formulations that
it is introducing on the market. In June 2008,¢bmpany had contributed to the construction
of 4 600 of the 12 300 housing units.

From a business standpoint, the project has a numbegositive impacts, as well as

limitations. First, the project has enabled the pany to develop a good relationship with
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government authorities and to improve its imageaakesponsible company on the South
African market. The partnership has also been a geay to promote its products and new
usage to developers. However, from a financial dgamt, the Cosmo City project barely
breaks even. Since the launch of the project, i3@wilar projects have begun, with the same
partnership with public authorities. However, Lgkrcontinues to consider this approach
proof of its “corporate responsibility”, rather tha profitable business. The primary reason
for limited profits is the incapacity to speed b tonstruction process of houses and reach a
more important volume. This can be explained bydeky in the payment of government
subsidiaries and the coordination with the localharities. Although demand exists and
developers are ready to build more houses, pubbedination in the partnership is the main
bottleneck for the development of the project.

Very limited information on the project’'s impactsheeen documented. Oral comments and
articles in the press show that house beneficiaegelatively satisfied regarding their new
settlement. However, the main issues that persisthee development of income-generating

activities within the communities and the subsetjuemiminality of the area.
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lIl.  Relational Capacity for Social Innovation

Strategies intended to create new markets at the B@ough collaborations with not-for
profit partners are supposed to provide firms’ wikkarning and new knowledge
opportunities. This study seeks to identify thetgrats and key success factors in achieving
this. To do so, it explores whether the conceptab$orptive capacity, which has been
extensively used in the alliance literature to explthe dynamics of inter-partner learning,
can be directly transposed to cross-sector allemeth aims of social innovation. The results
of the analysis suggest that, due to importanedsfices between alliance partners and goals
in cross-sector alliances, as well as the aims udiness innovation relative to social
innovation, models of absorptive capacity only inigetly reflect the learning and
innovation dynamics characteristic of cross-seettances, due to differences in alliance
partners and goals and differences in type of iatiod. This article introduces the concept
of “Relational Capacity for Social Innovation”, aodel better suited to the analysis of
learning and innovation in the context of cross@ealliances, and highlights three key
success factors: sharing a common vision betweetngra, co-creating programs, and
implementing intentional learning processes.

This chapter is based on a paper co-written withthtaw Murphy (ESADE) and Miguel
Rivera-Santos (Babson College).
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Absorptive Capacity (ACAP), a concept developeddmpnen and Levinthal (1989; 1990) to
explain why some firms learn and innovate more tbtrers, is defined as the “ability to
recognize the value of new, external informatiossimilate it, and apply it to commercial
ends” (1990, p. 128). In particular, the allianterature has extensively applied this concept
to explain inter-partner learning dynamics (e.Bayona Saez, Garcia Marco, and Huerta
Arribas, 2001; Chen, 2004; Koza and Lewin, 1998)d.and Lubatkin, 1998; Lane, Salk, and
Lyles, 2001; Makri, 1999; Malhotra, Gosain, and &&wy, 2005; Mowery, Oxley, and
Silverman, 1996; Simonin, 2004).

While ACAP provides important insights to the besis-to-business (B2B) alliance
literature, no study has directly considered whetthe® concept applies to cross-sector
alliances (henceforth B2N alliances), defined dkborations between for-profit businesses
and non-profit organizations (NPOs). Yet, the dtare on B2N alliances suggests that many
partners enter these alliances with aims of legramd innovation (London, Rondinelli, and
O’Neill, 2005; Selsky and Parker, 2005; Teegen, ,otd Vachani, 2004; Waddell, 1999). In
particular, the Base-of-the-Pyramid (BOP) and sibace marketplace literatures suggest
that learning from and innovating with non-tradit&b partners is a necessity in markets
characterized by poverty, leading some scholarar¢ue that BpP innovations are inter-

partner co-creations (Sanchez, Ricart, and Rodzrif2@6; Simanis and Hart, 2008).

At the same time, there are significant differenoetsveen B2B and B2N alliances, which are
likely to impact ACAP. First, partners in crosst&ealliances are fundamentally different,

with different goals, dominant logics, and gover®rstructures (Austin, 2000; Berger,

Cunningham, and Drumwright, 2004; Doh and Teeg8632Hardy, Lawrence, and Phillips,

2006; Kanter, 1999; LeBer and Branzei, 2010; Rogltdiand London, 2003; Waddell and

Brown, 1997). Second, the objectives of B2N allemare distinct from those of B2B

alliances, as cross-sector alliances typically rgre® the creation of social value over

economic value (Alvord, Brown, & Letts, 2004; Bergst al., 2004; LeBer and Branzei,

2010; Nelson and Zadek, 2000; Teegen, et al., 206tjdell and Brown, 1997; Waddock,

1991). This is particularly true at the BOP, wheusiness models tend to explicitly combine
social and economic goals (London, Anupindi, andt&h2010; Prahalad, 2005; Simanis and
Hart, 2008).

The goal of this paper is to explore whether thecept of ACAP, previously applied in the

context of B2B alliances, is directly applicableB&N alliances, or whether it needs to be
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adapted to the specificities of these alliancesther terms, the purpose of this research is to
answer the following questioim what ways (if any) does ACAP differ in the cahtd B2N
alliances?The results of this analysis suggest that the tsaofeACAP developed for B2B
alliances only imperfectly reflect the learning amhovation dynamics characteristic of
cross-sector alliances. Therefore, this articleohices the concept of Relational Capacity for
Social Innovation (RCSI), a model better suitedh® analysis of learning and innovation in
the context of cross-sector alliances, especialtiiaBOP. The contributions of this work are
threefold. First, the article contributes to thess-sector partnership literature by proposing a
construct that helps explain inter-partner learrang innovation in B2N alliances. Second,
this work contributes to the BOP and subsistenceketplace literatures by providing a
framework to better understand the process of eatmm and co-innovation in markets
characterized by poverty. Third, this article cdnites to the broader inter-partner learning
and innovation literatures by analyzing the impafcthe type of partners and of the overall

goal of the alliance on learning and innovation.

The sections that follow review the concept of ACA#fore exploring the differences

between B2B and B2N alliances. The paper then dpsegbropositions regarding how these
differences impact various dimensions of ACAP ire tbontext of B2N alliances, and

proposes an alternative model of ACAP, called Retal Capacity for Social Innovation

(RCSI), better suited for these contexts. Two B2lMreces at the BOP, Groupe Danone’s
collaboration with the Grameen Group in Bangladestd Essilor's collaboration with two

Indian eye hospitals, Aravind and Sankara Netheglayovide illustrations of RCSI in BOP

contexts. The final section concludes by discussimgimplications and limitations of this

research for scholars and practitioners.

1. Absorptive Capacity

Absorptive capacity (ACAP), now viewed as the mafgeterminant of learning and
innovation, has become one of the most importantepts in organizational research (Lane,
Koka, and Pathak, 2006). Developed by Cohen andhtleat in two seminal articles (Cohen
and Levinthal, 1989, 1990), ACAP refers to a firnability to learn from its external
environment and to leverage new knowledge to impmarformance. Linking individual and
organizational levels, the concept of ACAP emplessithe cumulative and path-dependent
nature of learning, and highlights the processebgips, and procedures that enable learning
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in an organization. In Cohen and Levinthal’'s orairmodel, ACAP incorporates three
distinct, although related, facets: the firm’s @bito recognize the value of new information,
its ability assimilate it into its own knowledgedea and the ability to apply it to commercial

ends.

Following these foundational studies, numerous lechdave applied the concept of ACAP,
especially in the alliance literature. Howevereatablished by a recent literature review on
the topic (Lane et al., 2006), few studies attetopxtend or refine the construct (e.g., Dyer
and Singh, 1998; Lane and Lubatkin, 1998; Van descB, Volberda, and De Boer, 1999;
Zahra and George, 2002). Lane and Lubatkin (19@8)instance, highlight the difference
between a firm's absolute ACAP, which allows themfito learn from its external
environment as a whole, and its relative ACAP igi\een alliance, which allows it to learn
from a specific partner. Similarly, Zahra and Geol@002) draw a distinction between
potential ACAP — the external knowledge that a faowuld acquire and utilize — and realized

ACAP - the external knowledge a fifmasacquired and utilized.

Figure 7: A refined model of Absorptive Capacity (Todorova and Durisin, 2007)

Absorptive capacity
Assimilate
e Knowledge \ v Competitive
source i advantage:
® Prior Acquire T l Exploit »| ® Flexibility
knowledge A e Innovation
4 e Performance

A

Power
relationships

Activation
triggers

Building on these studies, Todorova and Durisin0@d0propose a model that describes the
different components and processes comprisingnasfiACAP (Fig. 1). The model places
the abilities to recognize the value of externabwledge, acquire that knowledge, and
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assimilate, transform, and exploit that knowledgeha core of ACAP. The model further

recognizes the importance of the type and sourcenoWledge as antecedents of ACAP.
Finally, power relationships, social integrationahnanisms, and regimes of appropriability,
are introduced as contingent factors and moderatotise relationship between knowledge,
ACAP, and performance. As such, it provides on¢hef most detailed and comprehensive
models to date of the processes that build a filkCAP.

Before exploring whether ACAP, as modeled by Toglar@and Durisin (2007), can be
applied to the context of B2N alliances, the serctibat follows analyzes the differences
between B2B alliances — in which the concept of AO#as been successfully applied in the

literature — and B2N alliances.

2. Cross-Sector Alliances and Social Innovation

B2N alliances are alliances involving partners frowth the for-profit and not-for-profit
sectors. Previous studies describe such alliangegargging along a continuum from those
which entail little collaboration to others whichvblve considerable collaboration (e.qg.,
Austin, 2000; Gray, 1989; Murphy and Arenas, inspreReed and Reed, 2009; Seitanidi and
Ryan, 2007). The most collaborative type of B2Naaltes, identified as integrative alliances,
are characterized as alliances combining the paftre®mpetencies and resources in a
process of systematic learning (Austin, 2000) artttto prioritize objectives of creating
social value (Hess, Rogovsky and Dunfee, 2002; \WeklidL989). References to cross-sector
or B2N alliances made throughout the remaindehisf paper relate to integrative alliances
as opposed to those of a conflict resolving, phiileopic, or transactional nature. Cross-
sector partnerships at the Base of the Pyramid |B&fé in subsistence marketplaces,
defined as marketplaces in which consumers bamhe Isufficient resources for day-to-day
living (Viswanathan, Sridharan, and Ritchie, 204@pically require innovations combining
both social and economic goals. Two major relatggleets thus characterize cross-sector
partnerships, especially at the BOP: the combinatifofor-profit and not-for-profit partners,
and the combination of social and economic goatherpartnership.

The cross-sector nature of partners has importaplications for B2N alliances. Most
importantly, partners in B2N alliances have muckslén common than partners in B2B
alliances. Cross-sector partners tend to shareretesms of organizational culture (Austin,
2000; Berger et al., 2004; Waddell and Brown, 198¥3sions (Kanter, 1999; Rondinelli and
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London, 2003; Waddell and Brown, 1997), views abwobat constitutes performance and
social value (Hardy et al., 2006; LeBer and Branz£i10), mindsets and professional
language (Austin, 2000; Lucea, 2007), compensgti@cttices (Preston, 1989; Weisbrod,
1983), organizational structures (Berger et al.0420 governance structures (Doh and
Teegen, 2003; Leete, 2000; Rondinelli and LondofAP32, and, most importantly,

organizational goals (Anheier and Ben-Ner, 2003).aAconsequence, B2N alliances exhibit
significantly different governance structures andrspe different objectives than B2B
alliances both in developed countries (Rivera-Samtod Rufin, In press) and at the BOP
(Rivera-Santos and Rufin, 2010).

The combination of social and economic goals iss#mnd major aspect differentiating B2N
from B2B alliances. While B2B alliances typicallgye objectives related to creating greater
economic value for their partners (Lane and Lulgtki98), cross-sector alliances tend to
have objectives prioritizing the creation of soaialue through social innovation (Berger et
al., 2004; LeBer and Branzei, 2010; Nelson and Ka@600; Waddell and Brown, 1997;
Waddock, 1991). Social innovation is “a novel solntto a social problem that is more
effective, efficient, sustainable than existingusioins and for which the value created accrues
primarily to society as a whole rather than to atévindividuals” (Phills, Deiglmeier, and
Miller, 2008: 36). Social innovations thus contrasth business innovations, which are the
multi-stage process whereby organizations transfaeas into new/improved products,
service or processes, in order to advance, congretalifferentiate themselves successfully
in their marketplace (Baregheh, Rowley, and Santyr@009). While social innovations
place priority on bringing benefits to society, im&ss innovation places priority on
improving the competitive position of the organiaat This has important implications not
only in terms of goals and beneficiaries, but alsterms of inputs and where these inputs

originate (see Table 1).

This has important implications for ACAP, as notyotme nature of the partners but also the
nature of the innovation in B2N alliances contralsarply with their equivalents in B2B
contexts. The section that follows examines eachpoment in the model of ACAP proposed
by Todorova and Durisin (2007) and explores howy thee impacted by these two main
differences.
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3. Absorptive Capacity in Cross-Sector Alliances

Analysis of the specificities of cross-sector atias in the previous section suggests that
many of the components of the ACAP model, as pregdry Todorova and Durisin (2007),
are impacted in cross-sector contexts. This seapiores how each component may be
impacted by the different nature of partners ambwations in cross-sector alliances. A
summary of the differences between B2B and B2Madies for each component of ACAP is
found in Table 2.

External knowledge and the ability to recognize itvalue

Todorova and Durisin’s (2007) ACAP model connetts firm’s ability to recognize the
value of external knowledge to antecedents of ssuat external knowledge and the extent
of overlap between the learning firm’s prior knodde and the knowledge to be acquired.
Sharing basic knowledge (i.e., the traditions awthmiques upon which knowledge is based)
with the source of external knowledge helps thenieg firm understand and value this
external knowledge (Cohen and Levinthal, 1990).

In B2N alliances, the learning firm’s source of eaxtal knowledge is the NPO. As a
consequence, the basic knowledge and the orgamzstiiucture in which it is embedded is
significantly different with that of a for-profiirim, making it more difficult for the firm to
recognize valuable knowledge. Furthermore, the typpknowledge possessed by an NPO
tends to be different from knowledge possessedrinsf as NPOs typically provide public
goods, rather than private goods and, as a consegupossess different sets of resources
(Doh and Teegen, 2003). In other terms, both tlkeceoand the type of knowledge are likely
to make it more difficult for firms to recognizeettvalue of external knowledge in cross-
sector alliances. This difficulty is compoundedB®P contexts, where knowledge is highly
localized (Johnson, 2007; Simanis and Hart, 2088).a consequence, if a firm wants to
acquire knowledge from a partnership with an NRQill need to bridge these knowledge
gaps by emphasizing relationship building as a tedyetter understand its NPO-partner and
its knowledge (Rivera-Santos and Rufin, In pre3$sjs reasoning leads to the following

proposition:
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Proposition 1 Compared to B2B alliances, recognizing the valuexdérnal knowledge will
be less likely in B2N alliances, leading to a gezaheed for inter-partner relationship

building.

