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Abstract

In our paper we use the Bottom of the Pyramid (Biolea as a point of departure and
reference (also for similar approaches focusingnijadn income and commaodities) to
explain why and how an analysis of TNCs potentsadd limits has to go beyond income
and commodity issues covered by Prahalad and otAdier briefly sketching out the
recent BoP-idea, we analyze it in the context cbmprehensive framework containing of
main determinants of capabilities. We argue thaC$Neffects have to be assessed using a
human development framework to gain a sufficientdynprehensive picture to show main

TNCs impacts on poverty and development.
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1. Introduction: Background and intention of this paper

Close to three billion people — nearly half of therld's population live on less than $2 a day
(Barr, 2005, p. 1; Karnani, 2007a, p. 4; Crabt2@97, p.4). While these people suffer from
their low incomes, Transnational Corporations hganed a remarkable importance for
developing processes. The combined sales of th2GdpNCs have been estimated to make up
nearly 30% of total world GDP (Prahalad & Hart 209210) and a similarly high income
generating potential. Against this background theestjon arises how TNCs affect the
situation of the poor and what their potential todmtions and boundaries are to overcoming
global poverty.

Referring to this important question, C. K. Prabdaaecent publications on “The Fortune at
the Bottom of the Pyramid (BoP)” have created alyiglebated idea and a strong driver of
development discussiondn the following we briefly sketch out main ideassuch an anti-
poverty strategy focusing on income and commodites discuss its contributions and

shortcomings in a comprehensive human developmamisivork.

2. The Fortune at the Bottom of theyPamid: the general idea.

In Prahalad’s (2004, p.3) vision, the bottom of #enomic pyramid — ‘BoP’, consists of
approximately 4 billion people or more, getting dny less than $2 a day. He argues that this
large, untapped, unserved market segment withetsil@ar characteristics may considerable
opportunities to large private firms for profitsjowth and innovation in products, services,
technologies, organizational and business mddeNCs could sell to the poor profitably and
at the same time, help fight poverty (Karnani, 203.3). Prahalad furher states that there is
no question of CSR or philanthropy there, whichhberte often not sufficiently integrated with
the core business — and therefore lacking sustéityaand resources. Moreover, he finds
economic investigation related to FDI impacts synpklevant (Prahalad, 2004).

The keystones of the model are rational, self-eg®d commercial enterprises. In this
sequence. Prahalad (2004, p. 1) hopes that creatm@rket for the poor will expand their

opportunities and improve their lives. The visisrthat setting up the BoP-engine will lead the

! See among others Prahalad (2004). His alternatiwleviate poverty spawned enormous interest asi
evidenced by the creation of many projects andecenHtis work was voted byhe Economisto be amongst
the top 25 books published in 2004.

2 The concept, also known as ‘B24B’ (business-tdlbh) calls for new ways of thinking and doing
business in world’s poor communities, for econoshéwelopment and social transformation (Boyer, 2003,

p.2).



private sector and the society as a whole to pragpés Prahalad (2004, p. 7) himself
admits, the much-needed and desirable transastionits infancy.

Some argue that because of relatively low purclgapiower (PP), cultural heterogeneity,
embedded assumptions about poor people’s needsedesmd consumption patterns, they
have been branded as too risky and unreliable @&t (Budinich, 2005, pp.2-3). The highly
challenging business environment, marked by weé#dastructure, higher transaction costs,
currency fluctuations, wide-spread corruption, aigational and other barriers, has also been
a serious hindrance for international firms (Pratia Hart, 2002, p.1).

Apparently, large multinational players have finahctechnological, managerial resources,
global knowledge and scale to handle the BoP-amgdle The big question, keeping in mind
that we are talking about pragmatic business herehy should they do this? The assumed
motives: growth, profits, innovation. The BoP-nicisedescribed as a fertile land for new
growth. Studies indicate a potential stimulus -amy developing country, the total poverty
market is proportionally large (Kotler, Robert &iseer, 2006, p.3).

3. BoP: how poverty shall be overcome

How do the potential impacts of multinational comigs, selling to the poor affect low
income and income poverty? There are two scendposraising the income of poor
households: by lowering the prices of goods andices they buy — a way which is central for
the BoP-idea — or/and raising their income. Théetais a way that BoP advocates have
implicitly mentioned in some examples without egjly and accurately integrating it into
their concept. By reducing the prices of goods semdices, the effective income increases and
the material standard of living increases by mdi@@able commodities.

