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Mapping Inclusive Business Models

A booklet on identifying your position in the transition
towards more inclusive business models

[1] Strategic intent vs strategic realization:
understanding the transition logic

[2] Defining the business case for inclusive
business models and their link with
inclusive growth

[3] Antecedents of inclusiveness: indicators
for functional areas of management
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[1] FROM STRATEGIC INTENT TO STRATEGIC REALIZATION

The business model of a company defines how the company is organized. A popular approach to
this is represented in the business model Canvas. It specifies all the relevant dimensions of the
corporate organization that constitute the business model. Each of these elements needs to be
considered in order come to a successful organization. Core in this model is the so called ‘value
proposition’, which presents the idea behind the company: what is the value the company
intends to give to its customers, or in other words what value does the company wants to add to
an input. Customers can thereby be citizens (B2C), governments (B2G) or other businesses (B2B).
The CANVAS model shows that to do this effectively and efficiently — and thus also earn a
certain degree of societal legitimacy — companies have to link their value proposition to
upstream activities and partners, their downstream activities to customer segments, which
results in a cost and revenue stream that should be profitable — otherwise the company will not
be financially sustainable, whatever its (intended) value proposition is.

The Business Model Canvas '
Key Partners G | Key Activities i Value Propositions €55 | Customer Relationship_ ") | Customer Segments {3
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Understanding how a particular business model actually materializes requires understanding the
basic clash between strategic intent and realization (Mintzberg). The actual business model
hardly ever represents the exact intent of the management, or of major stakeholders. The
original intent defines the intended value proposition. The realized value proposition defines the
actual business case because it explains how the corporation defines it reason for existence and
how make it work — taking all practicalities and circumstances into consideration with which it
had to deal when implementing its intended value proposition. So, a disconnect can —and
probably will - exist between the intended and realized value proposition. This makes it
sometimes difficult to talk to entrepreneurs, because they will stick to their intention, their
intrinsic motivation, which can differ considerably from the reality.

This creates all sorts of image and legitimacy problems, but also management problems. An
important prerequisite for an effective and efficient organization is it relative coherence in
linking different activities and functional areas to a common goal. The more coherent a
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company is organized around a common vision/mission or goal, the easier it is to manage those
activities. A more coherent organization is also more easy to transfer to a next stage or business
case if needed. Realized strategies are the outcome of intrinsic and extrinsic motivations.

STRATEGY PROCESS....

Intrinsic motivation
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Extrinsic motivation Source: based on Mintzberg

So in case a company wants to develop a particular business case for sustainability or CSR it is
important to look at the strategic intent, but also to look at how this can be realized — as
influenced by external factors. External factors define the extrinsic motives of a company to deal
with sustainability. Sometimes these motives are stronger than intrinsic motives, and will trigger
change in any direction — even an unintended direction. In the book ‘managing the transition to
a sustainable enterprise’ we gave many examples of these ‘mixed motives’ games in order to
understand:

1.

.... wat dominant transition trajectories were: we found that hardly any company
actually has a smooth and straightforward transition to a more active approach and that
a reactive phase in transition processes actually present a certain logical phase for
companies to remain financially sustainable as well;

....what — under the influence of these motives — kind of business cases could be defined
for companies to engage in sustainability. Unlike the popular belief, we found that
extrinsic motives through risk assessments, are not necessarily bad for a company. They
help a company to make the transition to higher stages of sustainability, for instance by
putting pressure on internal stakeholders to accommodate to change. Extrinsic motives
are a clear factor in making the business case sustainable.

Archetypical business cases
This results in four archetypical [and one hybrid] business cases for sustainability, which also
relate to a different elaboration of the CSR acronym:

Inactive: Corporate Self Responsibility
Reactive: Corporate Social Responsiveness
Active: Corporate Strategic/social responsibility
Pro-active: Corporate Societal Responsibility
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[a] the inactive case, which can also be referred to as the classic business case; inclusiveness
and sustainability (however defined) increases income or lowers costs. An inactive approach
reflects the classical notion of Milton Friedman that the only responsibility companies (can) have is to
generate profits, which in turn generates jobs and societal wealth and can therefore be considered a form
of CSR. This is a fundamentally inward-looking (inside-in) business perspective, aimed at efficiency in the
immediate market environment. Entrepreneurs are particularly concerned with ‘doing things right’. Good
business from this perspective equals operational excellence. CSR thus amounts to ‘Corporate Self
Responsibility’. This narrow approach to CSR requires no explicit strategy towards poverty alleviation. It
aims at the prime ‘fiduciary duties’ of managers vis-a-vis the owners of the corporation, which could imply
affordable products, company growth, payment of taxes and job/employment creation, but only as
indirect by-products of a strategy aimed at profit maximisation.