Acquisition, assimilation, and transformation of exernal knowledge

After the value of external knowledge is recognjzédmay be acquired (Cohen and
Levinthal, 1990; Todorova and Durisin, 2007). Acgtion refers to the act of learning itself,

that is, bringing external knowledge into the kneslde base of the firm.

As mentioned above, firms and NPOs have differemrall goals, governance structures,
organizational decision making processes, and cosgb®ns practices, creating a wider gap
between firms and NPOs than between two firms (Rh&antos and Rufin, In press). This
results in a lower ability to acquire external knedge in B2N relative to B2B alliances.
Also, due to differences in organizational cultupepfessional languages, and missions,
misunderstandings will be more common in B2N aliesxcompared to B2B alliances (LeBer
and Branzei, 2010). Thus, relationship buildinghwé view to overcoming these wide
differences is also imperative to knowledge acdtjoisi in cross-sector alliances. This

reasoning leads to the following proposition:

Proposition 2a Compared to B2B alliances, the acquisition of exdéiknowledge will be

less likely in B2N alliances, leading to a greateed for inter-partner relationship building.

Todorova and Durisin (2007) go on to argue thagrahe firm acquires external knowledge,
it can assimilate it, with little alteration if theew knowledge fits well with existing cognitive

schemas, or with significant transformation of btitb knowledge and cognitive schema if it
doesn’t. This rationale implies a higher abilityitwernalize new external knowledge when
inter-partner overlap in terms of knowledge based knowledge processing systems is
higher (Lane and Lubatkin, 1998).

A firm’s ability to internalize new external knovdge is greater when its knowledge
processing systems, in the form of organizatiortalictures and related compensation
practices, are similar to its partner's (Lane angbadtkin, 1998). As mentioned above,
organizational structures and compensation pract€&NPOs differ significantly from those
of for-profit firms. As a consequence, the degré&ansformation the knowledge will need

to undergo before the firm’s cognitive schema aaoliiporate it is likely to be important.
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Furthermore, cross-sector alliances combine soei#th economic goals, meaning that
combinations of knowledge that are new to bothneaigt are likely to be necessary to achieve
the goals of the alliance, adding to the importapicadaptation of knowledge. Finally, the
complex nature of the societal dilemmas that ceesger alliances seek to address (Phills et
al., 2008) compounds the hurdles related to thebamation and assimilation of knowledge
within the alliance. This is particularly true ofo® environments, in which highly localized
and complex solutions are typically needed (Chmst@, Craig, & Hart, 2001; Johnson,
2007; Rivera-Santos and Rufin, 2010; Simanis and, H808). This reasoning suggests that
the degree of adaptation and transformation negefsathe assimilation of new knowledge
in cross-sector alliances is likely to be partidyldnigh. This is in line with some authors’
claims that cross-sector alliances require co-meatrather than simple innovation,
especially at the BOP (London, 2007; Simanis and, 2808; Webb, Kistruck, Ireland, and
Ketchen, 2010). These arguments lead to the fatigywroposition:

Proposition 2b: Compared to B2B alliances, the degree of knowleddaptation and
transformation will be higher in B2N alliances, thag to situations of co-creation of

knowledge.

Exploiting external knowledge / outcomes

The final step in Todorova and Durisin’s (2007) ralbdf ACAP is the exploitation of new
knowledge for commercial purposes. A firm’s domin&yic (Prahalad and Bettis, 1986)
determines how it applies knowledge for commereiads (Lane and Lubatkin, 1998). The
degree to which this logic overlaps with that f gartner will determine its ability to
commercially apply new knowledge. Similarly, the m@xperience partners have in solving
similar types of problems, the easier it will be tbem to find commercial applications for
newly assimilated knowledge and derive improvedgoerance implications from this new
knowledge (Lane and Lubatkin, 1998).

In the case of B2N alliances, the fundamental missiand goals of both partners will be
different (Kanter, 1999; Rondinelli and London, 30®@Vaddell and Brown, 1997). The two

partners’ intents in regard to who will be the painyl beneficiary of learning and subsequent
innovation processes will lead to different appgimas and outcomes of new knowledge. Due
to these differences, partners in cross-sectoaras will tend to have less experience
solving similar types of problems compared to pendrin B2B alliances. In other terms, the

commercial application of new knowledge will be m@hallenging in B2N alliances relative
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to B2B alliances, and competitive advantages in then of increased flexibility,

performance, and business innovation, which arecaypof B2B alliances (Cohen and
Levinthal, 1990; Zahra and George, 2002), will berenelusive in B2N alliances. By
contrast, social innovations originating from B2Naaces will emphasize the creation of
social value, in combination with economic goaler@er, et al., 2004; LeBer and Branzei,
2010; Nelson and Zadek, 2000; Waddock, 1991; Wadaledl Brown 1997), and the
outcomes will accrue primarily to society rathearihthe firm. This reasoning leads to the

following propositions:

Proposition 3a Compared to B2B alliances, commercial applicatiémew knowledge will

be more difficult in B2N alliances.

Proposition 3b: Relative to B2B alliances, the benefits or outc®rmem learning in B2N

alliances are more likely to accrue to society etthan to the firm.

Moderators and contingent factors

The moderators that influence all other componeft&CAP in Todorova and Durisin’s
(2007) model include activation triggers, definedeaents that encourage a firm to respond
to specific stimuli, and social integration meclsamé, defined as processes facilitating

effective sharing and integration of knowledge.

To varying degrees, new knowledge gained from eingag B2N alliances will become part
of a contributing organization’s knowledge base sa@ial integration mechanisms. Yet,
because of wide differences in the basic knowlealge objectives of for-profit and non-
profit organizations, social integration mechanismils be more important to the integration
of external knowledge for firms participating in Bz2alliances. This reasoning leads to the

following proposition:

Proposition 4a: Relative to B2B alliances, the integration of ertdrknowledge from B2N
alliances will rely more on the existence of pr@essdesigned to integrate new knowledge
throughout the organization.

In addition to activation triggers and social irm@gn mechanisms, Todorova and Durisin
(2007) emphasize the important contingent factquasfer relationships, that is, external and
internal relationships that involve the use of poaed other resources by an actor to obtain

his or her preferred outcomes.
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An organization’s identity, or the way in which iteembers perceive its central, enduring and
distinctive attributes (Albert and Whetten, 1985))ikely to determine how it responds to
activation triggers. Businesses which see themseb& offering enough to society by
maximizing shareholder value are unlikely to engag®2N alliances with aims of social
innovation. By contrast, firms which perceive theile as serving society more broadly will
be more likely to engage in such alliances and esigh the need for alternative success
metrics (Johnson, 2007; London et al., 2010; Simmand Hart, 2008), as they will consider
the type of social innovation stemming from theliareces as part of their broader mission.
This is aptly illustrated in the fact that manynis engaging in cross-sector alliances at the
BOP argue that traditional profit-based performaimckcators for the BOP initiative do not
correctly capture the value of such initiatives the firm (Johnson, 2007; London et al.,
2010; Simanis & Hart, 2008). This leads to thedwihg proposition:

Proposition 4b: Firms viewing the creation of societal value astpair their mission are
more likely to form B2N alliances in the pursuitsoicial innovations than firms viewing the
creation of value for shareholders as their solssian.

Finally, Todorova and Durisin’s (2007) model of AAacknowledges the positive or
negative moderating effect of regimes of approplitgbwhich refer to the extent to which
property rights protect the advantages gained gi& products or processes. Because B2N
alliances tend to be formed for social innovati@specially at the BOP, regimes of
appropriability are likely to be less relevant imst context. This reasoning leads to the

following proposition:

Proposition 5: Compared to B2B alliances, regimes of approprigbivill have a minimal

moderating effect on B2N alliances.

This analysis suggests that existing models of A@&#eloped in the context of for-
profit firms cannot be directly transposed to cresstor alliances, due to differences in the
partners and in the overall goal of such allianddse section that follows introduces the
concept of Relational Capacity for Social Innovatia model adapted from ACAP and better
suited to the analysis of learning and innovationthe context of cross-sector alliances,

especially at the BOP.
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4. Relational Capacity for Social Innovation in CrossSector

Alliances: Two lllustrations

The analysis and propositions above suggest tkeatdahcept of ACAP does not adequately
explain learning in B2N alliances. Moreover, exthigrature on social innovation and B2N
alliances (e.g., LeBer and Branzei, 2010; Mulgaalgt2007; Phills et al., 2008), as well as
the cases used for illustration in this articleseia that models of ACAP do not address other
factors important to understanding learning andwation in the context of B2N alliances.
Therefore, this paper introduces a new concepidingi on ACAP, explaining a firm’s
Relational Capacity for Social Innovation (RCSlcnmoss-sector alliance. Figure 2 provides a
graphical representation of the construct.

Figure 8: Model of relational capacity for social nnovation
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Two cases of firms collaborating with NPOs in tlomtext of BOP projects, based on semi-
structured interviews with top managers conducte®0d10, secondary sources, and archival
data, serve to illustrate this model (see Tablg~2%t, Groupe Danone’s B2N alliance with
the Grameen Group in Bangladesh aims to reduce bwmutrition, providing poor
consumers with affordable and nutritious yogurtd groverty, leveraging local resources,
creating employment throughout the value chain, antphasizing co-creation and co-
innovation. Second, Essilor’s collaboration wittotvenowned Indian eye hospitals, Aravind
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and Sankara Nethralaya, addresses the lack ofsatweye-care for people in rural areas of
India by combining knowledge and resources to dffsg sight tests and affordable glasses to
the poor, with fewer innovations and very limitegining for the partners, thus providing a
contrast to the Danone-Grameen case in which batiingrs emphasize learning (see

Appendix 1 for case summaries).

Many authors consider the BOP an extreme envirohmemhich cross-sector collaborations

are necessary for social innovation (e.g.,, Lonaloth Hart, 2004; London, 2007; Simanis and
Hart, 2008). Extreme cases are useful becausestiteg to highlight aspects of phenomena
which might not be so apparent in other cases (Beelt, 1989; Stake, 1995). By using two
cases, contrasting patterns in the data become nuireeable (Eisenhardt and Graebner,
2007), thus facilitating the illustration of imparit aspects of the proposed model of RCSI.

Table 3 provides a summary of the application efRCSI model to both cases.

Antecedents and activation triggers: Envisioning aontribution

As with ACAP, the model of RCSI recognizes the aeetlents of prior knowledge, both

internal and external. However, the role identityyp in shaping an organization’s response
to activation triggers, leading to its incorporatiomn RCSI. In the case of Danone, whose
stated mission is to bring health through food sareany as possible, the firm’s identity is

closely associated with the pursuit of a dual misscombining economic and social

objectives.

Based on the expectation that the identity of agawoization, together with its prior
knowledge, influences how an organization respdodan activation trigger, the model of
RCSI differs from extant models of ACAP by emphagjzthe act of envisioning a
contribution to society as an essential componétgayning in pursuit of social innovation.
In turn, when an organization recognizes how itevdedge base might be useful for
addressing a societal issue, it helps it recogttizevalue in the knowledge of potential
partners such as NPOs. In the case of Danonepthpany clearly sees how its expertise in
the production of healthy foods can contributehte &lleviation of malnutrition. However,
with little experience serving markets where matition is rife, Danone recognized the need
to establish relations with an organization suchGaameen, which has vast experience
developing business models in subsistence marketpld.ikewise, in the case of Essilor, the
firm understands that its expertise in the producof lenses may help to address the need

for better vision in regions where the extremelympoarely receive eye care. Yet, with
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limited experience in serving customers in Indiagoaintry where millions are in need of
basic eye care (Garrette, Benkirane, and Roger-8f§ct2008), Essilor sought the
collaboration of Aravind and Sankara Nethralaya (SNPOs embedded in the Indian

marketplace that share Essilor's mission of praxgcaffordable vision to the masses.

External knowledge and the ability to recognize itvalue: Building relations

As with ACAP, an ability to recognize the value ekternal knowledge is a crucial
component of the learning process in the model@SRHowever, learning in B2N alliances

is more challenging because partners share liséckknowledge.

Propositions 1 and 2a suggest that building retatips to bridge the distance between
organizations in the business and non-profit secier paramount to learning in B2N

alliances. As relationships develop, an enhancedenstanding and appreciation for the
knowledge of others arises and this may, in tuaise an organization to re-envision its own
contribution to meeting an unmet social need. Thhe, model of RCSI includes bi-

directional arrows to represent processes of feddbhad learning between the components
of relationship building, recognizing the value ather's knowledge, and envisioning a
contribution to a societal dilemma. Solid linesresent likely feedback or learning loops,
while dashed lines represent loops which, altholegis likely, are considered possible or

optional.

At the BOP, non-traditional partners provide mudtionals with essential knowledge of
existing social strengths (London and Hart, 200%) both formal and informal institutions
(Webb et al., 2009). In the case of the Grameembarcollaboration, strong relationships
developed between the leaders of both organizatimasick Riboud, CEO of Danone Group,
and Muhammad Yunus, founder of Grameen Bank, wb#deone also established a large
team of individuals with boundary spanning cap#bgi in Bangladesh to develop
relationships and learn from Grameen and otherl logganizations (Yunus, 2007). In the
case of Essilor, prior to their alliance, the compaad long-term transactional relationships
with both of its partners, who it supplied lensegGarette et al., 2008). These relationships
fostered mutual trust and a high regard for thenkedge and resources possessed by each

organization.
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Acquisition, assimilation, and transformation of exernal knowledge: Co-creation

When relationships are formed, a process of legraimd developing solutions to address
societal needs may begin. Contrasting with ACAPichvifiocuses on the ultimate commercial
application of innovations, RCSI recognizes thaiadnnovations require the co-creation of
new knowledge involving several sectors (Phillalet2008), that is, an iterative process of
co-designing solutions for societal problems, canmyg and/or transforming the knowledge
and cognitive structures of the partners involuwaen piloting potential solutions on a small
scale. Phills, Deiglmeier, and Miller (2008) strekat “most difficult and important social

problems can’t be understood, let alone solvedhawit involving the nonprofit, public, and

private sectors” (p. 43). Thus, learning from ateaxal source of knowledge, such as a B2B
alliance partner, then applying this knowledge dommercial purposes, misses the point of
social innovation which calls for learningmong partners and the co-creation of new

knowledge that no organization or sector could rgarerated on its own.