Low-income consumers live in very high-cost subnecpies characterized by: inefficient
monopolies/oligopolies on the supply side, inadéguaccess and distribution, strong
traditional intermediaries, dubious quality of puots. These markets are usually unregulated
and often non-institutionalized (Dimri & Sharma,080 p.6). Due to these conditions, poor
tend to pay higher prices for the same productgates than more affluent people do
(Bundinich, 2005, p.6). The ‘poverty penalty’ orgmium’ is universal and ranges from water
to credit, only its magnitude differs by countrigesides the cost reduction effect, it is argued
that market entrance of TNCs and increased congetitnight improve the availability of

Y In Lima, Peru, a poor family pays 20 times what thiddle class pay (Prahalad & Hammond, 2002, in5),
the shanty town of Dharavi, India — 5 to 25 timdsatthe rich pay. Food often costs at least 208 &ore
and interest rates of 1000-2000% per annum aranmeammon



products, provide easier access, better qualitg. Gruld raise the standard of living of the
poor.

To make commodities cheaper for the poor, firmsldase different international pricing
strategies, price discrimination, reflecting di#fiet price elasticities of product demand
(Stottinger, 2001, pp.40-63). Lower prices in poountries could be compensated by higher
prices in affluent countries. In general, the maympetitors there are - the higher the elasticity
of demand, which logically leads to the concludioat popularizing and promoting the BOP-
market may be a good thing by itself.

Price reduction could also be achieved throughvathons and significant improvement of
technologies. Skeptics emphasize that most of tbleaeges concern high-tech areas such as:
IT, telecommunications, electronic products, eiad therefore, would not be much beneficial
for the poor, who spend most of their low incomebasic commaodities like food, clothing and
fuel. However, this is not always the case. Ficsgative advancement can affect a wide
variety of product categories, including: food,iagitural, medical technologies, fuel cells. By
purposive innovations, an accurate mix of high- dod-tech solutions and aggregated
demand, TNCs may be able to substantially reduee ctbsts of products/services, until
recently seen as inconceivable for poor consuni&s® advocates hope that this has much
more than just a price-reduction effect and thatilitinfluence the quality of lives by creating

social networks, providing connectivity and easiecess to information and markets.

Unlike members of affluent households, BoP-conssnstiop almost every day but not for
much (Prahalad & Hart, 2002, p.10). There is aceatdle, rapidly evolving tendency, often
referred as “a single-serve revolution”, of sellisigall packets of various products such as
shampoo, tea, coffee, cold medicines, biscuits) skeam. In India, for example, around 30%
of personal care products and other consumabldd beufound in single-serve packages. The
most commented example in the BoP literature isnglo® sold in sachets (Prahalad, 2004,
p.16). An indigent consumer cannot indulge in a ivhittle, as this might cost him his basic
survival for days, but he could afford sachetsdotasional use without having to sacrifice his
nutrition. This option helps managing cash flowsreéases convenience and consumption in
the sense of expanding potential choices. Pral{al@@4 p. 16) argues that small packages are
more “affordable” allowing the poor to try new prads and different brands. To be accurate,
the single-serve model creates value for the pbecause it smoothens consumption and

increases the commodity bundle.



Prahalad (2004, p. 20) hopes that when convertedcdonsumers, the poor will acquire the
dignity of attention and choices from the privagetsr, previously reserved for the middle-
class and the rich. Thus, poor individuals are sapd to be able to reap the benefits of
respect, self-esteem and self-confidence. Accorttir@rahalad, TNCs, entering the neglected
BoP-sector, are prerequisites and powerful stimufas wealth creation and social
transformation; they improve economic opportuniges quality of life.

4, BoP: the mainstream of critiques

Critiques proclaim that the BoP- idea is too good¢ true, naively optimistic, unrealistic, a
mirage, and even a dangerous delusion (Crabtr@&, Karnani, 2006, 2007; Landrum, 2007).
First, the BoP-market is grossly over-estimated.vémious works Prahalad refers to the
‘bottom of the pyramid’ as 4 and even 4 to 5 billipeople. At the same time, the World Bank
estimates the number at 2.7 billion in 2001 (Karn2@06, p.4). Moreover, Prahalad (2004, p.
22) claims a potential market of $13 trillion atARRvhile critical reviewers point out its size
could be no more than $1.2 trillion, at PPP in 2(K&rnani, 2007, p.5). Companies following
the BoP-proposition often fail because they ovéreste the PP and set prices too Higgome
draw attention to the circumstance that the basRrahalad’s suggestions is like old wine in
new bottles (Walsh et. al, 2005). According thesay many of the ideas put forth by Prahalad
(stable market economy with accent on collaborationovation, better market framework
conditions, eco-efficiency, etc.), have been insexice for years but poverty still persists
(Landrum, 2007, p.5). Meanwhile, South Korea, Chindia, Vietham have witnessed certain
levels of poverty reduction — not due to BoP ititi@s. This may pose a question mark on the
transferability of the model between different BoRrkets and economies (Crabtree, 2007,
p.18). Prahalad — as well as some of his critidenes to overshoot with extravagant, far-

fetched statements without sufficient evidehce.

