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Learning Objectives  

This course helps students to:

1. Study the institutions of emerging markets that are relevant for managers.

2. Analyze opportunities presented by emerging markets.

3. Analyze the additional ethical challenges and issues of social responsibility common in emerging markets. 

4. Learn to minimize the risks of doing business in emerging markets.

Overview of approach to teaching:  The course combines lectures, class participation, and cases.  A number of visiting speakers will help to tie the course theory to business practice.  Many of the examples will be current events from the Financial Times and articles I email. 

Place: 

C325 Cheit  

Time: 

Wednesday 6:05-9:30 p.m.

Office hours:
During break or by email or phone any time.  Email is best.  I will distribute answers to questions of general interest to the entire class. 
Course Structure

The course will be divided into four sections

Part I – Introduction

Part II-- Institutions and Markets: This portion of the course integrates the material from your core courses and applies it to emerging markets.  While our theories of microeconomics, OB, accounting, marketing and finance remain the same, the very different setting of emerging markets leads to new challenges and opportunities.   In each section we will also discuss the ethical challenges of a global business.  We will apply these concepts throughout the rest of the course in assessing the risks and opportunities of emerging markets.  

Part III - Taking advantage of opportunities: The many market and government imperfections identified in Parts I and II lead to unique opportunities in emerging markets.  We will discuss several. 
Part IV – Public, Private and Nonprofit Sectors:  Even more than in OECD nations, businesses in emerging markets often operate across several sectors.  We discuss issues concerning enterprises at or spanning the boundaries between the public, private, and nonprofit sectors. 
Class Readings: There are four sources for the required readings: 


1. The core of the course is the online syllabus:  http://faculty.haas.berkeley.edu/levine/ba257/syllabus257-4.doc.  It includes links to publicly accessible readings. 

2. C.K. Prahalad, The Fortune at the Bottom of the Pyramid (Wharton, 2005).

3. Some cases and articles are on Study.Net:  Start at Catalyst (http://catalyst.haas.berkeley.edu and click on the Study.Net button on the left hand bar. 
4. Subscribe to the Financial Times at https://www.ftsubs.com/home2.php3?pageID=501&bannerID=608&partnerID=0   
Class Participation: Class discussions are an integral part of the course.  Thus, attendance is mandatory.  Please inform me of any classes you will miss. Under each week’s topic are several questions to prepare for class discussion; while we will go beyond these questions, be sure to have answers prepared for all of them.  It is crucial that all answers provide some support (usually evidence such as a concrete example, but sometimes theory from other classes). 

An additional form of class participation is that you are expected to send me one or more article or web site relevant to the material in the class.  I will circulate the best to the class as a whole. 
Case Write-ups and Discussion Questions:  You should form groups of 4 and write 5 or 6 double-spaced pages on five of the cases (about a third of class sessions).  Although the write-up will have a few paragraphs of summary, the bulk of should analyze one or more choices.  This write-up is due two hours prior to class (via email).  For one or two other classes (for a total of 7 written assignments in total) your group should write up the discussion questions and turn them in prior to class. 
Final Project: This project is aimed to help you to apply the concepts learned in this course to a topic of your choice.  Possibilities range from strictly academic (e.g., ‘The Effect of the Foreign Corrupt Practices Act on Foreign Direct Investment’) to strictly business (e.g., ‘ An Evaluation of Investing in Indian Coal Plants’ or ‘A Business Plan for Selling Bagels in South Africa’).  Papers addressing topics that span the boundaries of public, private, and non-governmental are also appropriate.  Projects have three or 4 participants. See details at http://faculty.haas.berkeley.edu/levine/ba257/project.doc 
Grading
· Class Participation: 35%

· Case write-ups: 20%
· Final Project (due 11:59 p.m. Sunday May 7): 45%

Class rep: Grethe Petersen (petersen at haas.berkeley.edu). 
Please email me the following: 

1. Your resume or (if that is burdensome) a quick summary of your background.  

2. A paragraph on your background in emerging markets.  Examples include citizenship, long stays as a student, or relevant business experience. 

3. A 3-5 paragraph mini-case of a business situation you have experienced that raises interesting issues in emerging markets.  The case might be an unexpected challenge you faced making a phone call as a tourist, an ethical issue you faced when running a factory, a cultural issue that surprised you when selling overseas, etc.  I may draw on these examples when we reach the relevant section of the class. 
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SYLLABUS

I. Introduction

1. Course Overview 1/18
· Why are emerging markets still emerging?
· Sachs, Jeffrey. 1999.  “Helping the world’s poor.”  The Economist, 14 August: 17-20. http://www.cid.harvard.edu/cidinthenews/articles/sf9108.html 
· Mini-case on obstacles to market entry. 
· Market imperfections: A heuristic for identifying entrepreneurial opportunities.  

· Prahalad, chapter 1, “The Market at the Bottom of the Pyramid” (pp. 3-22). 
· Questions: 

i. What are four market failures that help keep the poor so poor?  
ii. Which of these market failures are also business opportunities? 

iii. What are four government failures that help keep the poor so poor?  

iv. Which of these government failures are also business opportunities? 