The cases of Danone and Essilor offer contrastkagn@les of what this process may look
like and how outcomes of B2N alliances may différew co-creation of new knowledge does
not take place. In Danone’s alliance with Grameadisgussions of what the organizations
could do together led to the vision of a proxintiysed business model that would bring
benefits to the community throughout the value cl{&unus, 2007), in spite of the fact that
neither organization had a clear understandingoof this would work at an early stage in the
alliance’s formation. With this general design innd) the partners both combined and
transformed their own knowledge and cognitive scémorder to co-create an innovative
solution to alleviate poverty and malnutrition inargladesh, departing from ACAP’s

traditional model of adaptation of knowledge, ratlean cognitive schema.

In contrast to the process of interorganizatioealming and co-creation that occurred within
the Danone-Grameen alliance, Essilor's alliancen wAravind and SN resulted in little
learning or co-creation of new knowledge. In gehdlree partners in this alliance combined
resources, but kept close to their core organimati@bjectives. Ultimately, the alliance
produced no product innovations and what Essil@arniked from this was limited to

reconfirming that its strength lies in the prodantirather than the distribution, of lenses.

While the Danone-Grameen and Essilor-Aravind-Shmdles took different approaches to
determining how to address unmet societal needh, dbances piloted their solutions on a

small scale prior to implementing them on a larigasis. While piloting solutions prior to
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full-scale implementation is not exclusive to sbdraovation in comparison to business
innovation, it is so essential to processes ohiegrand galvanizing support and enthusiasm
for social innovations (Mulgan, Tucker, Ali, andr8lars, 2007) that it is highlighted as a

distinct component of the model of RCSI.

Exploiting external knowledge / outcomes: Innovatia and implementation

In the context of social innovation, when a piletperceived to reach a satisfactory level of
performance, it is generally implemented on a laggale in order to provide greater social
benefits and gain economies of scale (Webb et 241Q9). If the implementation or
“exploitation”, as ACAP’s models refer to it, is cessful, it results in innovation and
benefits accruing primarily to society in the forof improved social or environmental
welfare (Phills et al., 2008). As suggested by Bsiiion 4a, the firm can also realize benefits
arising from B2N alliances when social integratrmechanisms are put in place to integrate
knowledge acquired in the alliance into the firkfowledge base. Furthermore, successfully
addressing previously unmet social needs may havmpact on an organization’s identity.
The cases of Danone-Grameen and Essilor—Aravinda@Nuseful for illustrating these

points.

In the case of Danone-Grameen, Danone utilized $tam its R&D, operations, and
marketing functions to co-create with Grameen a rmwginess model which differs
significantly from any that either organization hasiployed before. Yogurt factories are
created on a micro-scale and powered by renewatdegg supplies of milk are sourced
from small-scale dairy farmers near the factorgfrdiution includes a network of local sales
ladies; yogurt is fortified with nutrients to a deg previously unattained; and containers are
made of bio-degradable materials (Yunus, 2007). iMédle, Danone carefully designed
routines and processes for spreading new knowlddgeloped with Grameen throughout the
company, as detailed in Table 3). As a result, mliog to Danone Communities’ General
Manager, Danone’s alliance with Grameen provides tompany “a proven learning
experience” leading to numerous product and prodgessvations. Consequently, the
participation of R&D staff assigned to work on Daets social projects has increased from a
few hours of spare time to the full-time dedicatadra team of 15 staff supported by the part-
time commitment of a further 60 employees. Thea# abt only innovate for the purpose of
the social initiatives they are focused on, buting@mation gained from such initiatives for

entering emerging markets such as India and, iscrgly, a process of reverse innovation
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brings new knowledge back from these projects Daomone’s more established markets. In
contrast, in the case of Essilor-Aravind-SN, pagnmerely combine their knowledge and
resources rather than transforming them to pronmoigvation. While this alliance provides a
valuable service to Indian society by increasing léevel of eye-care available to the rural
poor, Essilor's VP of Sustainable Development repdinat the alliance does not produce
great benefits to Essilor itself. Essilor's managam recognizes that the marketing
knowledge generated by the program is rather lonié®d has not percolated to other
business units within the company. Likewise, thejgmt did not generate any product

innovations.

These examples illustrate that, although B2N aiksn hold the potential for both
organizational and societal benefits, realizingaoigational benefits is not automatic. In the
RCSI model, dotted lines thus represent potentiaptional links between piloting and/or
implementing socially innovative solutions and abswy the new knowledge and
capabilities that may arise from learning in a B&lance. When adequate social integration
mechanisms are in place, organizations may befiefit some commercial applications of
new knowledge gained from B2N alliances. Howewverthie absence of such routines, this
new knowledge is likely to remain with the indivals or teams directly involved in the

alliance, without benefitting the overall organieat

Moderators and contingent factors

Mirroring ACAP, the model of RCSI acknowledges @ation triggers as important catalysts
which launch efforts in pursuit of social innovatidn the context of both business and social
innovation, something needs to occur to prompt egaruzation to search for external

knowledge in order to learn.

The model of RCSI also incorporates the componeritpower relations and social
integration mechanisms present in the Todorovalaumisin (2007) model of ACAP. Power
relations are a constant factor both within orgamins and between alliance partners and
moderate what knowledge is valued and how it i$izetl. Likewise, social integration
mechanisms moderate all components of RCSI. Fompba the ability to identify new
external knowledge or co-create new knowledge iderated by the way social networks are

employed for sharing information between and wittiiganizations.

The case of Essilor highlights the limitations &arning and its diffusion throughout the

company when social integration mechanisms are ratdzed. Conversely, the case of
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Danone reveals the possibilities of widespreadilegrwithin an organization when routines
and processes are in place to utilize social nétsvand share knowledge.

Departing from models of ACAP, the model of RCSeslmot include the moderating factor
of regimes of appropriability. As Proposition 5 gegts, regimes of appropriability are less
relevant to B2N alliances, due to the priority give the pursuit of benefits for society over
those for the firm. As Danone Communities’ Genéfalnager mentioned in the interview,
“everything that has been learned [from the Granigamone joint venture] should be shared
as much as possible to bring solutions to as maoplp as possible”. The substantial amount
of information that Danone and Grameen share athmutlliance in publications (Yunus,
2007; Yunus et al., 2010), on their web-sites, lapadpening the doors of their micro-factory
to thousands of visitors, reflects this spirit peoness.

Conclusion

This paper applies ACAP to the context of B2N alties, exploring whether ACAP can be
directly transposed to the context of B2N alliancébe analysis suggests that, due to
significant differences in both the objectives ahd partners of B2B and B2N alliances,
current models of ACAP fit imperfectly to the coxttef learning and innovation in cross-
sector alliances. While these differences do naitredict the model of ACAP itself, the
prevalence of B2N alliances established with aifnkarning and social innovation cannot
be explained or understood using the model of ACA$a result of the imperfect fit of the
model of ACAP to B2N alliances, this article inttos the concept of Relational Capacity
for Social Innovation (RCSI), which is better sdit® explaining the dynamics of learning

and innovation in the context of B2N alliances,ezsally those at the BOP.

The model of RCSI shares several fundamental coemenwith the model of ACAP.

However, RCSI also introduces several componeras db not appear in ACAP, but are
important to dynamics of learning and innovationBAN alliances. In particular, RCSI
emphasizes the importance of an organization’stityeto understand how it responds to
activation triggers; envisioning a contribution tke resolution of a societal dilemma;
carefully building relationships with partners inder to bridge wide gaps in basic
knowledge; co-creating new knowledge and transfegrgognitive schemas; and piloting
solutions to highly complex problems prior to implentation. While ACAP recognizes the

importance of social integration mechanisms, RC&dcgs additional emphasis on
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intentionally building such routines and processesxause of their essential role in
facilitating the integration of learnings and betsefarising from B2N alliances. Also,
differing from ACAP, RCSI de-emphasizes the impoc&of regimes of appropriability due

to the priority that B2N alliances give to creatimgnefits for society as a whole.

This research contributes to the literature in éhegeas. First, the construct of RCSI
contributes to the literature on cross-sector gastmps by explaining the processes and
dynamics of learning and innovation in B2N alliasicBecond, by providing a framework to

improve understanding of processes of co-creatioml a&o-innovation in markets

characterized by poverty, this work contributes BOP and subsistence marketplaces
literatures. Third, by highlighting the impact trdifferent types of partners and the overall
goals of B2N alliances have on learning and innowathe article contributes to the broader
inter-partner learning and innovation literaturemally, this research assists practitioners in
recognizing the specificity of learning and innawatin cross-sector alliances and aids them

in organizing processes to benefit from such atksn

As is the case in any research endeavor, thel@ratations to this paper. Given its emphasis
on B2N alliances at the BOP, for instance, thiglgtoas not analyzed cases of B2N alliances
in developed contexts that might lead to furthesights regarding the model of RCSI.
Similarly, some scholars (e.g.,, Kerlin, 2006), exsally in Europe, have pointed to
similarities between NPOs and social enterprises l@ve argued that alliances between
firms and social enterprises are a form of B2Naallies. The study of RCSI in alliances
between for-profit firms and social enterprisespabeyond the scope of this paper, is likely
to provide important insights into how firms leaand innovate in non-traditional alliances.
Finally, this is primarily a conceptual paper, rely on in-depth case study data to illustrate
the proposed concept of RCSI. A quantitative stexiyloring the dimensions and impacts of
RCSI in B2N alliances may be more generalizableeilmost probably at the cost of a
detailed understanding of the phenomenon. This vetiduld encourage other scholars to
pursue the exploration of the dynamics of intetipar learning in the context of B2N

alliances.
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Table 10: Comparison of business innovation vs. satinnovation

Business Innovation

Social Innovation

Definition

An innovation that will be exploited for th
purpose of taking advantage of
economic opportunity (Schumpeter, 1934

“The  multi-stage  process  wherel
organizations transform ideas in
new/improved products, service
processes, in order to advance, comq

and differentiate themselves successfully

in their marketplace” (Baregheh et 4
20009).

e“A novel solution to a social problem th
aiis more effective, efficient, sustainable,
hjust than existing solutions and for whi
the value created accrues primarily
D¥ociety as a whole rather than to priv

tAndividuals” (Phills, et al., 2008, p. 39).
or

ete

Goals

- “to gain an enhanced position in t
market and related temporary profits
“economic rents” from their innovation
(von Hippel, 1988: 43).

- To provide aggressive top-line grow
and increase bottom-line results (Davila,
al., 2006).

- To advance, compete and differenti
themselves in the marketplace (Baregl
et al., 2009).

ne “motivated by a goal of meeting a soc
oneed” (Mulgan et al, 2007: 8).

- The mission is to create and sustain so

th
et “virtuous intent in an organization is

necessary condition for social innovatio
(Bright and Godwin, 2010: 180).

ate

neh

Primary
Beneficiary

- The organization (Schumpeter, 195
Zahra and Coven, 1994; Bessant et
2005; Baregheh, et al, 2009).

0; Benefits primarily accrue to socie
dMulgan et al., 2007; Phills et al., 2008).

“Many innovations address  soci
problems or meet social needs, but only
social innovations is the distribution

financial and social value tilted towa
society as a whole” (Phills, et al., 2008: 3

value (not just private value) (Dees, 2001).

or
th

ate

al

cial

~

y

al
for
Df

d
8)

Originator

- Focus on the firm or users of the firm
products or services (von Hippel, 1988).

innovato
the

- Various combinations of
internal and external to
(Chesbrough, 2003).

firm“The most important implication (of th

's Public organizations, social enterpris
cooperatives,

(Phills et al., 2008).
S

concept of social innovation) is th
importance of recognizing the fundamen
role of cross-sector dynamics (Phills et
2008: 42).

eS,

cross-sector collaborations

tal

=
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Table 11: Comparison of B2B and integrative B2N ai&nces relative to ACAP

Components of ACAP B2B Alliance B2N Alliances
(Todorova and Durisin
2007)
Prior Knowledge (K) & | - B2B partners are likely to share mgre B2N partners are likely to share less|in
Recognizing the Value of| in terms of org culture terms of org culture (Austin, 2000;
External K Berger et al., 2004; Waddell and Brown,
1997)
Sharing basic knowledge _ - B2N partners are less I|keI¥ to share
. - B2B partners are more likely to shar@rofessional language (Austin, 2000;
with the source of new .
» professional language Lucea, 2007)
knowledge facilitates ’
recognizing the value of - B2N partners are less likely to shdre
new external knowledge _pgop partners are more likely to shar¥iews of what constitutes social valyie
(Cohen and Levinthal, \iawws of what constitutes social valu@nd how to obtain it (Hardy et al., 2006;
1990). and how to obtain it LeBer and Branzei, 2010)
- B2B partners are more likely to sharé_B_ZN pa.rtn.ers are less likely to share
similar missions at a fundamental leyefiMmilar missions at a fundamental level
(e.g., profit) (e.g., societal) (Kanter, 1999; Rondinglli
and London; 2003; Waddell and Brown,
1997)
Assimilate New External | - Compensation practices in B2B Compensation practices in B2N likely
K likely to be more similar to be different (Preston, 1989; Weisbrod,
1983)
Similar knowledge| - Org structures in B2B more likely to',Org structure in B2N likely to be
. . | different - less formal and less
processing systemsbe similar — more formal and more . O ] _
o . o . s . | centralized decision making in NPQs
facilitate internalization of centralized decision making in
. (Berger et al., 2004)
new K from external businesses
sources  (Cohen and
Levinthal, 1990). . . .| - Governance practices in B2N will he
- Governance practices in B2B likely
. different (Doh and Teegen, 2003; Leete,
to be similar -
. . 2000; Rondinelli and London, 2003)
Compensation  practices
and organization structure
S'e' i t.degree CS - More psychological hurdles in B2N
ormaization and . Less psychological hurdles in B2B | (e.g., mistrust, fear, loss of control,
centralization) serve as : . ]

) ¢ K ed misunderstanding of motives)
prOX|es. or knowledge (Rondinelli and London, 2003)
processing systems (Lane
and Lubatkin, 1998). _ o - Less likely to share missions and gogls

- Morg likely to share missions andp goN (leads to misunderstandings and

goals in B2B interorganizational conflict)  (Kanter,
1999; LeBer and Branzei, 201p0;
Rondinelli and London; 2003; Waddell
and Brown, 1997)
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- B2B partners more likely to sha

professional language.