[b] the reactive or defensive business case which implies that the company lowers damages as
the result of (anticipated) reputational losses. A reactive approach shares a focus on efficiency but
with particular attention to avoiding mistakes (‘don’t do anything wrong’). This requires an outside-in
orientation. CSR translates into Corporate Social Responsiveness. Corporate philanthropy is the modern
expression of the charity principle and a practical manifestation of social responsiveness. In this approach,
the motivation for CSR is primarily grounded in ‘negative duties’ where firms are compelled to conform to
informal, stakeholder-defined norms of appropriate behaviour (Maignan, Ralston, 2002). The concept of
‘conditional morality’, in the sense that managers only ‘react’ when competitors do the same, is also
consistent with this approach.

[c] the active or strategic business case, which means that the company has a clear vision on its
competitive position which can be enhanced by aiming at sustainability; another way of looking
at the strategic business case is by concluding that without a sustainable solution/approach
there is no business anymore; think about the strategic reason behind ‘sustainable fisheries’ and
other commodities. If these commodities get extinct the company has no business anymore

An active go-it-alone approach to CSR can be inspired by ethical values and virtues (or ‘positive duties’) of
the entrepreneur itself, but more and more corporations are looking at this type of business as a strategic
priority (in the distinction below, these corporations try to develop a ‘ rich’ value proposition). Such
entrepreneurs are strongly outward-oriented (inside-out) and they adopt a ‘positive duty’ approach. They
are set on doing ‘the right thing’. In this approach, CSR gets its most well-known connotation — that of
Corporate Social Responsibility.

[d] the proactive of societal business case: where the company understands that they cannot
effectively address an issue without involving other stakeholders and even competitors in the
approach; this relates to systems crises in particular. A proactive CSR approach materializes when an
entrepreneur involves external stakeholders right at the beginning of an issue’s life cycle. This proactive
CSR approach is characterized by interactive business practices, where an ‘inside-out’ and an ‘outside-in’
orientation complement each other. In moral philosophy, this approach has also been referred to as
‘discourse ethics’, where actors regularly meet in order to negotiate/talk over a number of norms to
which everyone could agree (cf Habermas 1990): ‘doing the right things right’ (or ‘doing well by doing
good’). This form of Corporate Societal Responsibility (Andriof, Mclntosh, 2001:15) shifts the issue of CSR
from a largely instrumental and managerial approach to one aimed at managing strategic networks in
which public and private parties have a role and firms actively strike partnerships with non-governmental
organisations to develop more structural solutions to poverty. The former CEO of Unilever, Anthony
Burgmans, equates ‘CSR’ with ‘Corporate Sustainable Responsibility’ — thus combining inclusive business
and inclusive growth.
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Clash between intention and realization 2> >

Five archetypical CSR strategies
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The business models can be seriously affected by the way in which the ‘value proposition’ (i.e.
the business case) is defined by the company. We can thereby make a distinction between
relatively ‘poor’ value propositions, that trigger primarily inactive or reactive business cases, or
‘rich’ value propositions that are more likely to stimulate managers, employees and societal
stakeholders to work on higher levels of sustainability.

General
characteristics

Marketing

Finance Profit maximization; cost
minimalizing;
creating increased shareholder value
(biggest return on investment)

VLSS Purchase as cheap and as flexible
chain as possible (no commitment to

suppliers)

SIECE

Instrumental, simplistic, managerial,
risk aversive, quantitative and easy
to measure; company oriented only

Sell as much as possible; customer
is ‘king’

Produce with the least number of
people the highest possible output
Being the biggest, the first, amongst
the first in the sector

management

[ [“Poorvalue proposition” “Rich value proposition”

Resilient, inspirational,  entrepre-
neurial, risk taking; qualitative, societal
orientation (also)

sell consumer value

support latent demand (for higher
needs)

Enable the financial means for a
company to thrive;

Empower suppliers (for instance
through innovation) to contribute to
your value creation process

Organize an inspired and committed
staff

Being the most innovative, creating
the most value for society, solving
particular societal problems (3 billion
**; %%%): heing the best in something

Transition, business model innovation and tipping points
When companies try to innovate their business model, they have to abide to a number of ‘laws
of motion’ which defines whether their change strategies will succeed. There is no difference in
this respect for business model innovation towards higher degrees of sustainability or
inclusiveness. The clash between intrinsic and extrinsic motives has to be managed in a correct
sequence and with the proper internal and external stakeholders. Timing is thereby of the
utmost importance and explains to a large degree why some change processes succeed or fail.