In the following we take the BoP-idea as an exanfipleancome and commodity based anti-
poverty and development strategies which may desergre attention due to the growing
importance of TNCs for generating income in develept processes. We establish a
capability framework for assessing companies’ imgechuman development. We will show

that the contribution as well as the limits andtigue of income and commodity-based

! No doubt, selling a Coke for $0.57 to people sigwto survive with $2/day is not a bargain!
2 For instance, he sees a 10 to 200-times advamthge firms innovate from the BoP up (Prahalad, 2004

p.9).



approaches in general as well as of the BOP-idgariticular can be better understood within

such a Human Development framework.

5. The BoP-idea: a Human Development Perspective

According to the human development approach (HD¥) hain goal of development is the
expansion of the “capabilities” of persons to lebd kind of lives they value — and have
reasons to value. This can be consistent with &ebhdnased approach as the main reason for
the freedom of market transaction lies in the basmmortance of that freedom itself (Sen 1999,
p.112).

Following the CA-literature, a general capabilitarhework will see poverty asaapability
deprivationor theinability to realize a basic set of capabilities @ capability deprivationA
functioningis an achievement, what a person manages to te.orheseéeings and doings
can vary from being adequately nourished, beingood health to complex achievements like
having self-respect and appear in public withouansd, taking part in the life of the
community etc. The various combinations of fundigs (beings and doings) that a person
can achieve are calledapabilities Thefreedomthat is needed to achieve such a well-being is
central for the CA (Sen, 1992, pp. 39-40; Volk&0a).

To analyze the BOP-idea and other income and contynbbased development approaches, it
is helpful to discuss its impact on the main deteamts of capabilities. These can be depicted

as follows.



Figure 1: Main determinants of Capabilities

Individual Means
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Individual Potentials | Instrumental Freedoms (Social and Environmental

Conversion Factors)

Basically the BOP-idea focuses on affordable comtiesd and increasing disposable

income due to lower commodity prices.

Although modern development approaches in genachltze HDA in particular argue in
favor of a more comprehensive development conciémre may be good reasdisbegin
with an analysis of income poverty. First, to talegount of the importance of this means
to a variety of important ends, and second to ceften deprivation of capabilities for
which adequate indicators are not available (Anand Sen, 2000; Sen, 1992, p. 111;
Volkert, 2005b).

Furthermore, while the population in developed ¢oeas is seen virtually unchanged by
2050, the inhabitants of the 50 least developedtt®s are expected to more than double

! Arndt/Volkert (2007).



(UN, 2004). According to the World Bank projectiotise ‘bottom of the pyramid’ could
swell to more than 6 billion in the next 40 yedPsahalad & Hart, 2002, p3). In front of
this background, the question how TNCs could irsgethe incomes of the poor is a very

obvious and important one.

It is adequate to stress that TNCs’ contributionstmibe part of a business case (not
philanthropy) and create market opportunities togbe firms for profits and growth if it

shall become an economically sustainable strategh@lad 2004).

There may also be a certain potential to lowergsrioy price discrimination, (with higher
prices paid in affluent and lower in poorer cowesjireflecting different price elasticities
of product demand (Stottinger, 2001, pp.40-63). $ame holds for potential returns to
scale due to innovations spreading across devejapid developed markets and creating

competitive advantages (Hart & Milstein, 1999).

To adequately assess development impacts, higeposhble income (by lower prices)
should be distinguished from an enlarged commdalitydle. This is so because the same
income may vyield a very different commodity bund@ne reason for this are social
pressuresSen (1999, pp. 89-90) has explained why an individual’s desire and need to be
accepted and participate in a society may create demands for more expensive equipment. This

is true for rich and poor countries. Competing demands for these items are one reason for

hunger in rich countries — even in the United States.

For poor countries Alkire (2002) found out that the poor’s expectations and desires are not
restricted to basic capabilities. Instead an analysis of a comprehensive capability set is
necessary in order to find out more about poverty in the sense of capability deprivation.
Therefore, on the one hand, the whole spectrum of companies’ production may be relevant to
overcome capability deprivation of the poor; and to analyze these impacts we will apply the

comprehensive framework of main determinants of capabilities (Table 1).'