- Partners in B2B tend to share more

terms of org. culture

- B2N partners less likely to sha

_eorofessional language (Austin, 20d0;

Lucea, 2007)

i Partners in B2N tend to share less| i

terms of org. culture ( Austin, 200
Berger et al., 2004; Waddell and Brow

e

e

S5 &
- =]

1997)
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Table 12 : Components of the model of RCSI in rel&in to the Danone and Essilor cases

Component

Definition

Danone

Essilor

Existing Organizational ldentit
& Knowledge

y- ldentity: Perceptions of centra
enduring and distinctive attribute
(Albert and Whetten, 1985
shared by the members of
organization.

- Knowledge: Facts, informatior
and skills acquired throug
experience or education (Oxfo
Dictionaries Online)

l; Danone’s mission, to brin
2dealth through food to as many
)possible, reflects its identity as
abusiness focused on developm
of healthy foods and beverages.

- Prior experience of so0ci:
hprojects to develop foods th
réddress malnutrition (e.g., Bika
Susu & Milkaut in
fortified yogurt product in
Morocco;  calcium  enriche
biscuits in China; Mleczny Sta
children’s cereal in Poland).

- Ability to work across culture
gained over years of expansi
into emerging markets.

- Ability to collaborate in pursui
of social projects (e.g., Mleczn
Start in Poland).

Indonesia;

0- Essilor defines its mission &
dSeeing the World Better”. Th

drm was created in 1849 as
enboperative.

- Tradition of societa
alinvolvement: sponsorship of ey
atare NPOs

ut

- Active and innovative

dFoundation; tagline: “Better Lif¢
rithrough Better Sight”; free ey
exams in schools; education
parents, teachers, caregivers, i
community leaders about eye c3
5

on
- Before entering India, Essilg

offered low cost products i
emerging markets such as Braj
t Since the ‘60s, success in Bra
yvas built on a low-cost produ
that addresses the vast majority
the market.

1%

of
and
Ire

Dr
n

zil
Ct
of
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- R&D and
capability focused on productia
of healthy foods and drinks.

management

n

Activation Trigger(s)

Events that encourage or ceh
an organization to respond
specific internal or externa
stimuli (Todorova and Durisin
2007).

P Sale of biscuit unit, LU, cause
terisis bringing pressure 0
IDanone to restore its identity as
,socially sensitive business.

- Push into emerging markets

are more prevalent

“We have a duty...to redug
excessive inequality in living an
working conditions” (CEO, A
Riboud, 1972).

d Essilor's strategy to expand

growth strategy; markets whersignificant
issues of poverty and inequalityootprint,  so

Long-standing dual commitment
to economic and social progress -

mMarket share in India to match
global market share
(Garette et al., 2008).

as Essilor products do not have
environmenta

blindness prevention is seen as
alternative focus for sustainab
development efforts.

e
d

Envision Contribution

Ability to appreciate how sting
knowledge and/or
may be employed to addre
societal issues

capabilitieproducts, R&D capability, an

- Recognition of how Danone

ssocial network may be employe
to address issues of malnutrition

- Danone’s Mission: “Healtt
through food to as many :
possible”

s- Essilor contributes to providin
daffordable vision to the poor b
rgbroviding lenses and financi
.resources to like-minded partne
/ distributors.

S
as  Recognition that Aravind
Sankara Nethralaya (SN) a

(30%)

focusing  on

s

an

g

y
al

Essilor have the same mission, {.
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giving affordable vision to masses

in India (Garette et al., 2008)

Recognize Value in Others

Ability to identify otkemwith
complimentary knowledge and/
capabilities useful to address
societal issue.

Learning about others knowled
and capabilities can lead to ne
ways of envisioning one’s ow
contribution.

- Danone is aware of th
peffectiveness of Grameen
anplementing innovative

solutions to societal dilemmas.

ge M. Yunus is aware of Danone
pwwapability of producing nutritiou
nyogurts.

- F. Riboud sought out M. Yunu
in order to get ideas about how
use Danone’s knowledge al
capabilities to address issues
malnutrition in  impoverishe(
communities (Yunus, 2007).

e Aravind and SN had experience

imeaching rural patients in Ind

> with campaigns (since 1987 for

SN; since 1976 for Aravind
(Garette et al., 2008).

S

s- SN and Aravind recognize

d

Essilor as the most reliable lens

maker in India. Partnering wit
Essilor aligned with their strateg

%f not proposing “second hand”

y

tor reading lenses (Garette et al.,
N008).

of

)

- Essilor management was

impressed by the leadership a

nd

charisma of the entrepreneurs

who founded SN and Aravind.

Build Relations

Ability to build bridges and tru
across sectors and cultures.

As relationships are buil
envisioning may occur togethe
different aspects of the other

st F. Riboud strikes up a trustf
relationship with M. Yunus
agreeing on a handshake
develop a social business toget
L,(Yunus, 2007).

S

-

ub  Essilor was a supplier 1
,Aravind and SN before th
toollaboration. All partners alread
h&new each other well.

knowledge and/or capabilities Danone commits significant

may become apparent. human resources to understanding
the context and building Ja
153
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network of relationships i
Bangladesh (Yunus, 2007).

Co-Design

Collaborative  conception
solutions to societal issues.

of The Grameen-Danone teg
imagines a proximity base
business model that will brin
benefits to the communit
throughout the value chain of tl
business; from supply, throug
production and  distributio
(Yunus, 2007).

im Each partner keeps close to
dcore business. The progrg
gconsists  of only increment
yimprovement to existing Aravin
nand SN eye camps.

Jh

A No co-design of a new busine

model or product, but innovatig
in distribution processes.

Combine

Joining complimentat
knowledge and/or capabilities
address societal dilemmas.

y Grameen contributes knowled
tof local culture and taste
activates its social networ}
leverages its
capabilities (e.g., establishin
network of sales ladies) (Yunu
2007)

- Danone contributes technic
capabilities for producing health
foods; acumen for marke
research, marketing, and efficie
organizational management

- Creation of a joint venture
Grameen Danone Foods Limitec

organizationagtrains optometrists (Garette et g

e Essilor pays for refraction var
5(4 provided between 2007 ai
x;2008); provides low cost lensg

1008)
s,

- Aravind and SN run th
refraction vans and bear &

y2008).
ot
nt
- No legal structure founded fg
this program; partners monit
implementation through reguli
>:meetings
]

abperating costs (Garette et al.

ts
m
al

SS
n

1S
nd
S;
al.,

=

all

Transform

Changing new knowledge and
perceptual schema to addre

/er A new type of Dbusines
pggganization, the social busines

societal dilemmas

S- Alliance exhibits ng
ssransformation of knowledge ¢

is established.

perceptual schemas

1
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to create a micro-factory.

- To maximize intended healt
benefits, yogurt is enriched wit
30% of RDA, more thar
previously thought possible.

- To create a proximity business
model Danone transforms its
knowledge about yogurt factories

h

Pilot Testing the new product o GDFL piloted products and- Pilot started with four refractio
service on a small scale for thbusiness model on a small scalans provided by Essilor (Garet
purpose of evaluatingand recalibrated in response |tet al., 2008).
effectiveness, learning, andcustomer reactions and issyes
enhancing future models. with the business model (e.g.,
preference for sweeter yogurt;
reliance on Grameen-ladies sales
network; fluctuation in milk
prices) (Yunus, 2007).
Implement Operationalizing the new produetRamping up production to fully- Eight vans have been put in

or service on a larger scale.

km radius of the factory.

- Current construction of a"®
micro-factory in Dhaka.

serve the community within a 30peration. To reach the 600,0
villages of India, approximately

- Planned expansion of the

1,000 vans would be requirg
(Garette et al., 2008).

=)

to
DO

ad

business  model througho

ut
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Bangladesh 2020

factories).

by (5

Absorb

Recognition and integration
new knowledge
organizational purposes.

to apply tofrom the alliance may be used

of Danone recognizes innovatio

further  other  organizationa
purposes:
e.g., micro-factories provide

lower cost model in some ne
and established markets; yogu
may be enriched with levels
nutrients higher than previous
imagined; bio-degradable cu
may be used in other markets.

ns Essilor management recogniz
tomarketing knowledge generat
alby the alliance is limited and h;
not percolated to other busing

aunlts.

W

s The program confirme

IJtEssiIor’s strategy of being only
roducer and not expanding in
Pistribution.

Power Relations

Relationships that involve the
of power and other resources
obtain preferred
(Todorova and Durisin, 2007).

outcomedeaders and well-known publ

usérank Riboud and Mohamma
t¥unus, both  organizationg

figures, used their influence |1
promote the Grameen-Dano
joint venture both internally an
publicly.

cand supported working togeth
alue to pre-existing transaction
neelationships and shared missid
dof bringing improved eye-care f{
the rural poor in India.

Social Integration Mechanisms

Formal and informatans of|

sharing knowledge within theCommittee of Board of Directorsformal

firm and across organizatiof
(Todorova and Durisin, 2007)

- Social Responsibility

nsledicated to societal innovation
- Social Innovation Advisory

Board comprised of extern
advisors

- Essilor did not establish ar
processes or routing
related to learning or sharin
experiences from this alliance.

al

- Sharing good practices throu

gh

d Leaders of all partners had
alrespect for the other organizatiol(re]s

es

ed

SS

to

]
al
ns
0

1y
2S
g

1

56



other

Danone’s partnerships with
NPOs
entrepreneurs (e.g., in Senegal)
(Danone, 2009).

“Social Innovation Lab”
“Social Innovation
intranet

and

and
Network’

social

Societal Benefits

Social innovation may benefit Proximity business
society and the environment |imesulted in:

many ways. These innovations
may be replicated or lead to
further social innovations.

Providing benefits to society also
impacts the identity of
organizations.

- process

producers

- new stream of income for

improvements
increased and steady sales
opportunities for local dairy

ladies sales network

- increased local employment
due to low-tech factory design

- innovations in factory design
(e.g., micro-factory; f
clean energy; production

bio-gas)

Nutritious

and affordablg
products to address nutritional
needs of local population

model Training of optometrists t

use (@

reduce skills shortage

+

=~ Preventing poor vision @

/ blindness with affordabl

spectacles
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- Use of
containers

- Model and inspiration for othe

types of social businesses (Yun
2007).

- Creation of danone.communiti

fund to support social businesses

(Danone, 2009).

bio-degradabl‘e

-

ES

Organizational Benefits

Competitive advantages ey
from increased flexibility
performance, innovation, an
reverse innovation

rn Increased levels of flexibility- Confirmation of manufacturin

and innovation as evidenced
dadically different

organizational
funding
(danone.communities) for soci
business ventures

- Reverse innovation:
in industrialized markets

- Per internal surveys, Dano
staff show increased levels

motivation and commitment, and
increasingly associate Danone’s
identity with bringing healthy

foods to all.

factory
designs; new products, packaging,
and production processes; new
structures; new
mechanism

e.g.; Better

adoption of aspects of microchallenges faced by optometris
factories and/or enriched yogurt@nd distributors in rural areas

pposition in the value chain

gt Limited marketing knowledg
generated through the program

understanding ¢

ne
of
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- Creation of BOP department |n
2009 inspired by alliance with
Grameen; “goal is to wor
differently in order to invent new
models to maximize impact gn
health for the greatest number |of
people” (Danone, 2009).

~
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Appendix 1 - Case Summaries

Groupe Danone, headquartered in Paris, France,gietmal food-products company with
leadership positions in bottled water, dairy prdadubaby food, and beverages. In 2006, the
company created a joint venture, Grameen Danonedd~domited (GDFL), with the
Bangladeshi Grameen Group, a coalition of four posfit organizations founded by the
Nobel Peace Prize winner Muhammad Yunus. The perpbshe collaboration is to reduce
poverty and malnutrition in Bangladesh through ghevision of affordable and healthy
nutrition supplied via a business model which ipooates resources from local communities
throughout the value chain (Yunus, 2007). To agu@h this, Danone built a low-cost,
green, production facility in Bogra and also depeld new types of yogurts fortified with
important nutrients lacking in the local diet. Gean, on its side, developed two networks
that support the value chain with, on the one hdady farmers who supply milk to the plant
and, on the other hand, sales ladies who visibousts door to door (Yunus, 2007). In 2010,
the collaboration involved more than 800 ladieshi@ distribution of about 40,000 cups per
day (personal communication). A second productilamtpis being developed to extend the
program to other areas in 2011 (personal commuaigaand GDFL aims to build 50 plants
throughout Bangladesh by 2020 (Yunus, 2007). Teetghe development of this program,
as well as other social businesses developed eutsédjoint venture, Danone created a fund
dedicated to finance social ventures, called “Dan@ommunities”, open to all investors,

from Danone employees to the public at large (Dang009).

The Essilor-Aravind-Sankara Nethralaya collaboratzmidresses the lack of access to eye-
care for people in rural areas of India. Essiloong of the leading manufacturers of optical
lenses with a global market share of about 30% apetations in developed and emerging
markets. In 2007, Essilor entered a partnership twib large non-profit eye-care hospitals in
India, Aravind and Sankara Nethralaya (SN). ThaseHhospitals are famous for conducting
eye-care camps in rural India in which they idgnpgople suffering from visual disorders
before treating them in their hospitals (Garettenl8Brane, and Roger-Machart, 2008). The
goal of their partnership with Essilor is to addth® eye camps a free sight-test and the
possibility to simultaneously offer new and relalsbectacles that are assembled on-site and
equipped with affordable lenses. Essilor, which vafready a lens supplier for the two
hospitals, provided four “refraction vans” and med the optometrists who operate them. The

two hospitals operate the vans which produce lensesite (Garette et al., 2008). In 2009,
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Essilor sold 20,000 additional lenses through thestnership and the company is now
considering different ways to extend the refractran system across India.
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Conclusion

By collaborating with firms engaged at the BOP, agdyenerating new cases with Lafarge,
this thesis contributes to better understandingketastrategies in low-income segments.
However, this only goes half way to understandhmgy\talidity of the BOP proposal. Indeed,
with the existence of ever more BOP cases, it i hecoming critical to start addressing

more systematically the question of the performaridbese ventures.

1. Suggestions for Further Research: From the Identitation of BOP
Strategies to the Measurement of Social and Finarai Performance

The performance issue is twofold and encompassefirtancial and social performance of
the firm, the latter with regard to the positiven@gative impacts that these programs have on
the lives of low-income families. Building on therclusions of this dissertation, the next
paragraphs suggest three complementary topicsdessl the BOP programs’ performance

issue.