Three important transition stages appear that define whether a company can successfully make
the change without losing its competitive edge.
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- 1. Triggering stage: responding to a challenge or a new leader, which creates a
substantial (internal) coordination problem
- 2.Internal alignment: trying to make it more efficient, getting the organization more
coordinated and internally organized
- 3. External alignment: getting stakeholder involved in a cooperative way to create the
preconditions for a business case at a higher level of sophistication
In a start-up phase of this transition process each organization (and its leadership) has specific
strategic and tactical intentions regarding inclusiveness:
- Do you want to take a wait-and-see strategy: you remain inactive, only when you are
- Do you want to make this into your core strategy: you aim at active
The initial stage: all directions are conceivable ! The dominant trajectory: specific sequence
STAGE 0: CSR Dominant .
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The problem with the clash between intention and realization is that even when you want to go
from an inactive orientation (initially) to the most active orientation (pathway A), this will not be

easy or even outright impossible for a number of factors:

- You don’t know how to do it: there are hundreds of trade-offs along the way

- Your intrinsic motivation is not that strong

- External factors (emergent strategies) influence you in such a way that you have to
respond to them earlier than you are able to implement your own active strategy (B)
- Youdon’t know whether this is really a feasible/sustainable strategy, so you might opt

for a more mixed strategy (c)

In case you choose for a wait-and-see strategy (0) this might also not materialize. Because
external stakeholders force you to respond (B). If you don’t like this because of the greater
organizational challenges that you will face, or because you fear repeated reputation damages,
you will take a more strategic view on this and opt for a hybrid strategy (C).

So what looks like a reactive strategy, and which by cynics is often reproached for as * window
dressing’ might be a logical first step in a solid transition strategy. But it might also by window
dressing, depending on the original intention of the company/entrepreneur.
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We found that, for a large number of reasons, almost all companies go through three phases if
they innovate their business models in order to deal with sustainability issues: triggering,
internal alignment and external alignment. This is sometimes a chaotic process. But we have
seen that this also largely can be defined as a specific interaction between intrinsic and extrinsic
motivations (the left side of the box), aimed at tactics (liability) or strategy (responsibility) in
which tactics than can be to do nothing or only respond, and strategy can be to take action
alone (to create a better position for yourself as a company) or together with others (to address
the issue in a more systemic manner). The picture above shows the dominant transition
trajectory that most organisations have to go through when they want to implement a
CSR/inclusiveness strategy. This is relatively independent of their initial intentions (A, B or C).1

In each phase relationships with primary and secondary stakeholders are important. They
consolidate a specific phase, but can also trigger or bar change. The book ‘managing the
transition’ specified more than seventy tipping points to document these barriers or carriers of
change.

Phase/stage Primary stakeholders Secondary stakeholders
Inactive working no

Reactive Working, but pressure confrontation

Active Coordination, alignment mixed

Pro-active Implementation, alignment Cooperation

The clash between intent and realization defines the ultimate business model, which then
should be defined in more detail for instance through looking at how the above archetypical
business cases translate into general and functional areas of management. When we relate this
traditional areas of functional management to the CANVAS model, some area overlap, which
makes clear why in some companies it proves more difficult to define the right value
proposition: the existing structure of the business model (in specific functional areas) does not
help to come to a relatively coherent model.

e general management and leadership: which defines the general business case and links
that to the general orientation of the business model vis-a-vis in particular its primary
stakeholders; in the area of inclusiveness the most important dimension of this is the
approach towards poverty and poverty alleviation, also referred to as the bottom of the
pyramid; general management also defines the way the company relates to
communities

We can distinguish between the following functional areas of management:
e Strategic management: which defines the position of the company vis-a-vis its direct
competitors in the same sector
e Public affairs/CSR/communication: which defines the position of the company vis-a-vis
society in general and its secondary stakeholders in specific. In the CANVAS model
general management, strategic management and public affairs are closest to the value
proposition (but are also related to key activities and key resources)

! Notice that some of these statements have to be interpreted a framing hypotheses which should be
further investigated in the research project.
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e  Marketing management: which defines the company’s position vis-a-vis its customers; in
the CANVAS model this relates to customer relations/segments and channels

e Purchasing management: which defines the company’s position vis-a-vis its suppliers (in
the CANVAS model, this relates to key partners)

e Human resource management: which defines the company’s internal policies towards
its employees and the relationship with trade unions

e Financial strategy: which defines the position of the finance in the business model

e |nnovation; which defines the position of the company vis-a-vis its future product and
technology range. For inclusive business strategies this refers to the idea of frugal
innovation.