On the other hand, it is arguable whether the fact that the typical poor household in Udaipur,
India could spend 30% more on food than it actuddigs (Banerjee & Duflo, 2006, pp.7-
8) is really a good news. Companies do certainiefauge potentials to create marketable

desires also among the poor. However, at leasbmmescases this may lead the poor to

! A “fundamental capabilities perspective” has relyemeen provided by Crabtree (2007).
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ignore their most important needs and capabildies accept primary poverty to cope up
with social pressures, fostered by companies.

This problem will be more severe when we look athier determinants of capabilities that
income and commodity oriented development appr@sadkad to neglect or at least

underestimate.
6. Personal Conversion Factors

More than two decades after Amartya Sen (1987) -kvevn “Commodities and
Capabilities” has been published for the first tintas at least astonishing that a “new”
discussion has emerged in the last few years tbatises mainly on income and
commodities. Sen (1987) has argued — as is shoiigure 1 — that means like income
and commodities do not automatically lead to aaterivell-being. They have to be
converted into well-being within a conversion preseThe conversion function underlying
this conversion process is driven by personal aoand environmental conversion factors.
Therefore, the well-being of people cannot be imptb and poverty in the sense of
capability deprivation cannot be overcome only tgréasing income and providing more
affordable commodities.

With a certain set of commodities, individual caiiilbs are not mainly determined by the
guantity of available commodities but rather by dharacteristics that are valuable for a
certain person. ‘Personal conversion factors’ detee the ability to convert means, such
as income and commodities into capabilities, adogrdto personal characteristics
(Robeyns, 2005, pp. 98-100).

Among thepersonal conversion factorsjndividual skills are of particular importance to
convert additional commodities into real freeddmighe idea that BoP may improve the
situation of the poor as “value conscious consuir@sahalad, 2004, p.1) depends on the
implicit assumption that people have enough skitis critical value-formation and
informed decisions. For example, written informatiexplaining the use and risks of a
certain (e.g. pharmaceutical) product will certainbt expand an illiterate’s capabilities.
As long as the poor population has insufficientlskiselling complex products to them
may mean a romanticizing of the poor as “value cmus consumers” that Karnani

(2007h, p. 5; 2007c) considers as a potentiallygdesus aspect of the BoP. This danger

! Further personal conversion factors, like age,aek nationality may also affect the conversioinobme

and commodities into capabilities (Volkert 2006).
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will be of special importance for BoP when inforinat asymmetries are exploited by
lowering prices and the quality of the products tfee poor. (Karnani, 2007, p. 25). Poor
people may act economically irrationally and makeices not in their own self-interest

(alcohol, drug, tobacco) due to a lack of educatiskills and accessible information.

Consumer protection, both legal and social, id stddequate in developing countries
(Jaiswal, 2007, p.12).

Hence, the importance of personal conversion fadi&e skills and education, but also

health and other personal conversion factors ¢atlgroduct standards and a variety of
other standards. These standards may be volunteilyoy TNCs as a part of strategic
Corporate Social Responsibility; as the CSR-opt®mchallenged by free-rider behavior
(Volkert & Bhardwaj, 2006) the state may be indisgeble to benefit from companies’

potentials. This is because without effective patdand health standards, selling to the
poor may perhaps expand companies’ markets butheopoors’ capabilities. Instead a
lack of standards may increase the risks and ciggkeof the most vulnerable in a society.

The whole bundle of individual financial potentiat®mmoditiesand personal conversion
factors certainly has a significant impact on theogle’s capabilities. In our general
capabilities approach this bundle is called “indual potentials”. All individual potentials
(like income, commodities, skills, health, disai®k etc.) can or must be transferred to any

other society and country. Hence they are quitangty linked to an individual.

Despite the importance of personal potentials &sraenants of capabilities, they are not
sufficient to assess poverty or wealth from a cdipalpoint of view. To give an example:
how much a chronic disease like diabetes affeatslifie expectancy and capabilities
depends — inter alia — on the access to efficieatth care, knowledge to be aware of the
corresponding risks, which is influenced by theidipraccess to an efficient education
system, and social security, which guarantees thesessary opportunities also to people
with low incomes (Sen, 1992, pp. 111-116; Robe2085, pp. 98-99).