II. Institutions and Markets

2. Markets and distribution, 1/25
· Dawar, N. and Chattopadhyay, A.  2000.  “Rethinking marketing programs for emerging markets.”  Ann Arbor: William Davidson Institute, Working Paper Number 320. http://iwi.uibk.ac.at/ftp/tutor/slavo/sonstiges/wp320.pdf 

· Prahalad, chapter 2 “Products and Services for the BOP” 
· Case: Casas Bahia (Prahalad, pp. 117-146).

In thinking about Casas Bahia, consider the following questions: 

i. Analyze the case with Porter's 5 forces (barriers to entry, supplier power, degree of competition, customers, and substitutes).
 

ii. What are the 2 most important problems you foresee?  

iii. What are potential (partial) solutions to those problems?  

iv. Is this model exportable to other emerging markets? 
· Discussion question: 

· Why are poor nations poor?  

· If you claim they are low in something, explain why they are low in that factor. 
Note: For all statements, be prepared to back them up with concrete examples or other forms of evidence. 

3. Corporate Governance, 2/1
Corporate governance is roughly the set of institutions, laws and norms that decide how investors' funds, employees' time, and other stakeholder's contributions are used and who receives the resulting revenue and other resource flows.  The main levers of governance are listed in question (iv), below. 

· Tarun Khanna and Krishna Palepu, “Why focused strategies may be wrong for emerging markets,” Harvard Business Review, July-August 1997.

· Prahalad, ch. 4, “An Ecosystem for Wealth Creation”

· Governance & company groups case: “House of Tata--1995: The Next Generation (A)” Harvard Business School case # 9-798-037, 1998.  

· Case write-up: 

i. Why do business groups exist?  

1. What problems do they solve?  

2. Why are they more in less industrialized nations (and Japan) than in Europe or the United States? 

3. What predictions do you have for the fate of business groups such as Tata?  

ii. Which of the actions Ratan Tata undertook do you endorse? 

iii. What do you think of the critics’ claim that Tata should be divesting, not unifying, its many component parts? 

· OR prepare the discussion questions:

iv. What forms of governance are more or less expensive in less industrialized nations?   Consider governance mechanisms such as:

· Shareholders’ elections of boards of directors, 

· Directors’ determination of CEO pay levels and formula, 

· Directors dismissing the CEO, 

· Labor market reputations of executives,

· Social norms defining a CEO’s appropriate and inappropriate behavior,

· The threat of takeover, 

· Shareholder activism through shareholder resolutions,

· Bank and bond market: 

· demands for collateral and 

· threats of bankruptcy.

· Background: Tata Group web site: http://www.tata.com/ 

· A McKinsey report with evidence that investors around the globe value US-style governance in emerging markets is at:  http://www.corporatefinance.mckinsey.com/_downloads/3corporate_govern.pdf.  This report lists 15 “planks” of good governance.  Which planks might not apply in emerging markets? 

· A summary of an interesting meeting on governance is at: http://wcww.weforum.org/site/knowledgenavigator.nsf/Content/Corporate%20Governance%20in%20Emerging%20Markets:%20A%20Key%20to%20Competitiveness_2003?open
4. Corruption, 2/8
· “Corruption in International Business (A)” Harvard Business School case 9-701-128, 2001.  Think about all the cases.  If you are writing up this case, prepare 2 or more of the mini-cases 1, 4, 8 and 9. 
· Prahalad, ch. 5: “Reducing Corruption”
· Questions:

i. What laws and treaties regulate corruption by U.S.-owned firms, other OECD firms, and firms elsewhere in the world? 

ii. What should international standards on corruption be?  
iii. Name four groups who gain and two groups who lose from stricter standards against corruption. 
iv. What are four downsides to paying a bribe?

v. When (if ever) is it a good idea to pay a bribe? 

vi. When (if ever) is it legitimate to pay a middleman who facilitates transactions? 
· Background readings on corruption: 

· World Bank Biz Ethics Standards e-Conference http://www.worldbank.org/devforum/forum_ethics.html 

· OECD Guidelines for Multinational Enterprises  http://www.oecd.org/EN/home/0,,EN-home-93-3-no-no-no,00.html
5. Applied market research, 2/15

· Guest speaker 
· Jessica Rothenberg Aalami, Research Associate, Center for Responsible Business, Haas School of Business.
· Mini-case: MIT’s Media Lab has proposed a (roughly) $100 laptop for every child in the world.  You can read about the project at: 

· MIT’s site: http://laptop.media.mit.edu/   

· “Negroponte: Laptop for Every Kid” Wired, [image: image1.png]


[http://www.wired.com/news/technology/0,69615-0.html?tw=wn_tophead_11] 

i. What marketing channel does Negroponte plan to use? 

ii. What is the market for such laptops?

iii. How does your forecast of the market depend on Negroponte’s choice of marketing channel? 

iv. What obstacles do you foresee for Negroponte’s plans?

v. Can you propose (partial) solutions to any of those obstacles? 