Inclusive businesses try to align these functional areas of management in an active or proactive
manner. The more they do this the more they need different types of partnership to be effective.
The more these functional areas of management are aligned, the more the business model can
be considered coherent. But in transitions, different departments can be in different positions —
as to the clash of intent and realization — so an incoherent business model appears, that can
hamper further progress in the actual implementation of the inclusiveness strategy. What these
intermediary positions actually means for the relationship with incusive growth, needs to be
further researched. There are a number of possible hypotheses that we can formulate:

[1] The more coherent a business model is, even at a low level of sustainability, the easier it is to
move to the next stage of sustainability

[2] the more incoherent a business model is, the bigger internal barriers there are for change
and transition

[3] business model innovation depends on the position of the most influential frontrunner

within the company; they cannot only influence the internal process, but might align with
external stakeholders to enhance internal change

[4] other hypotheses can be formulated and have to be linked to theories on business model
innovation (difference between reactive and active approach for instance), leadership theory,
transition theory (influence of system change on companies), stakeholder theory (urgency and
other dimensions of issues and influence on companies), materiality (perception of urgency), etc.

Incoherent business model Coherent business model
Inactive 4ummmp Active Inactive <4mmEEp Active
EICE] stakeholders Reactive Proactive EICE] stakeholders Reactive Proactive
Finance Shareholders - Finance Shareholders
Marketing  Customers [ ] Marketing  Customers
HRM Employees - HRM Employees -
Purchasing  Suppliers - Purchasing  Suppliers
Public affairs Government, Public affairs Government,

community community
Innovation  Knowledge in. I | 'rrovation  Knowledge in.
Strategy Competitors - Strategy Competitors -
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[2] GENERAL INCLUSIVENESS STRATEGIES

In management and development studies, the relationship between companies (often related to
multinational enterprises) and ‘host country’ development generally mirrors the relationship between
inclusive business strategies and inclusive growth (Meyer, 2004). Recent thinking argues that the various
mechanisms through which companies can affect development need to be addressed for an
understanding of that relationship. For example, creating local backward linkages is often seen as very
beneficial for local firms, as these can increase their sales and gain better access to markets, and enables
them to benefit from technology transfer and training of the MNE. However, there are many other
mechanisms that play a role and need to be addressed when evaluating the consequences of foreign firms,
foreign investments and partnerships of MNEs with local firms for the development of the host country.
Examples of such mechanisms include technology transfer through labour migration or demonstration
effects, competition and market structure effects, the sheer size effects of investments, and forward
linkages. These have all been identified in the economic and business literature as the economic growth
consequences of FDI. This also calls for a more active approach of MNEs as key partners in the process of
societal transformation (Stiglitz, 1998), and in activities related to Corporate Responsibility such as
implementing environmental, health and safety management systems at their production sites, and
engaging in philanthropic projects.

Mechanisms through which companies/MNEs affect inclusive development

MNE role

Type of effect - -

Passive Active

Size effects (for capital .
Direct (at MNE site) base, employment, EH&_SIpractlces, labour INCLUSIVE BUSINESS

. conditions

environment)

Competition, technology |Philanthropy, public l
Indirect (beyond MNE site) [transfer, linkages, alliancegprivate partnerships,

income distribution supplier conditions

INCLUSIVE GROWTH ‘

Source: based on Dunning and Fortanier, 2007

In the Table, the type of effect is positioned on the vertical axis, and the role of the (multinational)
enterprise on the horizontal axis. The type of effect captures the conventional distinction between the
direct effects of an investment, which occur solely at the site of the company, and the indirect effects,
that occur at firms related to the (activities of the) enterprise For example, the workers employed by a
company constitute the company’s direct employment effect; whereas the employment a company
creates at a local supplier due to increasing demand for this supplier’s products, constitute part of its
indirect effects for employment. The second variable, the role of the multinational, distinguishes between
active (purposeful) and passive roles. 2

Going back to the basic CANVAS business model, we can define a number of requirements that the
business model has to address in order to establish a link with inclusive growth: (1) Mission and value
proposition: an active and identifiable approach (or narrative) towards poverty and income inequality, (2)
Impact: accountability beyond the direct effects of the business model (including indirect effects and
unintended consequences); (3) Inclusive business cases: a clear link to the core activities and

2 A more detailed elaboration of this argument, in particular relating to the activities of Multinational
Enterprises in their investment strategies in developing countries can be found in: Van Tulder, Da Rosa
(2011) Inclusive business through partnerships, PrC memorandum for the Busan meeting; other
elaborations of these arguments (together with empirical evidence on strategies of companies) can be
found in @ number of follow-up papers by the same authors. Two of these papers are published in the
Progress in International Business Series (#7 and 8) of Emerald.
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competencies of the corporation (both in production and sales); (4) Stakeholder involvement: pro-active
partnerships with NGOs and government in a firm’s portfolio of primary and secondary stakeholders.