7. Instrumental Freedoms
Hence, public policy, social groups — and comparmiks/ a key role in determining

whether low incomes, lack of commodities and poerspnal conversion factors really

lead to capability deprivation in the long run; whether companies, public policy and
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social groups are able to efficiently overcome ¢hieslividual problems by the provision
of sufficient instrumental freedoms’. ‘Instrumental freedoms’ summarize the main
possibilities of state, public policies, companasl social groups to expand or restrict
individual capabilities. Instrumental freedoms ark particular importance to analyze
potential impacts of companies on poverty becabsy tnclude those determinants of
capabilities — other than income and commaoditidsat companies can directly influence.

Instrumental freedoms consist of social opportasijtieconomic facilities, protective

security, political freedoms, ecological securitydaransparency guarantees (Sen, 1999,

pp. 38-41; UNEP/iisd, 2004).

Social opportunitiesreflect the arrangements that society makes toagtee the access to

education, health care, (other) public servicesedehousing, social nets and communities

and other social institutions. Income and commodiignted development strategies like

BoP tend to implicitly assume existing and effeetsocial opportunities; however, such an

implicit assumption ignores that social opportwegstare often missing. In the end, a lack of

social opportunities may result in an obstacle fimcome and commodity oriented
strategies. There are two reasons for this:

* First, exclusion from social opportunities may linthe access to income and
commodities. For instance, it has been statedtkieaindividual consumer very often
cannot afford the wares, but a group or even thelewillage can. This ‘shared access
model’, proposed by the BoP-idea distinguishes sscé®m ownership and makes the
system highly cost-effectiveHowever, people who are excluded from a community
will also be excluded from such a “shared acceestdmmodities. In the end, the
socially excluded will be those who cannot bengbm a larger commodity bundle
and lower prices provided by BoP. Therefore soebatlusion will remain a major
challenge for BoP and similar approaches workinty whared access models.

» Second, a human being can have sufficient incomdscammodities and be socially
excluded at the same time. This is because beimgpa community has an own value
and is not only an instrument to get access tonmcaand commodities. The
consequence is that more income and commoditieshatlovercome poverty as long
as social exclusion (and not lack of means) igithen cause of capability deprivation.

Some advocates of the BoP-idea have claimed thsimale replication of the affirmed

Western system will not be effective. They call or accurately weighted combination of

! For example, Graeen Telecom’s Village Phone (VP) progranmim8&angladesh is a unique undertaking that
provides modern digital wireless telecommunicaservices to some of the poorest people in the wibriough
‘shared purchasing arrangements’ (Budinich, 200&). p
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international knowledge and local insights as aiafyrerequisite for success (Simanis et al.
2004, p.4). They recommend and try to operatioadbizal solutions and innovations within
co operations of TNCs and local communities in diegeloping world. However, there is a
certain trade-off between these local solutionstaedotential returns to scale due to a market
expansion spreading across developing and developmttets (Hart & Milstein, 1999).
Therefore, local solutions may be culturally adeguaut also limit the possibilities to lower
prices as well as BoP’s quantitative potentialseich the poor with affordable products.
Summing up, workable social opportunities and oweriog social exclusion are pre-
conditions for successful income and commodityrdgd strategies to fight poverty. However,
these pre-conditions cannot just be implicitly assd as given. Instead TNCs alone may have
substantial problems to rely or even foster sogpgortunities. This may be the reason why
some of the BoP-cases are not even businessesdfs Nvhich undermines the fundament of
the BoP-logic (Crabtree, 2007, p.4). Prahalad aad 2002, p.6) are at least implicitly aware
that social opportunities are most important. Thlagsify it as a misconception to assume that
private sector actions solely could solve the pmrobl Instead they see TNCs as necessary
catalysts, but in order to avert the social dedhgy call — among others — for local
governments, NGOs, development agencies and thetlpemselves to work collaboratively.
This does not mean that companies cannot fostél sigaportunities. Quite a number of TNCs
contribute to a better access to education, prowelgth care and housing etc. However,
TNCs’ contribution to social opportunities is vedyerse. Some are very ambitious and
provide health care and education for their worlkers their families, others simply ignore or
even worsen social opportunities. Those TNCs atsageSMES, who are strongly engaged in
fostering social opportunities, often follow a CSRategy. For them, enhancing social
opportunities is a promising business case anchbisng to do with philanthropy. Therefore,
improving social opportunities by strategic CSR rfinyery well into Prahalad’s motivational
concept, although he himself has neglected thigiddowever, while some attention has been
devoted to the main motivation and drivers of sgat CSR more research has to be done
exploring the limits of strategic CSR as the conigsinpart of a comprehensive development

strategy.

Opportunities that individuals enjoy to use ecormmisources for consumption, production or
exchange are calleéconomic facilities: Economic facilities play a major role in overcomi

poverty in developing countries.