1.1The influence of the type of economic good on sotend financial performance
This dissertation highlights the influence of prottelated challenges and institutional
constraints in the development of BOP strategiesvéver, developing solutions for durable
goods, i.e., products that yield services over t{gueh as utilities or housing) may be much
more difficult because of the initial price (houginor the investment required for
constructing infrastructure (energy, water, sewageil the importance of local institutions
(municipalities, governments) in dealing with thype of goods. Thus, it would be interesting
to further investigate how the type of economic dpinfluences the achievable financial

performance of the program, and also the possddisimpact for the consumers.

The table provides an overview of the differencéscloallenges between durable and

consumable goods.
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Table 13: Challenges depending on the type of goodurable versus consumable

Type of challenge

Specific challenges for

Durable goods

Consumable goods

Affordability

* Generally more expensive
and with initial investment
required for public goods
(e.g., utilities
infrastructure)

* Achievable through chang
in package size or quality
reduction

D

e Distribution issues to rural

* The issue of distribution tg
rural and dense areas can

Accessibilit
Product y and dense areas be overcome (small
challenges packages, etc.)
* Not challenging, except fo
totally new products and
Awareness |° Relatively high for most experience goods (e.g.,

desired durable goods

glasses). Can be overcom
through education and
advertising

e

Institutional environment

* Very important role of
government policies and
the involvement of local
authorities. E.g., land titles

existence of contracts, etc|

* Role of public institutions
less important

Competition

* Different models of private
or public systems may

compete

* Competition is a triggering
factor for firms to engage

The dissertation raises the question of accessitabte goods, such as equipment goods in

the EDF case on access to energy in Africa. Thise cdlustrates the challenges of

establishing the necessary infrastructure to enagdiple to access electricity. The question

of funding the initial investment appears the kdwaltenge, as illustrated by EDF in its

attempt to channel private and public funding.

In an attempt to identify possible solutions to firevision of durable goods, it would be

worth investigating strategies which overcome trabfem of access to a durable good (e.qg.,,

electricity, housing), by providing a consumabledaenstead of a durable good. In contrast

to EDF, who relies on public-private partnershipghwiocal governments to provide

electricity solutions (diesel engines, grid coniew, etc.), Schneider Electric provides
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individual lighting solutions, such as LED systeassociated with small photovoltaic panels.
Consequently, the product has more of a resemblanaeonsumable good (limited lifetime

of batteries), which requires a very limited investt of less than 100 euro. In contrast, a
diesel engine for instance, can be consideredqgpment”, and generally costs in excess of
10 000 euro, thus requiring public-private finamciin this case, the customer only pays for
the use of the good, and not the initial investm@iiese examples demonstrate two very
different types of responses to the question oesdo electricity, through a consumable
good (mostly used for comfort) or a durable godaisBhift from investment to consumption

can also be illustrated in other sectors, as incdse of housing, with the shift from house

acquisition to rental.

However, answering the social issue through a dergdod or a consumable good may not
have the same social impact on the lives of custeman LED system allows for comfort
lighting, while the connection to a diesel engimaldes users to run a small machine and,
potentially, a small business. Thus the questiotheflinks between the type of economic
good, the social impact for the end-users andittan€ial performance of the firm should be

further investigated.

1.2Understanding the financial performance and its imfications on strategies
and funding

The two programs in Indonesia contributed to ilashg the differences in terms of the pay-
off timeframe between market capture approachexttébrm pay-offs) and market creation
approaches (longer term). The comparative analysisther cases in the dissertation also
highlights that innovative programs such as thas@duced by Danone, Essilor and EDF do

not significantly contribute to the firms’ businegsults.

Given this, the possibility may arise that firmg é@r market capture strategies rather than
market creation strategies to satisfy short-terquirements of financial performance. Basic
financial principles state that if a program’s reton investment is lower than the firm’s cost
of capital, then the firm should not embark oraitd recent research has started to address
this issue with regard to BOP programs (GarrettEa&nani 2010). However, based on the
Danone case, this dissertation also suggestsitha €ngaged in market creation programs

benefit from new learning and knowledge obtainedubh this approach that they reuse for
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their mainstream business model. This questioree¢nse innovation should then be better
documented and investigated, as it represents davagrd to understanding the benefits of

innovative approaches (Faivre-Tavignot et al. 2010)

In the pay-off timeframe of innovative programsganf the challenges lies in the ability to
extend such programs. So far, the analysis of B@®rams has mostly consisted of
demonstrating the difficulties in building pilot§he next topic is certainly to better
understand bottlenecks in the extension and remitaof programs. One of the success
factors of BOP programs lies in their ability tadggrate local needs and specificities (Hart &
Simanis 2008). However, such a (very) local appndatplies that solutions are tailor-made
and valid for a certain and limited market, and #mas at odds with the sources of
competitive advantage of MNCs — global knowledgglication strategies and economies of
scale. It would then be interesting to better ustderd whether programs can be local enough
to match with specific needs and replicable acomstries. The dissertation highlights in
Chapter 2 the need for more ambidexterity, i.e,dévelopment of programs leveraging new
capabilities and existing capabilities of the firm particular, it would be interesting to better
understand how firms can combine the capabilitieslable at the local level (such as market
knowledge) with those at the global level (innowatand access to funding, for example),
through the implementation of appropriate incentpregrams and management support

schemes.

There has been a constant debate in Lafarge abimther BOP programs should deliver as
much financial performance — measured, for exampleferms of “return on capital
employed” — as the mainstream business model. Borespeople, as innovative BOP
programs require greater services and assistartt¢has increase costs, they are likely to
deliver lower performance than the mainstream kassinConversely, others consider that
BOP programs allow the firm to sell more value-atiggoducts at a higher price than
traditional products, and thus believe that thegusth be able to create as much, or even
more, value than the mainstream business. Withgtieavth in the number of available
programs, this debate (which is still rather théoad) will certainly benefit from the analysis

of more empirical results.

However, the core problem is not the level of ficiahperformancer sebut the alignment
between what shareholders expect and what thegectgraleliver. Thus, if market creation

programs turn out to be less value-creative, thestion is more about the ability for firms to
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spin off this activity and find investors willing taccept such a level of performance. The
dissertation raises the question of the sourcdsirafing for innovative programs, such as
Danone who created a finance vehicle channelingsdrom investors who agree on below-
market returns. This example illustrates that aertavestors are willing to accept below-

market returns, provided the program embeds thialsméssion sought.

Recently, the term “impact investing” has gainedoopularity and describes “investments
intended to create positive impact beyond finanalirn” (O’Donohoe et al. 2010). This
should be differentiated from socially-responsibtevestment (SRI). SRI consists of
overweighting in investment decisions the firms aggd in social or environmental
strategies. While SRI concerns investments in thekanarket, “impact investment” refers to
an emerging asset class that consists of dirautigsting in projects which are profitable and
which generate a social impact. The study by JPgltorestablishes that this asset class
should represent between 400 billion and onednlliollars in the next ten years. The main
bottleneck in the growth of this sector is saicb#othe existence of projects which embed a
social dimension and are able to generate poditnacial returns. Several firms, such as
GDF Suez or Schneider, have started to build vesititended to channel such funding to
their BOP programs. Consequently, it would be \etgresting to better understand the level
of financial performance that these investors negjuand the balance with the social
performance that they look for.

While the level of financial and social performasiceought by investors needs to be
investigated further, this example illustrates hbe ability to demonstrate social impacts is
becoming increasingly important, and that socigbacts is a topic that requires a greater
level of understanding.

1.3Measuring the effects of BOP programs on poverty

This dissertation has focused on the generatiorprofects that would allow a better
understanding of the development of strategiestlaid implementation. However, the issue
of building the theoretical framework for the idéication and measurement of the social
impacts of BOP programs still remains to be addwaks8Vith this objective, a method has
begun to be implemented in the program in Acehafeample of participants, although the

time needed to obtain the results clearly excdeelsiteframe of this dissertation.
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Numerous methods are now available to measurentipadts — from the more empirical
gualitative methods developed to provide appeabtgries, to the more scientifically-
controlled methods implemented by scholars andgusgorist statistical principles, such as
the “Randomized Controlled Trial” (RCT) promoted the MIT Poverty Action Lab. In
between, a wide range of methods developed by N@@dam Poverty Footprint),
universities (Social Return on Investment) and tguaent agencies (Geschéftspolitisches
Project Rating) are also in use.

The reasons for building an impact measurementdvaork appear evident for the ethical

reasons related to avoiding the possible negatfeets on vulnerable consumers. Being able
to identify impacts is then a way to correct defiaies of the programs. However, there may
be other reasons that drive the interest for ma@agumpacts of BOP programs, and further

investigation on this topic would be interesting.

First, going beyond the issue of which method ardicators to use, the question of who
measures, validates and discloses the results neduns addressed. Indeed, having external
parties such as NGOs or universities contributsmmgneasuring and reporting social impacts
is very different from in-house methods implemenbsdmanagers and used for internal
purposes. Behind the issue of measurement, theigued the accountability of firms with

regard to their BOP programs arises. As BOP prograaasurement practices develop, the
extent to which they contribute to extending thporéing of firms on their broader social

impacts should be investigated.

Second, measurement is becoming increasingly enebledd the programs developed by
governments, NGOs, development agencies and that@rsector. Consequently, the debate
on the comparative efficiency of the various progsaaiming at reducing poverty and the
type of solutions preferable, in accordance withntoy specificities and the issues at stake,
arises. Sincalevelopment can be compared to a market on whitbrsaoffer solutions
(Mahieu 1996), players such as international acdllblGOs and social entrepreneurs can be
seen to compete for resources — so far primarilyltmations and, more recently, for private
investment (in microfinance). If the BOP represeatdirm’s entry on the “market of
development”, then the competition for these resesirand below-market rate investments
especially, may become fiercer. Consequently, thislikely to render the ability to

demonstrate social performance a critical perfocaatimension.
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However, in spite of the importance of the soaiabact measurement of BOP programs, the
choice of a method remains a pending issue. Saonfast BOP programs are evaluated based
on narratives which do not account for the impaStane firms, such as Veolia in Morocco,
have opted for more scientific methods, such as .RGY obtain statistically significant
results, the RCT method imposes strong constraamdering it difficult to undertake in the
setting of a BOP program. In particular, these m@shrequire the interviewing by a
dedicated and trained staff of a high number otigpants, generally over 800 people,
which is far higher than the number of people inpddoy BOP programs in their early
stages. Moreover, these methods also require asgigeople eligible to the program to a
control group, thus reducing the number of clientshe customer base of the company.
There is, then, a need to develop flexible ancbaebriented tools that would be sufficiently
rigorist to account for real effects, but manageabhough to be implemented at an

acceptable cost and provide meaningful insightsrfanagers.

2. BOP Practices as Experiments of a Transition towarsl Sustainability

It is always surprising to see so many students déudicate their time and passion to the
topic of the BOP, develop competences focused omalsgsues and seek to enter companies
with the objective of working on BOP programs. Tin¢erest, along with that of many
professionals, illustrates the new level of expats facing corporations about the possible
impact of their business model. This interest alemonstrates that what it as stake with the
BOP overcomes the single issue of addressing powert refers to the broader role of

corporations in achieving global sustainability.

The BOP topic contributes to the change in the g@@ron of sustainability from something
external to the core business, to something emlgeoidéhe business model. Until the late
1990s, engagements of social and environmentalramgy were perceived as voluntary
actions in response to the expectations of stakemal The underlying strategy was then to
conform to stakeholder expectations in order tonma# the license-to-operate. However, a
first shift occurred regarding the environment: Mhiesponses to environmental issues were
considered as costs that companies had to beknwiiog Porter’'s hypothesis, they began to

appear as performance improvement levers.
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The social issue of poverty followed the same gathten years later than environmental
issues. Up until the 1990s, poverty was perceivedtiyi as a philanthropic issue. With the
growth of concerns about firms’ contributions tovelepment, poverty started being
addressed by voluntary actions intended to maintiaén license-to-operate. Then, in the
2000s, as illustrated with the Lafarge case, pgveegan to be addressed through business
programs embedding a business objective.

Figure 9: Towards a view of sustainability embeddedh business models

Sustainability through Sustainability embedded
voluntary actions in the business model
Business
opportunity
1 (’ Sustainable Econom
Environment as a BOP as a new Qj
performance lever market opportunity
/L >
1980 2000 Qy 2020
Environment BOP as a
as a cost compliance issue
v

Licence
to operate

The development of the “Green Economy” illustratke search for a new stage, where
environmental issues are turned into business typuites and are addressed through core
business. Sustainability, in this stage, is no ésngchieved through voluntary actions
complementing core business practices, but thrduuginess models which embed it as an
objective. The shift and the interest that the jgubt large show to the “Green Economy”

reveal the expectations facing firms to contribbotéhe transition to a sustainable economy.
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In this context, BOP programs can be seen as lgaopportunities which allow the testing
of modalities for a sustainable economy, and ates tinansitional experiments. From an
empirical standpoint, these programs contribut¢hto experimentation of new interactions
between firms, NGOs and governments, and to th#areement of the issue of measuring
firms’ impacts. Indeed, to develop BOP programsy partnerships between NGOs, social
entrepreneurs and for-profit companies and to sextent governments have arisen, with the
objective of building business ventures with expddmpacts on a social issuéhrough the
BOP, these partnerships now concern the core kasswfethe firm, which may open up new
ways for collaboration between these actors onrathstainability issues related to the core
business. In addition, through BOP programs, firmsve started to measure and
communicate the social impacts of their practiddss introduces new forms of program
governance and contributes to raising the questimut the broader impact of corporations

on society.

However, the shift towards a view of sustainabiitybedded in business models is a lengthy
process. At the beginning of the research, the rfreguently-asked question on the BOP
was: “is it social or business?”. This illustratesw difficult it is for some managers to
conceive that the resolution of a social problem ba embedded in a business venture.
However, when managers are introduced to real chs¢slemonstrate how solving a social
issue can be embedded in a project’s business mibeelnitial perception of the trade-off
between economic and social concerns disappears. if@or challenges remain for
managers to achieve this embeddedness in pradtiis. emphasizes the importance of
further promoting research that becomes involvethéanalysis and resolution of empirical

difficulties, thus contributing to the transitioomtards sustainability.
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Article « Vers la construction des marcheés au basedla
pyramide : Implications sur la gestion et le finanement des
projets »

L’idée que des marchés gigantesques existent adebspyramide est née d’'une confusion
entre 'immensité des besoins des populations gsust la réalité de la demande. L’article
affirme ainsi que la plupart des marchés BOP nterispas mais sont a construire par une
série d'efforts visant a lever les contraintes aeligs font face les clients pauvres dans
'accés aux produits. L'article discute alors dewplications d’'une stratégie de construction
de marchés sur la gestion des projets BOP et lendement des différents colts et
investissements liés a cette approche.
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L'idée selon laquelle il existe des gisements aessance pour les entreprises au bas de la
pyramide économique (BOP) s’est imposée en l'espdlome dizaine d’années. De
nombreuses entreprises telles que Danone, DupssitpE Total, GDF-Suez ou Schneider se
sont lancées dans des projets pilotes cherchanbndprendre les clés de modeles
économiques rentables et socialement responsablesas de la pyramide. Autour de
'acronyme « BOP » s’est développée une véritablaustrie » : des écoles de gestion (ex :
HEC, Essec) ont lancé des programmes d’enseigneshele recherche-action, des cabinets
de conseil (ex: Monitor, ATKearney) et ddsink tank (ex: IMS, CSR Europe) ont
développé des expertises dans ce domaine et desadiN&jalement accepté de collaborer

avec des entreprises sur ce sujet (ex : Care).