Figure: Four requirements for inclusive business models

Inclusive Business Models

MISSION IMPACT BUSINESS CASE STAKEHOLDER
INVOLVEMENT
Accountability Dro-active
beyond the direct _— ) R
Active and wffects of the Clear‘lL.nl.-. .to the partnershipswith
identifiable business model core activities and -NGUS anq
approach (or (including indirect competencies of governmentin a
narrative) towards Y effectoand the corporation firm's portfolio of
poverty and. unintended prosucton and Feecondary
income inequality consequences sales) stakeholders

Moving from the general ‘laws’ of motion of companies when they want to become more active
instead of reactive, to a focused strategy on inclusiveness, results in the below overview. In this
case we define ‘inclusiveness’ as a strategy towards the poorest people in an economy. So that
involves the ‘bottom of the pyramid’, but not necessarily the ‘base’ of the pyramid. In the latter
case, we conclude that the strategy is not as inclusive as intended.
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Definition of CSR
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Main characteristics

* Legal compliance and
utilitarian motives

* Efficiency

* Indifference
* Inside-in
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* Moral (negative) duty
compliance
* Limit Inefficiency

* Choice for responsi-bility
and virtue

* Equity/Ethics

* Compliance/reputation * Integrity

* Inside-out
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* Outside-in
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* Choice for inter-active
responsibility

* Effectiveness

* Discourse ethics

* In-outside-in/out

©& A cO E D ED EECE 10EARS

1A88 OAT ET ¢ =< Al

* Resource based view

* marketing/demand approach

* Shareholder view * Capabilities view

* stakeholder view

* marketing and production: supply and demand

Approach to poverty alleviation

* No explicit statements on
poverty

* We create jobs and
employment (by-product of
profits)

* Affordable products

* No code of conduct and
low compliance likelihood

* No explicit support for
labels

* No separate business
model for poor

* Narrow BOP * Statemen? on moral
unacceptability of poverty

* Creation of local

employment used

defensively

* Micro-credits as

philanthropy

* Vague code and low

specificity as regards

poverty

* Support for Global

Compact and modest

support for GRI

5 $AELZET EOET 1

* Broad BOP

* Micro-credits as business
strategy

* Technology and
knowledge transfer

* Dialogue vaguely

- .
] Explicit support for MDG1

* Support for GRI

* Separate (strategic) business
model for the poor

* IExq@liciOFufpdr tXdr 4l MRGs!

* Active partner-ships on
poverty

* Explicit codes, strong
support of GRI

* Technology and knowledge
transfer specified for poverty

* high specificity and high
compliance likelihood of codes

* Dialogues as an explicit tool

* Specific codes on poverty
and fair trade

Link between inclusive business model and inclusive growth:

* No link * Weak defensive link * Weak positive link * Strong positive link

Classic business case, inactive: When faced with the trade-off between job creation and efficiency
enhancement (or shareholder value maximisation) these firms will chose for the latter. The company is
relatively indifferent towards the issue of poverty. The corporation stresses economic growth (general
efficiency) and its general contribution to poverty alleviation, without further specifying its own
contribution. The company is extremely passive towards including poverty related initiatives in its (core)
business practices.