! For further details concerning these drivers andentiterature refer to Volkert & Bhardwaj (2006).
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Roughly 1/3 of the world’s work force cannot sugpbemselves or their families because of
underemployment or low-paid jobs (ILO, 2001). Tlere, Karnani (2007, p.28) has claimed
that creating decent employment opportunities witible and reasonable wages is the most
relevant way to overcome poverty. Moreover, crintshe BoP-idea hold up that poor people
should be taken primarily as producers (not custejrend companies should rather buy from
than sell to them.

However, critics have to admit that Prahalad ad a®lother income oriented strategies to
fight poverty are aware of this. Prahalad citesesslvexamples of powerful enterprises
stimulating employment on the BoP-level.

Karnani (2007) further specifies that just cregitiobs is definitely not enough and the
ultimate phase should be increasing productivitghsthat wages are sufficient and enable
employees to jump out of poverty’'s trap (Karnard0?2, pp33-34). Indeed, not all jobs do
enhance economic facilities and capabilities instume way. Therefore, given the challenge of
low wages in a considerable number of countries wihge level created directly or indirectly
by TNCs in developing countries will have to bentiged to assess the impacts on income
poverty.

Nevertheless, from a capabilities perspective thpacts of an access into or an exclusion
from the labor market cannot be reduced to thewnme effects. As Sen (1999, pp. 94-95) puts
it: “unemployment has many far-reaching effectseoththan loss of income, including
psychological harm, loss of work motivation, skilhd self-confidence, increase in ailments
and morbidity (and even mortality rates), disruptiof family relations and social life,
hardening of social exclusion and accentuatioraoft tensions and gender asymmetries...”
Hence, the role of an access to the labor marketodimer economic facilities is not only to
generate means like income but serves as a pretoondf important ends and capabilities
like “having self respect”, “living a long and hdal life”, “taking part in the life of a
community” etc.

Therefore, employment effects as well as employnmmriditions of TNCs have to be
identified for a comprehensive assessment of TN@gy impacts — going far beyond
income effects. Employment effects and conditioiikdiffer between TNCs that export their

products and those that engage in FDI in develomagntries. Therefore, contrary to

! A remarkably successful story is the evolutionAmfiul — the dairy cooperative, buying milk from million$

small village farmers every day (Prahalad & Hafip2, p.11; Budinich, 2005, p.10). Previously maatjed,

now they are active market participants with regutiependable income. The ‘priceles&iful translated from
Sanskrit) business-social partnership contribubedhitiions of fates and spurred the Indian ‘Whigealution’: 20

years ago, milk was in short supply, today, Indi¢he largest producer in the world.
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Prahalad’s (2004) statement, the analysis of Fidcef is certainly not irrelevant for a
comprehensive assessment of TNCs impacts on powy have to take account of the
abundant economic literature on employment effaots employment conditions, notably the
FDI literature, to be able to assess the economdchaman development impacts of TNC on
the poor. For example, crowding-out effects willv@ato be considered as the business
examples used by BoP-advocates also include finbil or local organizations, but not TNCs
(Karnani, 2007a, p15) and want to convert the potar “resilient and creative entrepreneurs”
(Prahalad, 2004, p. 1).

However, a human development assessment has teygadan identification of employment
effects and conditions and investigate the farhigar effects of TNCs' activities on the
capability set of the poor. This requires an ineohent of the poor population, in order to find
out more what kind of TNCs’ impacts are most retgvaccording to their values and life
plans®

However, access to the labor market is not the osllgvant economic opportunity in the
context of the BoP-discussion. The BoP-idea prowathe single-serve model as a way to
improve the situation of the poor. Given the ergtimperfections in developing countries’
financial markets, this may help managing cash slimy smoothing consumption and increase
consumption in the sense of expanding potentiaicelso However, this may be a second-best
solution as it could be more efficient to reducepéniections in the markets by improved
access to capital. In this case the poor will notrdstricted to spend their income on TNCs
single-packages consumption; instead they may pretee efficient and productive ways to
spend their income, for instance by investing iman or real capital.

It should also be mentioned in this context that dlacess to land as a further component of
economic facilities is decisive for the poor. Inmeod cases the population may even be

impaired by TNCs which worsens the poverty situatio

Ecological securityhas been proposed as an instrumental factor vefichld be incorporated
into the capability framework (Scholtes 2005; UNiisiel] 2004). Ecological security is defined
as “the provision of ecological safety nets to undlials who depend on ecosystem services for

achieving many of the constituents of well-beingNEP/iisd, 2004, p. 29).