Une premiére génération de publications a condpiv@ulariser les cas issus des recherches
de Prahalad et Hart (Prahalad et Hart 2002, Pral28l@4) : Aravind Eye, Cemex Patrimonio
Hoy, Hindustan Unilever Ltd, etc. La littératureadémique s’est ensuite écartée du
« romantisme » des propositions initiales (Karr008), en laissant place a des critiques sur
I'efficacité des programmes BOP en termes de rémlucte la pauvreté (Crabtree 2007) ou
sur I'impact environnemental de cette nouvelle commation (Hart 2007). Une autre série
d’interrogations, plus radicales, questionnentéddméme de l'existence des supposeés
marchés gigantesques qui attendraient I'implicaties entreprises au bas de la pyramide
(Karnani 2007, 2008 ; Simanis 2009, Warhnolz 2008ns cette veine, Simanis (2009) ose
un certain réalisme et affirme que les premieranatéhes BOP ont échoué par une trop
grande avidité et que la réussite des entreprisgsent avoir lieu que si elles acceptent de

construireces marchés, dans une démarche partenariale.

L'objectif de cet article est de mieux caractérises grandes formes de stratégies des
entreprises multinationales vis-a-vis du BOP ekplieiter I'idée de construire les marchés
BOP. Pour cela, il s’agit d’identifier les condi® qui doivent étre réunies pour qu’un
marché émerge au bas de la pyramide, et d’andlgsagrands leviers que I'entreprise peut
utiliser pour atteindre cet objectif. L’idée qus lmarchés sont a construire a travers une série
d’efforts particuliers s’appuie également sur I'éspnce acquise dans la mise en place d’'une
démarche BOP pour I'entreprise Lafarge, dans leecddin programme de recherche-action
(Perrot 2009).

L’article commence par un état des lieux sur lditééales marchés BOP puis propose une

analyse des conditions d’émergence d’'un marchés tawcontexte particulier du bas de la
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pyramide. A partir de I'étude de quatre programmed, I'article identifie les spécificités
d'une stratégie qui vise a construire un marchéB&@P. La troisieme partie discute des
implications de ce type de stratégie sur la gestemprojets BOP et la couverture d’une série

de codts et d'investissements liés a une approeloeéhtion de marché.

1. La difficile réalité des marches BOP

1.1Des estimations de marchés gigantesques ...

De nombreuses estimations sont venues jalonnegdatdur la taille supposée des marchés
au bas de la pyramide. Prahalad (2004) évaluesbdaur totale a 13 000 milliards de dollars,
en parité de pouvoir d’achat (PPA), sans précisgitablement comment ce montant est
obtenu. Remarquant que les « profits sont rapadtéaux de change des marchés financiers,
et non en parité de pouvoir d’achat », Karnani g0@mene I'estimation de Prahalad a 300
milliards, en dollars réels. L'évaluation réalispar le World Resource Institute fait par
ailleurs état d’'un marché total de 5 000 milliad#sdollars PPA, dont plus de la moitié est
constituée par le secteur des biens d’alimentdif@R| 2006). Quel que soit le raffinement
du montant, le signal envoyé par ces estimatiorseatreprises est alors relativement clair :

il existe des marchés gigantesques au bas dedmjme.

Table 14 : Estimations des marchés au BOP

Secteur Taille du marché
Alimentation 2 895 milliards
Energie 433 milliards
Logement 332 milliards
Transports 179 milliards
Télécommunications 51 milliards

Source : WRI 2006
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1.2 ... mais une réalité plus contrastée

De nombreuses revues de cas ont été conduitesmmetat par des institutions
internationales comme le Programme des Nations junis le Développement (UNDP 2008)
ou des organisations non gouvernementales (ONG)neoAshoka afin de recenser les cas

BOP qui réussissent.

Trois constats émergent de ces études de casdBdnatrd, tous les secteurs ne semblent pas
€égaux quant a la capacité des projets BOP a réussisecteur des services financiers
(microcrédit, micro assurance) connait de nombmojets pour lesquels I'unité de compte
est le million de clients : 8 millions de clientsns par exemple clients de la banque de
microcrédit BRAC au Bangladesh. Dans les télécomaations €également, certains succes
atteignent une échelle importante : au Bangladegjours, prés de 15% de la population est
cliente de I'opérateur téléphonique GrameenPhcetde@d@u 15). A l'inverse, dans d’autres
secteurs comme celui du logement ou de I'énergg, principales initiatives achoppent
autour de quelques dizaines de milliers de clisatsis par projet. Sur les 50 cas répertoriés
par UNDP en 2008, seulement deux font référencesairttiatives liées au logement, alors
gue six fois plus de cas font référence a des fsrbfs a I'alimentation. Le deuxiéeme constat
est qu’il existe une prédominance forte des prajatont pour terrain d’application des pays
asiatiques, avec en premier lieu I'lnde et le Badgkh. Enfin, une analyse du nombre de
clients servis par les cas fréquemment répertgtagdseau 2) montre que la plupart de ces
projets couronnés de succes sont loin d’'atteindee échelle significative par rapport a la
taille des enjeux de pauvreté. Par exemple, ldtite du cimentier mexicain Cemex,
« Patromonio Hoy », qui permet la fourniture de éniatix de construction a travers du
microcrédit, ne représente qu’un pourcent de lalgecton annuelle de I'entreprise sur le
territoire du projet (Perrot 2009).

° Site internet : changemakers.net
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Table 15: Nombre de clients servis pour les princgux cas

Année de Nombre de
Secteur Cas Pays . .
lancement| clients servis
HUL Inde 2000 1 million/ jour*
Annapurna
Alimentation
Danone .
Bangladesh 2005 34 000 /jour
Grameen
Mali, Afrique
Energie EDF du Sud, Maroc 1994 37 400
Sénégal
Cemex
Patrimonio Mexique 1998 30 000 par an
Logement Hoy
Holcim Mi .
Mexique 2000 20 000 par an*
Casa
Aravind E
Santé ravind Eye Inde 1976 2, 4 millions **
Care
Grameen | g ngladesh 1983 8 mill
Services Bank anglades millions
financiers
SEWA Inde 1972 1 million
E-choupal Inde 1999 4 millions*
Communication
Grameen -
Bangladesh 1997 20 millions
Phone

Sources : Heuraux 2010, Prahalad 2004, Subrahmay@omez-Arias 2008, UNDP 2008.
Sites internet Danone, Cemex, Holcim.

Note :* valeur estimée a partir des données digpesii ** : depuis le lancement de
I'entreprise
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Comment des lors expliquer I'écart entre les évalna laissant penser a des marchés
gigantesques et la réalité entrepreneuriale quitraodes projets de taille relativement

modeste ?

Plusieurs niveaux de réponse sont possibles. Lmipreonsiste a chercher a I'intérieur des
organisations les facteurs bloquants au développeme projets BOP : la difficulté a
intégrer des criteres extra-financiers dans legations des manageurs, l'inadaptation des
méthodes classiques de calcul de la performancerdgsts, ou les barriéres cognitives a la
compréhension des enjeux spécifiques des poputapanvres sont des éléments souvent
citéts comme des obstacles au déploiement de prB@R a grande échelle (Olsen et
Boxenbaum 2009).

Cet article avance une autre piste, plus exterhen&reprise : en fait les marchés BOP ne
sont pas une réalité que I'entreprise ne sauraitspasir, comme si celle-ci était myope ou
dans lincapacité de s’organiser pour répondre delmande existante. L'idée défendue est
gue la majorité des marchés au bas de la pyramaiddehors de quelques produits comme

dans l'alimentation, n’existent tout simplement.pas

1.3 Confusion entre marchés et besoins au BOP

Les évaluations introduites des le début du « mmeve BOP » conduit & une confusion
entre la réalité du besoin au bas de la pyramidelit de la demande. S’il n’est pas possible
de contester I'existence de besoins gigantesquasneopar exemple dans l'acces a I'eau, a
'énergie, ou au logement dans les pays émergdtastence d’'un besoin n’'est pas
synonyme d’'une demande solvable. Simanis (2009)trm@omment Procter& Gamble, en
introduisant un nouveau produit de purificationl'édau, destinée au BOP, pensait répondre
au besoin existant d’'un acces a une eau de qualgétreprise s’est confrontée a la
perception des consommateurs potentiels qui neieatypas I'utilité d’acheter un produit
venant en complément d’un bien traditionnellemeatujt comme I'eau. Le projet a depuis

été transformé en programme philanthropique.

Certains articles récents ont commence a recoenglie la plupart des marchés au bas de la
pyramide ne renvoient pas a une demande existantsegait restée inexplorée, comme
oubliée ou méconnue des entreprises privées. «@akedb la pyramide n’est en fait pas un
marché (...) Elles [les personnes a faibles revenisit pas été conditionnées a penser que
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les produits qui leur sont proposés constituentoggechose qui pourrait étre acheté. Et elles
n'ont pas adapté leurs comportements et leurs siddge telle facon a introduire ces
nouveaux produits dans leur vie quotidienne » (8im2009). La question centrale n’est
alors plus la mise en place d’'une offre permettBntapter une demande existante mais la
construction des conditions d’émergence de nowesrchés centrés sur des personnes a

bas revenus.

2. Construction des marchés au BOP

2.1 Conditions d’émergences de marchés au BOP

Bien que la recherche de nouveaux marchés soitralsigme courant pour les manageurs,
l'identification des conditions nécessaires a I'égemce d'un marché reste relativement
complexe (Geroski 2003), un point admis étant ¢gradrgence d’un nouveau marché résulte
d’'un processus difficilement prévisibéx ante(Rogers 1995). Dans la veine de I'économie
schumpétérienne, Il'apparition de nouveaux marchss le résultat de changements
technologiques, d’innovations ainsi que de modiices des politiques et cadres
institutionnels que mettent a profit les manage{8arasvathy et Dew 2005). Dans le
processus d’adaptation de I'offre en vue de régmadres opportunités, le manageur dispose
d’'une connaissance limitéex antedes marchés pouvant étre rentables (SarasvatDgvet
2005). La création d'un marché renvoie au finalratatonnement de I'entrepreneur qui
consiste en une combinaison d’actions de deux si@arch 1991): des actions visant a
exploiter les ressources de I'entreprise (actiyitdens et services existants, technologies),
dont la maitrise est assurée, et d’autres visdakploration de nouvelles idées, de nouveaux
savoir-faire a acqueérir, dans un processus de rmeoheet de sélection, qui transforme les

ressources de I'entreprise.

Dans cette combinaison d’actions d’exploration davelles solutions et d’exploitation des
compétences acquises, les marchés émergents pdssntcontraintes singulieres a
I'entrepreneur. Tout d’abord, la capacité de I'eptise a tirer un avantage des ressources qui
ont fait son succes dans les pays développés dstrient contrainte par les spécificités
institutionnelles des pays émergents. Ces spéésicenvoient aux vides institutionnels tels
gue l'inexistence de systémes judiciaires opérdatdifficulté a faire respecter les contrats

ou et les titres de propriété ou encore le forieaiv de corruption (Khanna et al 2005).
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Ensuite, la capacité d’exploration de nouvellesittmhs pouvant donner lieu a de nouveaux
marchés est moins encouragée dans des marchéseéiseqay, contrairement aux pays

développés, les Gouvernements n’ont par les resssufiscales pour accompagner la
création de marchés par des politiques de subventio la mise en place de cadres Iégislatifs

favorisant I'innovation (ibid).

A ces contraintes propres aux marchés des paysgénisrs’ajoutent celles liées aux
caractéristiques du segment « BOP ». Elles somtede& ordres. La premiére contrainte est
liée aux enjeux singuliers auxquels sont confron&s consommateurs BOP, et qui
nécessitent des réponses adaptées pour que lesgrgqisse accéder a ce consommateur
(Prahalad 2005, Subrahmanyan et Gomez-Arias 2008)s grands enjeux peuvent étre
identifiés autour de la notion d’accessibilité demstes ses dimensions : financiere, sociale et

culturelle et, enfin, physique.

* L’accessibilité financieregenvoie a I'adaptation de la structure de prix aiveaux de
revenus et a leurs caractéristiques (fluctuatiorerg@llement forte en fonction des
saisons, par exemple) pour les clients BOP.

* L’accessibilité socialeenvoie a la désirabilité du produit, qui peut &édinie comme le
rapport entre le prix et les bénéfices percus @ailient, ainsi qu'a la valeur sociale qui
est conférée a I'achat ou a I'utilisation du prad@n peut inclure également la question
du niveau d’éducation nécessaire pour pouvoir alipleine maitrise du produit ou
service acheté.

* L’accessibilité physiqugui renvoie a la capacité a amener le produit jasdans les
zones reculées, ou les infrastructures routieres garfois manquantes les personnes

vivent isolées.

La seconde contrainte spécifique aux marchés BO#&taa la difficulté pour les manageurs
d’identifier les besoins ainsi que les modes descommation des clients au bas de la
pyramide. Ceci est d'autant plus délicat que lesmagaurs sont en général issus des pays
du Nord ou des classes économiques aisées desdpaydud, et possedent ainsi une
connaissance relativement limitée des enjeux daibhesinguliers des consommateurs BOP
(Khanna et al 2005). Pour aider I'entreprise damspgocessus d’acculturation, Simanis et al
(2008) proposent un protocole de développement plegrammes BOP a partir d’'une
démarche centrée sur la participation des pauwesngmes dans la préparation de I'offre

de I'entreprise.
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Le graphique 1 synthétise les différentes contesirguxquelles doit faire face I'entreprise
afin de créer les conditions d’émergence de marBi@#B. L'objet de la section qui suit est
d’analyser, a partir de cette grille et pour troés d’entreprises, comment ces conditions ont

un impact sur I'existence du marché BOP et comrolkeatune des entreprises Yy fait face.