Defensive business case, reactive. This type of firm deals with the issue of inclusive business primarily
when confronted with actions of critical stakeholders, for instance in the area of ‘working poor’ (Wal-
Mart) and in an effort to limit the negative influences of firm strategies on poverty or restore corporate
legitimacy (Lodge, Wilson, 2006). Primarily in reaction to concrete triggering events — and often not
spontaneously - these companies legitimise their presence in developing countries or in socially deprived
regions by arguing that they potentially transfer technology, contribute to economic growth and create
local job opportunities, but without specifying it in concrete terms or assuming direct responsibility. The
company just wants to reduce its vulnerability as regards the issue of poverty. Poverty even becomes an
opportunity when the growth possibilities in the existing markets are declining. The bottom of the
pyramid is narrowly addressed as a marketing opportunity. Support for guidelines like the UN’s Global
Compact - which was neither specific nor required high compliance before the secretariat introduced a
major upgrade in 2008 — is the typical approach of a reactive CSR strategy (see Kolk and Van Tulder,
2005).
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The strategic business case — active - can be based on corporate leadership that have a moral judgement
on the issue of poverty, but more and more also on corporation that define poverty (and inclusiveness) as
a strategic challenge or priority. These firms try to develop a number of activities that are strategic (core
activities) and/or complementary to its own corporate activities. Such firms can define what ‘decent
wages’ are and can come up with substantial philanthropy activities towards poverty alleviation in
markets where it is not active. The reactive firm will primarily locate its philanthropy in the vicinity of its
corporate activities (thus the growing attention for ‘strategic philanthropy). In contrast, the active
company accepts (partial) responsibility for the issue of poverty, in particular where it is directly related to
its own activities and responsibilities. Poverty (the bottom of the pyramid) is explicitly addressed as a
morally unacceptable issue for which perhaps entrepreneurial solutions exist. The (indirect) job creating
effects of the company with its suppliers are also specified. In case this company embraces, for instance,
micro-credits, it is not only seen as a regular market opportunity or a PR instrument, but as a strategic
means to reach the real bottom of the pyramid for which concrete criteria should be developed to
measure its effectiveness and create ethical legitimacy.

Societal business case — proactive. Firms that aim at a proactive poverty strategy are most open to the
complex and interrelated causes on poverty and acknowledge that poverty can only be solved through
partnerships and issue ownership of all societal stakeholders involved. This type of firm is also willing and
able to see the problematic relationship between low wages and/or low prices and low economic growth
which could hamper a more structural approach to poverty. A possible legal elaboration has been
provided by Lodge and Wilson (2006) who introduced the construct of a “World Development
Corporation” - an UN-sponsored entity owned and managed by a number of MNEs with NGO support.

The more firms consider inclusive business strategies as part of their core business/ competencies, the
more they also need to develop sustainable corporate stories. A sustainable story then also becomes part
of a ‘sustainable competitive advantage’ and philanthropy becomes part of a strategic partnership with
relevant stakeholders, not just an isolated strategy. An example of such a case is when the inclusive
business strategy is managed by a foundation that is relatively independent of the company, instead of
part of the strategic planning of the whole company. The poverty alleviation strategy becomes part of the
search for a new business model that might contribute to a structural poverty alleviation approach

Partnerships: moving into the societal void

With regard to their partnership portfolio approach, MNEs can also adopt an inactive, reactive, active
and/or proactive attitude. Table 4 operationalizes relevant indicators to assess the business models
adopted by MNEs along two general partnership portfolio characteristics (issues addressed and form of
engagement). Every inactive strategy does not acknowledge the importance of partnerships. Reactive
strategies acknowledge the importance of partnerships, but do this primarily for a variety of stakeholder
related reasons: either because of government regulation, risk reduction, spread of liabilities or quality
enhancement. Active strategies often involve a firm’s strategic core activities. Pro-active strategies can
contribute to sustainably solving societal problems and the future strategic position of the MNEs (for
instance as regards the bottom of the pyramid).

The classification of the actual partnership approach strongly depends on the nature of the partnership,
its relation to the core business of the corporation and the issues involved. In particular, partnerships
with NGOs for community development and those that change the institutional rules of the game in
whole industries (aimed at fair trade, labor or fair taxation) are illustrative of the more active business
models. Partnerships on education literacy, health issues are rarely part of the core business of a MNE, so
these represent at best active business models. In case of partnerships that were (temporarily) founded
for disaster relief — in the case of ecological disasters such as tsunamis, earthquakes or hurricanes — the
approach has to be qualified as ‘reactive’ at best. The same is true for sponsorship and even for most of
the philanthropic partnerships in which the link with the core activities of a company are often non-
existent.