! Alkire (2002) has elaborated a concept for thesdskof evaluations. She has also found out thatesults
may differ considerably from those of an econontigndard analysis of the development and poverty
impacts.

2 Ecosystems and ecosystem services provide semnglaant for human well-being like provisioning ¢ft
fiber fuels), regulating (purification, detoxifi¢gah, mitigation of droughts and floods) and ennihi
(spiritual, aesthetic, social) (UNEP/iisd, 20045p.
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As companies do affect ecological security anchaspbor tend to suffer most from a lack
of ecological security, companies’ impacts on egiglal security have to be taken into
account.

In this respect, the BoP-idea has also not beeyn slear. For instance, it is an open
question why and how TNCs might use “undevelopegiores”, devoid of functioning
infrastructure and basic goods, as an “ideal tgsgiound” for creating environmentally
sustainable technologiédnstead the single-serve packaging’s environmenghcts on

environmental sustainability at least deserve mesearch (Bendell, 2005).

‘Protective security’ includes social security systems and protectiomfviolence and
criminality. A social safety net is needed for greting a reduction of the capability sets of
(parts of) the population to abject misery or ewtarvation and death. In this respect,
companies can contribute to reduce poverty as dagateprivation by providing social
security for their employees and their families,edfect that is not very prominent in the
BoP-debate as this also is part of strategic C&jRc¢ted by Prahalad and others. Regarding
the role of wealth as an extensive capability sefpfotective security, it can be assumed
that an efficient and fair social security, transh@d tax system should imply higher net
financial contributions (net transfers to the sbaacurity, transfer and tax system) by
citizens and companies with high profits. Therefanethe context of protective security
the question arises how much companies contrilautki$ issue by paying taxes and other
contributions that may finance a social securitgtey. Privileges may occur due to
successful political lobbying in favor of tax pteges and exemptions, or simply because
of illegal tax evasion. This is an important bigaaheglected issue as an OECD survey has
shown: of 246 codes of conducts, highlighted by @€CD, 148 codes covered labour
standards and 145 recognized environmental issueite only one mentioned taxation
(Jenkins 2005j.

Political freedomsrefer to the opportunities to participate in detieing governments and
public policies The capability approach necessitates a consideraviel of citizen
participation in politics. This is because polisyto be determined by what people value
and have reason to value: the state can, on théham@ enhance the citizen’s political

! More information can be found in: Hart & Christens2002

2 Moreover, a concept to assess protective securiyld explicitly incorporate protection from violes
disaggregated for different groups of the wholeyiation.
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freedoms. On the other, people's use of these ealagparticipatory capabilities will in
turn influence the behavior of state and civil sbgi To analyze this two-way relationship,
formal as well as informal opportunities and bagi® participate in political life have to
be included. This is necessary as such participatientifies needs and areas where action
is required. Needs that are not articulated indbmocratic process tend to be neglected
and highly influential interest groups can furtltistort the political process (Sen 1999;
Schneider and Volkert, 2005). So CA requires papataess to the political process - both
because it is itself an important capability, amedduse it provides the information needed
to formulate effective policies.

There are two main reasons why political freedont @articipation are important for an
anti-poverty strategy relying on companies:

« First, because BoP-markets are usually unregukatedoften non-institutionalized
(Dimri & Sharma, 2006, p.6). The political partiaippn of the poor is
indispensable to fulfill the need for efficient fitgtions in a way that benefits them
and enhances their real freedoms.

* Second, because TNCs may themselves be a majacteb&ir the implementation
of pro-poor institutions. Therefore, the issue ofporate lobbying including its
impact on host country’s institutions and regulagitas to be part of an assessment

of TNCs impacts on poverty in a certain country.

In the CA, the opportunities to realize social @esi under guarantees of disclosure and
lucidity are called ransparency guarantees(Sen 1999: 39).Obstacles to transparency
guarantees may be the result of corruption, bribérgud and / or bureaucratization.
Conceptually, transparency guarantees are most riemgobecausdormal public policy
guarantees of other — already mentioned — instrteh&needoms, like access to health care or
social security do not enhance individual capaeditfor those people that are not able to
benefit from them because of corruption or bureaticicomplexity. Transparency guarantees
are indispensable for identifying a lack m#al freedoms and for privileges resulting of
corruption and other obscure social activities.sTisi of particular importance as the poor
suffer more from extra costs of corruption than kveer households.