Figure 10: Conditions d’émergence de marchés BOP
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2.2 Etude de cas illustratifs

2.2.1 Aspects méthodologiques

hY

La méthodologie utilisée a consisté a étudier uamper échantillon d’'une dizaine de
programmes BOP de grandes entreprises, pour lessde®l données ont été collectées
essentiellement a partir de multiples sources skmes (Yin 1994) incluant des rapports de
développement durable, des publications, des lsitemet, et des présentations de praticiens
a des séminaires de recherche. Parmi ces dix pnogea, quatre ont finalement été retenus
avec l'objectif d’établir une typologie des métheddapproches des marchés BOP. Pour
cela, une démarche inductive et comparatiste apétélegiée dans l'analyse des cas
(Eisenhardt 1989), en s’appuyant sur une sérided’ettour entre la grille précédemment
présentée, issue de la littérature, et la réadittods étudiés.
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Le cas HUL

Hindustan Unilever Ltd (HUL) est la filiale indieandu géant néerlandais des biens de
consommation, Unilever. En 2000, HUL demande a dessultants d’identifier des
nouveaux vecteurs de croissance. L'équipe de ctamsipropose une douzaine de projets,
dont un, baptisé « Shakti » (signifiant force endl) consiste a introduire une nouvelle
gamme de produits destinés aux marchés des zamdssrindiennes. Ce projet s'inscrit alors
en réponse au développement rapide du concurreat Mirma sur les zones rurales ou

traditionnellement HUL n’était pas présent.

L’approche retenue par HUL a consisté a conditiomemeemballages individuels ses produits
d’hygiéne et de soin (shampoing, savon, cremesgc diobjectif de les rendre plus
accessibles sur le plan financier. Comme le maaltyes le développement rapide de Nirma,

la connaissance de ces produits est déja exislantgeles zones rurales.

Afin de surmonter la difficulté que constitue l'atsation de la clientele, dans des petits
villages de I'Inde rurale, HUL a fait appel a dés@aux de femmes entrepreneuses, appelées
« Shakti Amma », issues des communautés défaesraans lesquelles ces produits doivent
étre vendus. Ces femmes sont recrutées parmi [ggipants des groupes d’épargne
villageoise introduits de longue date par les ONi{B de favoriser I'autonomisation des
femmes. Dans sa démarche, Unilever a ainsi béadfeci’existence de ces regroupements de
femmes suffisamment solides et pré existants peantefa pénétration rapide d’'une grande

partie du territoire.

Grace au projet, HUL a doublé en I'espace de Ssarouverture directe des régions rurales
indiennes. Plus de 45 000 « Shakti Amma » couvpkrd de 135 000 villages a travers 15
Etats indiens (Jaiswal 2008). Unilever a par aileannoncé en 2009 son intention de
répliquer I'expérience Shakti dans d'autres paysitde Sri Lanka et le Vietnam

(Vijayraghavan 2009).

LecasEDF

EDF dispose de plus de 15 ans d’expérience dardela I'acces a I'énergie pour les
personnes pauvres vivant dans les zones ruralesiaés. Jusque dans les années 1990,

'approche d’EDF remplissait un objectif philanthigue a travers de I'assistance technique
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et le don de matériels. Au début des années 20DB, &changé d’approche en lancant sa
stratégie de « Sociétés de Services DécentraliséisSSD (Heuraux 2010), dont I'objectif
est de développer des entreprises pérennes desantetire I'accés a I'électricité en zone

rurale.

Le mécanisme des SSD est le suivant. EDF crée titespentreprises locales en charge de
mettre en place des systemes de production d'iEiéetr(diesel, photovoltaique, éolien)
L’énergéticien reste alors actionnaire de ces siras pour une durée de 15 a 20 ans, avant
de transférer sa participation a des partenaireaula Pour déployer les structures de
production d’électricité, I'entreprise doit fairade a des colts relativement forts qui ne
peuvent étre couverts par le client. En ciblantdeses rurales, EDF a du faire face a la
contrainte de la dispersion des populations, caaditi a multiplier les équipements
nécessaires a un codt du kWh relativement élevié. ad couvrir le colt des infrastructures,
l'entreprise fait appel a un financement internadio qui couvre 80% du montant de
I'équipement initial, les 20% restants étant pagésart égale par le consommateur et EDF.
Les autorités gouvernementales et locales sons atopliquées a travers le transfert des
subventions des institutions internationales paites et lidentification des clients

récipiendaires.

Sept entreprises locales ont été créées au Malfrique du sud, au Maroc, et au Sénégal.
Jusqu’a présent, deux projets seulement ont atiemtsituation financiére permettant a EDF
de se retirer du capital au profit de partenai@saux. A la fin 2008, 37 400 foyers

bénéficiaient du programme, ce qui représente wpelption totale impactée avoisinant les

250 000 personnes.

Le cas Cemex

A la fin des années 1990, Cemex, un des leaderslimondu ciment, réalise qu’en dépit de

la crise que connait le Mexique, ses ventes dassdteur informel semblent moins sensible
au choc économique. L’'entreprise décide alors digar un groupe de salariés et de

consultants en immersion dans une zone pauvreder&uadalajara pour mieux comprendre
le fonctionnement de ces marchés informels. llfis&at alors que les personnes vivant au
BOP passent une grande partie de leur temps didpaniagrandir leur maison, une piéce a la
fois. Chaque agrandissement prend plusieurs aretéest réalisé a partir de matériaux de

184



mauvaise qualité achetés a un prix élevé. Le gratdacteur bloquant les réalisations est le
manque d'accés a du financement qui permettraich@l®nner dans le temps le

remboursement des matériaux.

Cemex lance alors le programme « Patrimonio Hoyiteer@lement, «un patrimoine
aujourd’hui ») qui permet a des familles a faibtesenus d’obtenir un microcrédit pour
agrandir ou rénover leur habitation. Réunis en gesude 3 ou 4 voisins, appelés des
« SOcCios », les clients épargnent pendant 2 ses)giiés remboursent le microcrédit pendant
8 semaines, ce cycle se répétant ensuite penda@n7dines. A chaque cycle, le « socio » a
acces a une quantité de matériaux (ciment et apnaduits) dont le prix est prédéfini a
'avance. Ces groupes sont constitués par lintdiaie de « promotoras » qui sont des
femmes issues des communautés, promouvant le rsdwanét veillant au respect des
remboursements. A travers un réseau de 80 bure®atricnonio Hoy » implantés dans les

communauteés, I'entreprise accompagne les micrdsrddiconseils sur la construction.

Depuis son lancement, le programme a bénéficie0e0a8 familles, auxquelles s’ajoutent
chaque années 30 000 nouveaux participants. Lergmoge permet a Cemex de générer
environ 30 millions de dollars de ventes additidlese en provenance du BOP, soit

I'équivalent d’1% de sa production annuelle au Mex.

En 2009, I'entreprise a lancé un programme pilpige « Mejora tu calle » (« Améliore ta
rue ») dont I'objectif est de permettre a des gesuge voisins d’emprunter des microcrédits
pour financer la viabilisation et le pavement der leie. Avec un objectif de plus de 30 000
participants, le programme rassemble autour de &des municipalités, des groupes de

voisins, et la Banque InterAméricaine de Dévelopgetingui garantit les microcrédits.

Le cas Danone

En 2005, a la suite d’'une rencontre entre le PD®a®one, Franck Riboud, et Muhammad
Yunus, le fondateur de la Grameen Bank, Danonarsgeldans une joint venture « Grameen
Danone Limited Food » dont I'objectif est de praduet vendre au Bangladesh des yaourts a

bas co(t enrichis en nutriments.

Dans le cas de Danone, la joint venture formée v&rameen pose des objectifs de départ
gui sont ceux du « social business » tels que idgder Yunus (2008) : tout profit réalisé doit

étre réinvesti dans la structure afin de maintéesr colts de production aussi bas que

185



possible et augmenter les bénéfices sociaux pswdesommateurs pauvres. L'objectif pour
Danone n’est alors gu’indirectement financier s’dgit en premier lieu, comme le rappelle
volontairement son PDG, d’apprendre a servir deveaux clients, dans une approche

innovante permettant a long terme d’élargir la lsseonsommateurs pour I'entreprise.

Dans la joint venture, Danone a la charge de camcés produit et de construire l'usine de
production de yaourt, a Bogra. D’un codt inférieul million d’euros, soit dix fois moins
gue l'investissement pour la construction d’'un sitendard, cette usine est concue de telle
sorte a pouvoir employer des ouvriers faiblemerifj@s provenant des populations locales.
De son c6té, la banque Grameen est en chargepdeti@ amont du modéle économique avec
la constitution du réseau d’'approvisionnement &n é& la partie aval avec la mise en place
du réseau de vendeuses ambulantes. Plus de 50@ueesdsont impliquées dans la
distribution des 40 000 pots individuels de yaowehdus chaque jour. Environ 10% du
chiffre d’affaires réalisé par les vendeuses latir@versé pour un revenu mensuel d’environ
30 dollars.

En 2008, Danone lance le fonds « Danone Communitigsi permet au grand public de
contribuer au développement du « social businesn ipvestissant dans le capital nécessaire

la réplication du programme avec Grameen ou a iggatnitiatives.

3. De la capture a la construction des marchés : imgdations sur la

gestion et le financement des projets BOP

3.1 Typologie de stratégies BOP
La comparaison des différents cas permet de desdénex modeles distincts d’approche du
BOP (Tableau 2) : un modeéle de capture de marctigsets avec un objectif de rentabilité a
court terme (« BOP1.0 ») et un autre, orienté lastroction de marchés par série d’efforts

pour lever les différentes contraintes a la consation pour les clients BOP (« BOP2.0 »).

Capture versus construction de marchés

Nous voyons avec HUL une stratégie défensive deuoap’'une demande existante a partir
de I'adaptation relativement limitée du modele @vomue de I'entreprise. Les conditions
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pour 'émergence du marché BOP sont réunies dégdart : I'acceptation sociale du produit
par les populations rurales est déja acquise, desaux de femmes sont préexistants et
permettent de lever la contrainte d’accessibiliigsique et, enfin, I'accessibilité financiére
requiert une adaptation marginale du modéle écamonpar un ensachage des produits.
Dans le cas de HUL, I'objectif est clairement fiogm : I'entreprise développe un modéle
économique qui lui permet de gagner des parts deh@aet qui puit étre répliqué dans

d’autres pays.

Les approches de Danone, EDF et Cemex se rapptodeestratégies pro actives ou
I'entreprise cherche a créer un marcher en lexantifférentes contraintes qui empéchent la
consommation en provenance du BOP. Cemex, danagsl@le son programme Patrimonio
Hoy, leve la contrainte liée au financement de diasition de matériaux, a travers le
microcrédit. Danone est dans une situation de tépafentreprise doit a la fois développer
une nouvelle demande pour un produit méconnu desocomateurs bangladais et construire
le systéme de production, I'offre de produits efpprovisionnement associé. A travers ce
projet pilote, I'entreprise cherche & comprendeeléviers de I'élargissement de sa base de
consommateurs dans les pays émergents, a un hguzaent plus du moyen termee cas
EDF offre également une illustration d’'une démardkecréation de marché ou I'entreprise
introduit un nouveau produit, I'énergie moderne, uet financement associé permettant

d’améliorer I'accessibilité financiere de cette e

Implications sur la gestion

Cette différence dans la stratégie des entreprismsve un écho dans la dimension

partenariale et I'orientation pro sociale du projed comparaison entre HUL et Danone

permet de voir qu’il existe de fortes différencemsl le périmetre de I'impact social des deux
programmes. La partie aval de la chaine de valdistripution des produits) est certes

similaire, mais la partie amont est quant a el ldifférente. Danone a, en effet, cherché a
impliquer des personnes pauvres dans I'approvisioremt en lait, et dans le fonctionnement
de l'usine au quotidien. Une piste pour HUL aué& d’'impliquer plus les vendeuses par

exemple dans le conditionnement des produits,diccroitre leurs revenus (Simanis et Hart

2009).

Les différences dans les objectifs stratégiquesuanimpact sur la gestion du programme

(tableau 2). Pour HUL, le programme est géré danmttefeuille des activités courantes de
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la filiale indienne alors que les trois autres eptises batissent une organisation ad hoc
venant soutenir le développement et la réplicaties projets. Dans les programmes de type
« BOP2.0 », lI'implication des hauts dirigeants essentielle pour que, malgré leur taille
modeste, les initiatives puissent se maintenis HBG d’Essilor comme ceux de Danone ou
Cemex se sont personnellement impligués dans M des projets, contribuant a leur

notoriété comme a la pérennisation des ressousmiéas.

3.2 Le financement de la construction des marchés BOP

Une démarche de construction de marchés génere ediainc nombre de codts et

investissements spécifiques a cette approche eetreyriale. Les programmes gue nous
venons d’étudier permettent d’en identifier trofargles formes: des codts liés & I'éducation
et la sensibilisation du consommateur, des invastients dans la construction de
I'écosystéme (distributeurs, producteurs, etc.jamonent a travers le recours au microcrédit
et, enfin, des investissements dans le capitaldsrlucture. Des pistes d’évolution et des

innovations récentes sont identifiées.
Sensibilisation et éducation des consommateurs

Arriver a démontrer l'utilité qu’un produit peut @v pour un consommateur pauvre est un
enjeu important, y compris pour des produits derdgdin en termes de bien étre peut paraitre
évident®. HUL a ainsi accompagné son programme de ventellamtie en zone rurale d’'un
programme de sensibilisation a I'hygiéne. Si damsas l'intérét économique de I'entreprise
est assez perceptible, la frontiere entre colt&etiag et coldts de nature sociale s’avére bien
souvent beaucoup plus ténue. Le cas EDF a permigoidequ’apporter une solution de
production d’électricité dans les zones ruralesomduisait pas directement a la création de
petites activités économiques qui contribueraienina amélioration du niveau de vie des

clients. Dés lors, la question peut se poser deagla responsabilité d’accompagner le

10 Essilor, leader mondial de la fabrication de ver@sntrepris plusieurs programmes de sensibiisai
l'importance de corriger la vision, en zone ruradienne. Pour cela, I'entreprise a offert desqmlunettes a
des enfants. Voyant dans ces lunettes le stigmatee ddifférence entre leurs enfants et les autdss,
nombreuses familles ont ainsi refusé que les emfdah voient équipés.
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consommateur, entre I'entreprise EDF, les gouveemtsnlocaux ou les ONG, pour orienter
'usage du service vers des finalités de nature fdttement sociale.