D
13 cf'%o‘

E'ESOU RCE CENTRE



PASSIVE

N J
o .
O T
THE PARTNERSHIPS C

RESOURCE CENTRE

ACTIVE

ACTIVE: go-it-alone

PRO-ACTIVE: partnership

. lief * Micro-finance (narrow * Community development
* arts/ cul prEac] *Sustzinzble/ fair trade/ wages taxes
Ture *Education,Literacy * Financial sector development (broader
*Health (HIV/AIDS) that micro-finance)
Water and electricity
Forms of engagement:
* No partnership * Single issue consultation * Research coopperation * Strategic partnerships
* Erml] —
volunteerism
. . . * Systematic dizlogues
* Sponsorship . * Common projects /
Eco-lzbelling
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[3] ANTECEDENTS OF INCLUSIVENESS: FUNCTIONAL AREAS OF MANAGEMENT AND THEIR
CONTRIBUTION TO THE BUSINESS CASE

The following pages contain first indicators and checklists in which the four basic business cases
for inclusiveness are operationalized for a number of functional areas of management. With
each area there is a certain ‘logic’ that represents the reason why a company would like to have
a particular strategic intention to engage in this type of business case. Combined these lists
create a checklist not only of where a company stands, but also facilitate the identification of
strategic tipping points that the company needs to take in order to come to the next level.

With partners, the company then can define what these tipping points are and which partnering
strategies they can pursue (see section 2). The research project will have to check then what the
preconditions are for moving from one stage to another. These transitions are then influenced
by strategic intent, context (national etc.) and strategic realization in three stages: triggering,
internal alignment, external alignment. Often these stages appear at the same time. Partners
can also make an assessment in what stage the company is in, to makes sure their value
proposition can be aligned with that of the company.

The coherence or incoherence of the business model, creates ‘gaps’ in perception and in
realization of the business case for inclusiveness that are important to take into account when
moving to the next stage (from the leadership point of few), or allying with this company. In the
research for the book ‘ managing the transition to a sustainable enterprise’ we surveyed twenty
companies to identify the internal ‘perception gaps’ on a number of characteristics of

- Sustainability

- But also on a number of issues related to sustainability (and their trade-offs).
In the research project, we intend to do the same for the participating stakeholders.

In the following pages, we show first a general checklist, that explains the principles of the four
basic business cases along a large number of indicators and dimensions that are relevant for this
particular functional area. Then we include an open checklist for additional indicators of
inclusiveness that we will find with the stakeholders of this research project, in specific countries,
or in specific sectors.

In this listing we focus on five functional areas:

[1] Inclusive marketing

[2] Inclusive purchase

[3] Inclusive human Resources Management
[4] Inclusive Finance

[5] Inclusive/Frugal Innovation
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Antecedents of

Inclusive Marketing models
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General: the basic principles of the transition

Inactive <

> Active |

A |

Reactive ¢!

N Pro-active

Customer focus As cost minimizer | As buyer (including
higher quality if

needed)

|4

As ‘CSR
interested buyer’

As co-producer

Mass Customer is King Customer Customer as co-
‘customization’ can/need to be producer and co-
actively nudged | designer of new
(to make (sustainable)
responsible products
choices)
Consumer labels No policy Minimalistic and Search for labels | Interactive
reactive for niche that also represent | labelling:
product; no relation the general overcoming
with corporate vision | vision/mission of | information
the organization; | assymetries and
active information | improving co-
strategy towards | consumption
customers
Reporting aims Consumer Consumer Consumer appeal: Consumer
communication; accountability; only | identification and engagement;
only what is what is required development of development of
legally required towards shareholders own goals joint goals
advertisements Prices only, no Low prices and some | Some low prices, Higher prices
issue campaigns CSR issues (falling but many CSR (probably),
in own materiality issues; value and shopping as

range); no
‘ misleading
advertisements’

vision oriented
marketing
(explanation of
the core values of
the organization);

experience in
interaction on
CSR issues.
Participative issue
advertisement

offensive issue campaigns.
advertisement Thought
leadership

Risk (mitigation)

Responsibility taking
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Specific indicator development: what defines “inclusive marketing”

Inactive < > Active |

h | | 4

Reactive < > Pro-active
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Inclusive Supply Chain Management Moders

Antecedents of
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General: the basic principles of the transition
Inactive > Active |
Reactive < > Pro-active
Main orientation Prices only Prices and quality Fair prices and Joint responsibilities
high quality for prices and
quality
principle ‘buy’ ‘make or buy’ ‘Make’ ‘cooperate’
Trade-off global- | Global efficiency Global, limit regional Glocal/transnational
local oriented inefficiencies
Value chain Linear, not Linear, but with Largely linear, but Circular, Shared
compensation for compensation for active search for value
externalities negative positive
externalities externalities
Supplier Strong compe- Strong selection of On the basis of On their ability to
selection tition between | suppliers: multiple> their approach engage in

suppliers stimu-
lated: multiple-
sourcing

single sourcing
(limit inefficiencies)

towards e.g. labor
issues; single
sourcing

sustainability issues
(co-creation); single

sourcing

Orientation of
suppliers at the
bottom of the

Specialisation

Specialisation/
differentiation

Differentiation/
diversification

Diversification

chain
Dominant Markets Markets, captive or Modular/captive/ | Relational, modular
Governance (buyer driven) modular; supplier hierarchy
type* code of conduct
checks Supplier self audits Third party audits Joint capacity
assessment building
Locus of with purchaser | With supplier (black With purchaser Joint responsibility
innovation box engineering)