Prahalad and Hart (2002, p.1) have identified vapeead corruption as a serious hindrance
for international firms. Prahalad and Hammond (200226) hope that transparent, large-scale
private sector business can achieve the neededjetsand foster competition to dramatically
reduce poor people’s costs. However, the awaresfabe need for more transparency and less
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corruption does not seem to be well establishedngmidNCs. In this respect the already
mentioned OECD study on the codes of conducts 6fTCs has shown that less than one
quarter of these codes dealt with bribery and gdion despite the increasing significance of
these issues in the debate associated with thees of conduct. (Jenkins 2005: 530 & 539).

7. Conclusion: the need for a more comprehensivedmework of analysis

Obviously, instrumental freedoms are important cheieants of individual well-being, poverty
and wealth in a CA-framework. In the context of a@opic the significance of instrumental
freedoms is derived from the fact that instrumefiieédoms include the factors that can be
directly influenced by companies (and the state soaial groups). Companies can design and
control instrumental freedoms while individual paials may only be modified indirectly via
instrumental freedoms. To give an example: to imerthe health of the workers’ families
companies can provide instrumental freedoms likeaittess to health care; however, this will
not guarantee the improvement of the families’ teals long as the family members are not
(able or) willing to make use of this instrumenfatedom. Therefore, the conceptual
identification of ‘instrumental freedoms’ and theloundaries illustrate the field that
companies (and public policy) can directly influerend which will therefore be in the focus
of an analysis and evaluation of the potentials mdations of companies to improve the
situation of the poor by helping to overcome caligdailure.

The potential of companies to — positively or nagdy — affect instrumental freedoms is often
underestimated or even ignored by anti-poverty eptions focusing mainly on income and
commodities. Instrumental freedoms play an impdriadependent role. Above all, a lack or
denial of instrumental freedoms to certain indiauor groups will result in social exclusion.
This is not necessarily linked to low incomes orimsufficient commodity bundle. In some
cases, minorities with high incomes and wealthparticularly suffering from social exclusion
as the role as a TNCs’ customer does also not prdvem social exclusion. Moreover,
example, deficits of individual potentials like oroe poverty or a severe disease do not

constitute exclusion as suth.

As companies tend to influence all of these instmtal freedoms, it is argued that a
comprehensive analysis of poverty as capabilityigdapon must take account of the full range

of instrumental freedoms. TNC’s impact on instrutaérireedoms may reduce poverty as

! Instead it is the lack of corresponding instrurakfrieedoms like the denial of social security papts or
of an access to health care in these situationdethd to social exclusion.
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capability deprivation but also increase it. MoreQun quite a few cases there will be a mixed
result because of different impacts on the varineBumental freedoms, that may be hidden in
a more restricted perspective. Unfortunately, madsthe current contributions to this topic

only refer to no or only a limited number of instrental freedoms in addition to income

poverty assessments. Therefore, these studies air@abte to identify the comprehensive

impact of TNCs on poverty as capability deprivation

Prahalad’s hope that poor individuals can reapbieefits of respect, self-esteem and self-
confidence will certainly not become true if theopdave become customers without being
socially included. TNCs, entering the neglected BePBtor, may not be able to sufficiently
improve the poor's quality of life as long theitugition is mainly determined by social

exclusion, which might also be reduced by TNCs.

Moreover it has been shown that companies are tablgither ignore or protect personal
conversion factors like health (by voluntary prodaod health standards). Therefore, they
have at least an indirect possibility to work agaipoverty as capability deprivation resulting

from a lack of personal conversion factors.

To sum up, we argue that it takes much more thdodws mainly on means like income and
commodities to completely assess TNCs potentiadks rand limitations to improve the
situation of the poor and foster development. THesomes very obvious when we compare
the BOP-idea with the Millennium Development Gahist are related to the HDA.

While income is just mentioned once in the firsalgacommodities as such are only part of
targets 17 and 18. Instead most of the goals agdttaare concerned with important personal,
social and environmental conversion factors. Tleegfthe increasing number of TNCs who
have started to report on their impacts on povartg development with reference to the
MDGs (SustainAbility 2006) might also suffer from r@duction of anti-poverty and
development measures to provide commodities aramec- because they have much more to
offer than just these. This does not mean thaMbé&s should be treated like a “holy grail”.
From a human development and capability perspetiieyg are an incomplete list as a result of
a political compromise. Quite a number of potenTidlCs’ impacts and goals are missing.
Most obvious is the lack of a goal associated &mdparency guarantees, corruption and

bribery, which, as has been discussed, are of imgiortance to fully identify companies’

! http://www.un.org/millennium/declaration/ares5%ftm
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impacts on poverty and development. Therefore, wguea that the underlying human
development and capability approach itself may lostrpromising to assess TNCs’ potential

and impacts to improve the situation at the bottdrtine pyramid.
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