Table 16 : Typologie de modéles d’approche: BOP1dl 2.0

Capture de marches : Construction de marchés :

approche « BOP 1.0 » approche « BOP 2.0 »

- Demande solvable existante | - Absence de marché

Situation initiale X : o
- Concurrence existante - Produits de substitution

o - Préparation de futurs marchés
Objectifs - Pénétration d’'un marché dans une logique de
développement durable

- Pauvres pergus comme

: consommateurs et parties
consommateurs potentiels

Adaptation limitée du modéle prenantes des projets
Modéle - Partenariat avec ONG ou

économique : exploitation des . . : R
economique ressources existantes de entreprises sociales visant a
combiner les compétences et a

I'entreprise !
, R développer de nouvelles
- Recherche d’'un modéle pouvant , .
ressources pour I'entreprise

étre facilement répliqué h ;
pliq - Expérimentation locale

- Pauvres pergus comme

- Projet dédié avec équipe et
budgets associés, située au siege
de I'entreprise et pilotant la

o
(¢

- Géré comme partie intégrante
I'organisation (“business as
usual”)

Management . . . réplication
- Résultats évalués selon les : . .
o - Résultats évalués selon des
critéres standards de mesure de .
, . |~ criteres propres au projet et
la performance pour I'entreprise . s .
valorisant I'apprentissage
- Financement de la mise en plage
de I'écosysteme : réseau de
distribution, approvisionnement
- Essentiellement des colts de impliquant des personnes
Financement marketing, pris en charge par pauvres
I'entreprise - Colts de marketing social
- Investissements dans le capital
de la structure, selon modalités
innovantes
- Danone-Grameen
- HUE - EDF
Exemples - Coca-Cola :
- Essilor
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A I'neure actuelle, les colts des actions de sdissition, bien souvent conduites par des
ONG ou des entrepreneurs sociaux, sont portésgairdprise elle-méme. Malgré la pression
des entreprises pour obtenir des onds publics,ndg¥@rmettre de couvrir ces colts, les
grandes institutions, comme I'Union Européenne,lesUVONG sont pour I'instant réticentes a
financer ces actions jugées comme trop proche du deemétier de I'entreprise. Il y a alors
pour I'entreprise un curseur a placer entre deaxdjchoix possibles. Le premier consiste a
transférer ce codt au client final & travers un@igoe de prix élevés. C’est ce que pratiquent
les banques de microfinance qui, dans certains, papposent des taux d’intéréts tres
éleveés, dépassant parfois les 100% comme Compastamblexique, en conséquence, pour
partie, des colts opérationnels liés a 'accompagme intensif des clients pauvres. Une
seconde option pour l'entreprise consiste a bai$ssr marges en couvrant ce codt
d’accompagnement. C’est le cas de Cemex au Mexgueintegre dans la structure
Patrimonio Hoy des charges liées au travail d’aqugnement des groupes d’emprunteurs.
C’est plus largement ce que défend Muhammad YuR088) dans son concept de « social
business » ou les marges doivent étre réduites rafit ple I'accessibilité pour les

consommateurs.

Construire I'écosystéme par le financement du microrédit

La mise en place de programmes BOP requiert égaterae travail important de
développement de I'écosystéme — c'est-a-dire du #sonomique nécessaire a la mise aux
programmes. Pour cela la microfinance joue un télg a fait central. En amont de la
production, il s’agit de créer les chaines d’ap@ionnement aupres de petits producteurs
locaux qui ont besoin d’étre aidés dans le dévedopgmt de leur qualité et de la régularité de
leur production, comme Unilever en Indonésie (@ay 2005). En aval, dans la distribution,
la microfinance joue également un role en permeltacréation de réseaux de distribution en
fournissant le capital pour les vendeuses ambidanides petits kiosks servant de points de
vente, comme pour la mise en place de prestataieeservices associés au produit
(installateurs, réparateurs, etc.). Enfin, en le@&me avec I'acquisition du produit, il peut
s’agir de mettre en place les services de crédit pgumettront a des clients pauvres

d’échelonner dans le temps le codt d’acquisitiopduit (ex : Cemex Patrimonio Hoy).
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Or, dans de nombreux pays émergents, la microfeyaaue sens de banques concédant des
préts de petites tailles a des personnes pauvess@u de contraintes de garanties, en est
encore a ses balbutiements. Si la microfinanceaibmme croissance forte de I'ordre de 20 a
30% par an, les banques de microcrédit sont ermtotaille tres modeste, et caractérisées par
un faible niveau de formation des manageurs etnyoortant manque de fonds propres
limitant leur développement (Daly-Harris 2009). Dkss, quel peut étre le rdle de

I'entreprise non bancaire développant un programeig/pe BOP dans un pays émergent ?

Les cas de Cemex amorcent une évolution possibtéldwque I'entreprise non bancaire peut
jouer vis-a-vis de la microfinance. Dans un prengenps, avec Patrimonio Hoy, I'entreprise
a joué le réle d'institution de microfinance lora thncement du programme a la fin des
années 1990, en réalisant le microcrédit elle-mémmé&ection des clients, gestion des
remboursements, et apport du capital nécessaeachurs de microcrédits, porté par Cemex
sur ses comptes, est de l'ordre de 110 millionsddkars. Dans le cas plus récent du
programme « Mejora tu Calle », le financement doroarédit est assuré a hauteur de 10
millions de dollars par une banque internationalecguvre les risques liés aux microcrédits.
L’entreprise s’éloigne d’un role de financeur, lae son cceur de métier, pour jouer celui
d’'intermédiaire entre les difféerentes parties prees (bailleurs internationaux, organismes de

crédit, municipalités, fournisseurs) et d’animatdurprogramme.

Le développement actuel de la microfinance ouvrealeselles pistes de collaboration entre
entreprises non bancaires et réseaux de microfndfit I'espace d’'une dizaine d’années, il
s’est constitué une véritable industrie de la niineEmce avec l'apparition de nouveaux
réseaux de banques de microcrédits dynamiques dul®ed Foundation en Egypte, par
exemple), la diversification des produits propogBgroassurance ou microcrédit logement),
et le développement de fonds de refinancement BlkEs (BlueOrchard, ResponsAbility,
Oikocredit). Ces fonds, basés dans les pays du,Nemtésentent plusieurs centaines de
millions de dollars chacun et investissent dangdéssance de banques de microcrédits pour
la plupart sous capitalisées. Au total, ce sons ple 4 milliards de dollars de financements
provenant des pays du Nord qui sont investis daesdnques de microcrédit situées au Sud
(Reille et Forster, 2008). Cette industrie ouvrendeivelles formes d’implication pour les
entreprises non bancaires qui peuvent jouer le d&@econnecteur entre les financeurs
auxquelles les multinationales ont facilement acege$es réseaux de microcrédit dont le

développement est nécessaire au succes des progsaair..

191



Investissements dans le capital de la structure

Une derniere forme de financement des programmeB BQrait aux investissements en
capital dans les sociétés créées pour porter ogstrLes cas d’EDF en Afrique et celui de
Danone avec Grameen, fournissent deux illustratiotéressantes, 'une renvoyant a un
partenariat public privé entre entreprise et grdvadlieurs internationaux, I'autre reposant sur
la mobilisation de fonds privés provenant d'investurs soucieux de I'impact social de leurs

choix d’investissements.

Dans le cas d’EDF, des organisations internatien@eennent part au financement des
infrastructures de production qui sont mises encgdapuis gérées par les sociétés
décentralisées. Ces partenariats, s'ils sont darte$ d’EDF un facteur important dans la
mise en place des sociétés locales, introduisentonble limite. La premiére limite renvoie
au caractére nécessairement limité du financemaslicp qui rend difficile la mise en place
d’'une solution qui soit a la hauteur de I'enjeu ledectrification des zones rurales. La
seconde limite, plus opérationnelle, a trait aifficdlté a mettre en ceuvre et maintenir de
tels partenariats. Il a été ainsi évalué que lnitements internationaux perdent I'équivalent
d’'un tiers de leur valeur en raison de probléemesa@dination entre les financeurs et les
Etats et organismes bénéficiaires (Kharas 2007)imglication d’organisations
internationales également impose des contrainteéesfaomme la nécessité de réaliser des
appels d’offres ou I'obligation de faire transites fonds par des autorités publiques, ce qui

entraine des codts et des délais supplémentaisasdkix 2010).

Le cas de Danone repose sur la mobilisation desfpnigés. D’'un montant avoisinant les 70
millions, le fonds « Danone Communities » investit90% dans des valeurs monétaires,
permettant de sécuriser le fonds et d’assurer em@bilité minimale. Les 10% restants sont
utilisables pour de I'investissement a risque d@nsapital des « social business » que le
fonds souhaite soutenir et qui comprend pour Engtla joint-venture avec Grameen, une
laiterie au Sénégal et un programme d’acceés a beaGambodge. Une évaluation rapide de
ces trois projets en portefeuille fait apparaitteegviron trois millions d’euros seulement

sont investis sur les sept millions utilisables.

Cette pratique innovante illustre la principaleitara laquelle est confronté l'investissement
privé dans le capital de programmes BOP : il ylatikeement peu de projets qui aient a la
fois un modéle économique dont le caractere pérearat clairement démontré, et avec un

effet sur la pauvreté également établi. A I'heuctuelle, le marché du financement de
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programmes BOP est ainsi plus limité par I'abseteerojets que par la disponibilité de
capitaux. La plupart des programmes BOP actuelsesmore dans des phases pilotes, avec
des besoins d’investissements nettement inférgetadaille minimum des fonds apportés par
des bailleurs privés ou publics. A titre d’exempke,programme pilote de Veolia, signé
également avec la Grameen pour I'acces a I'eawee wirale du Bangladesh, a nécessité un
investissement d’environ 500 000 euros (LesueuBR0te qui est loin des montants, autour
de plusieurs millions d’euros, a partir desquels fends d’investissement acceptent de
s’impliquer (IMS 2009).

Conclusion

L’analyse des cas proposés conduit a affiner lerquant sur I'existence des marchés au BOP.
Certains marchés, comme dans les biens de cons@nntaurante, existent et nécessitent
seulement des démarches d’adaptation marginale a@hlelsn économique de I'entreprise.
D’autres marchés ou I'accessibilité des produitseasore difficile, requiérent plus d’efforts
afin de lever I'ensemble des contraintes qui pesentla transformation du besoin en une
demande pouvant accéder a I'offre de I'entrepi&ite coexistence de marchés déja établis
et d’autres encore a créer signifie qu'une segntientassez fine s'impose, au sein méme des
portefeuilles de métiers et produits d’'une entsepriafin de distinguer les marchés qui
demandent une stratégie relativement classique, @avéorizon de court ou moyen terme, et
ceux qui nécessitent des efforts particuliers peuer I'ensemble des facteurs bloguants

'émergence, a plus long terme, d’'un marché.

Les cas nous montrent que plus les barrieres ag&sibilité des produits sont importantes,

qu'elles soient financieres, sociales ou physigpkss les colts et investissements afférant a
la mise en place du marché sont élevés. Si le ¢dgraent du marketing social reste encore
problématique, des innovations financiéres appsaatspour couvrir les investissements dans

le tissu économique local et le capital des prognem

La proposition ainsi revisitée de marchés BOP dleristence est conditionnée a des efforts
importants est certainement moins attractive quefolanulation initiale de marcheés

gigantesques, « trop belle pour étre vraie » (Kargd@07). Elle est néanmoins plus réaliste et
plus durable. L’enjeu est en effet d’éviter quenjeuement autour du BOP ne s’essouffle

avec la confrontation des manageurs aux difficidté@piriques. Il est essentiel ainsi d’arriver
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a batir une littérature qui garde I' « inspirationd’origine, tout en reconnaissant et en
analysant en profondeur les défis et les leviersda construction de marchés au bas de la

pyramide.
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Résumeé

Le concept de « Bas de la Pyramide » suggere gueneprises multinationales peuvent
contribuer a réduire la pauvreté dans les paysganes en développant une offre dédiée pour
les consommateurs a faibles revenus. Afin de mieamprendre la validité de cette
proposition, la these s’intéresse aux stratégissfidmes vis-a-vis de ce segment et s’appuie
pour cela sur un programme de recherche-action rageaé le Groupe Lafarge, au siege
social et dans une filiale en Indonésie. Elle psgpan cadre d’analyse des stratégies des
firmes qui oppose deux formes d’approches: une ddmaherchant a maintenir la l1égitimité
de la firme (« licence-to-operate ») d’'une partie¢ recherche d’opportunités commerciales
d’autre part. La thése montre comment Lafarge &uéwte la premiére a la seconde approche
entre 2007 et 2010. Elle analyse les facteurs ay@muit a ce changement et notamment le
réle joué par deux programmes pilotes d’acces genent lancés en Indonésie dans le cadre
de la recherche-action et qui ont contribué a testraction de plus de 800 maisons. La thése
distingue ensuite deux grandes formes de stratégrasnerciales en opposant les approches
de capture et de création de marchés, et soulignportance des spécificités locales du
marché dans le choix de I'une ou l'autre de cestéggies. Enfin, la thése analyse, dans le
cadre de stratégies de création de marchés, salegjeonditions les partenariats entre
entreprises et organisations non lucratives souatces d’innovations et d’apprentissages
pour la firme. Elle met en avant trois éléments clie partage d’une vision commune entre
partenaires, la création conjointe des programmtedaemise en place de processus
intentionnels d’apprentissage.

Mots-clés : Bas de la Pyramide, Entreprises mutioreales, Stratégies, Pays émergents,
Pauvreté, Responsabilité sociale des entreprises.

Summary

The “Base of the Pyramid” concept suggests thatinational corporations can contribute to
poverty reduction in emerging countries by develgpa dedicated offer for low-income
consumers. To better understand the validity o thioposal, the thesis analyzes the
strategies of firms vis-a-vis this segment anddsudn an action-research program conducted
with Lafarge, at the head office and in the Indéeessubsidiary. The thesis proposes a
strategic framework which opposes two types of apghes: a licence-to-operate approach,
and a business opportunity-seeking approach. Tégstlshows how Lafarge moved from the
former to the latter approach between 2007 and .20Hhalyzes the factors which enabled
that change and in particular the role of two Inekan pilot programs of access to housing
which contributed to the construction of more tR&0 houses. The thesis opposes two forms
of business strategies — market capture and markation — and highlights the importance
of local specificities in the choice between the twinally, the thesis analyzes, with regard to
market creation strategies, under which conditipagnerships between for-profit and not-
for-profit organizations are sources of innovatioml learning for the firm. It raises three key
success factors: sharing a common vision betweetmgya, co-creating programs, and
implementing intentional learning processes.

Key-words: Base of the Pyramid, Multinational Corgtions, Strategies, Emerging
countries, Poverty, Corporate Social Responsibility