Responsibility
for sustainability

With suppliers

Suppliers should
comply with codes
of lead company

on R&D ° sugges-

Buyers are in the
lead (sphere of
influence); based

tions’ from buyer

Joint responsibility;

co-creation of new

approaches towards

sustainability

Labels and No or minimal Responsive labels; Own labels Joint labels for
standards? labels labels as control combined with creation of new
measure responsive labels markets
Attention for Not systematic Incident based Systematic Collaborative
labor conditions (control/compliance) | (support) — social (empowerement)

manage-ment
system

Attention for
environmental
conditions

Not (systematic)

Incident based
(control/compliance)

Systematic (sup-

port) — environ-

mental manage-
ment system

Collaborative
(empowerment)

Chain liability

Chain responsibility

*Viz. Gereffi, Humphrey and Sturgeon, 2005
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Specific indicator development: what defines “Inclusive Supply Chains”
Inactive <& > Active
Reactive < > Pro-active
Home-host
country
distance
Innovation
Issue: child
labour
Issue: labour
conditions
Issue: fairtrade
Issue:
.
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General: the basic principles of the transition

Antecedents of
Inclusive Human Resources models

THE PARTHN
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- N -
Inactive & > Active |
Reactive < » Pro-active
General Hierarchical Responsive HRM Responsible and | Developmental
HRM policies policies (adaptive to inclusive HRM | HRM policies
local conditions) policies
Vision on as cost/production | employees as potential employees as employees as
employees factor ‘ risk factor’ possible greatest asset; co-
(ethics/whistleblowing) followers of producers;
philosophy; empowerment
employees as
asset
Efficiency Competitive HRM Commitment Continuous
practices and leadership improvement;
oriented learning
Company wages Low wages Competitive wages Good wages Fair/decent wages
Unionization No unions (or Union-bashing or as Union Union involvement
loyal unions) nuisance information (for instance as
monitor for codes)
in joint HRM
policies
Disciplinary Strict control, Practices in accordance Trust in Acknowledgement
practice immediately fire with law employees, re- of societal
employees education in case dimension:
of wrongdoing collaborate with
trade unions in
prevention
Instruction to Own What is required Active internal Together with

make employees
aware of
sustainability
issues

responsibility

policies

associations and
external actors

Risk (mitigation)

Responsibility taking
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Specific indicator development: what defines “inclusive HRM”

Inactive < DActive |

b |

Reactive{, > Pro-active

Gender/diversity

Remunerations

Leadership
programmes

CEO
compensation

Wage
segmentation
between HQ and
subsidiaries

Whistleblowers

Vision on
empowerement
with primary
stakeholders?

Awareness

Empowerment
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Inclusive Finance )
General: the basic principles of the transition
Inactive < > Active |
Reactive < > Pro-active
Shareholders Search for ‘ tacit’ Search for risk- Active search for | Search for
shareholders; taking shareholders ethical, but silent | involved

stock-exchange as
‘ necessary evil’

investors

shareholders
(pension funds)

Stock-exchange

‘necessary evil’

¢ provider of
capital’, but also

Limit publication
of quarterly profits

Go beyond stock-
exchange for long

source of term capital
reputational risk providers
Attitude towards ¢ they can ‘we’ll protect your ‘ let’s lead the ‘let’s solve
shareholders withdraw support’ investment’ market/industry’ problems
together’
PA function Investor Investor relations; Ethical investor Active
information don’t do wrong attraction involvement of
responsible
investor
0
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Antecedents of

Inclusive Innovation

General: the basic principles of the transition
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Inactive & > Active |
Reactive <, > Pro-active
Type of Closed innovation, | Closed innovation, Closed, frugal Open Frugal
innovation supply driven demand driven innovation (alone) | innovation
(together with
others)
Property rights Proprietary De-jure De-facto Shared and open
standards
Driver Profits Risk, loss Value added Societal/ shared
maximization minimilisation value added
Goal No/limited Process innovation Product innovation Product and
innovation process
innovation
technology No innovation End-of pipeline Product Systemic
improvement
Pace of incremental incremental Radical/incremental Systemic
innovation
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