· Discussion questions

vi. How would you shed light on the question: “How many cyber-cafés are there in China?” 

vii. How would you shed light on the question: “What is the market for digital cameras in India?” 

· Hints: 

· The question is incomplete; for example, it does not mention features or prices.  Good answers refer to “customer segmentation” and/or “demand curves.” 

· Consider both (a) approaches appropriate before entering the market and (b) approaches that build knowledge with experience. 

· Term paper: Turn in group membership, company or sector, and possible paper topics. 

Finance 

6. Finance 
· Case: “ICICI” in the Prahalad book. 

· Here are few news stories and links on finance in developing nations. 

Questions for the case


i. What strategy do you recommend for ICICI?  Present and defend specific features of your proposal. 

ii. What are the two major challenges you foresee for ICICI’s expansion? Propose (partial) solutions to these challenges. 

iii.  What are means to increase repayment rates of small loans to poor people? 

Hint: Consider the problems that all lenders face of: 

· adverse selection, where poor risks like to borrow;

· moral hazard, where people prefer to default than to repay; and

· unforeseen bad luck from poor health, economic crises, bad weather, or other causes.  Suggest ways to address such risks in ways that help both the bank and the borrowers.

Discussion questions 


 Capital markets in all nations serve multiple functions such as:

a. Determine the allocation to capital

b. Allocate risk

c. Match savings with those who need funds. 

d. Distribute returns to capital

e. Create and aggregate information 


Consider the familiar institutions of the United States capital markets (such as banks, stock exchanges, venture capital firms, SEC & FASB (who set accounting standards), accountants, mutual funds, insurance companies, pensions, and so forth). 


iv. Which of these institutions are absent in most emerging markets?  

v. Which of these institutions are present and function quite differently?  

vi. What institutions in emerging markets serve these functions? 

7. Macroeconomics and country risk, 3/1  
· The Asian Financial Crisis.
· Economic Report of the President, 1999, Chapter 6 Capital Flows in the Global Economy up to page 253. http://w3.access.gpo.gov/usbudget/fy2000/pdf/1999_erp.pdf 
· or try: http://frwebgate.access.gpo.gov/cgi-bin/useftp.cgi?IPaddress=162.140.64.45&filename=erp_c6.pdf&directory=/diskb/wais/data/1999_erp
· Special guest speaker on technology in emerging markets 

· Tony Salvador from Intel’s Emerging Markets Division
· Questions

i. What causes financial crises? 

ii. Does the Asian financial crisis show the bankruptcy of the East Asian development model? 

iii. If crony capitalism is so terrible, why did Japan, the Four Tigers (Korea, Hong Kong, Taiwan and Singapore), and the Tiger Cubs (Indonesia, Thailand, and Malaysia) grow so much faster than the rest of the world in recent generations? 

iv. Where is the next currency, financial, or government crisis likely to be? 

8. Macroeconomics and development, 3/8  

· Guest Speaker: Theogene Rudasingwa (Former Rwandan Ambassador to the US), “Technology and Business Opportunities in the Developing World” 

· Case: Growth in Sub-Saharan Africa: Obstacles and Opportunities 
· “Why Has Africa Grown Slowly?” Paul Collier; Jan Willem Gunning, The Journal of Economic Perspectives, Vol. 13, No. 3 (Summer, 1999), pp. 3-22 [http://links.jstor.org/sici?sici=0895-3309%28199922%2913%3A3%3C3%3AWHAGS%3E2.0.CO%3B2-Q ]

· “Health and Schooling Investments in Africa,” T. Paul Schultz, The Journal of Economic Perspectives, Vol. 13, No. 3. (Summer, 1999), pp. 67-88. [http://links.jstor.org/sici?sici=0895-3309%28199922%2913%3A3%3C67%3AHASIIA%3E2.0.CO%3B2-4]

· “Africa's Economic Performance: Limitations of the Current Consensus” John Sender, The Journal of Economic Perspectives, Vol. 13, No. 3.  (Summer, 1999), pp. 89-114. [http://links.jstor.org/sici?sici=0895-3309%28199922%2913%3A3%3C89%3AAEPLOT%3E2.0.CO%3B2-X]
i. What are the three main reasons Sub-Saharan Africa has grown so slowly in the last generation? 
ii. Propose and defend two government policies that Sub-Saharan Africa should adopt to restart sustainable growth.  

iii. Propose and defend two policies that the global community should implement to help Sub-Saharan Africa restart sustainable growth.
iv. Identify two business opportunities created by the obstacles to growth you have identified  

III. Taking advantage of opportunities

9. Modes of Entry: Direct Investment vs. Trade, 3/15.  


· Comparative Advantage and Global Specialization
These questions compare sole ownership of a subsidiary, joint venture, and acquisitions.  We will also discuss licensing. 

i. What are three advantages and three disadvantages of: 
1. solely-owned ventures in poor nations? 

2. joint ventures with companies already operating in poor nations? 

3. acquiring companies already operating in poor nations? 

4. marketing your product locally while producing it elsewhere? 

ii. What are three attributes of the product or service that favor sole ownership? Joint ventures?  Selling only?  

iii. What are three attributes of your company that favor sole ownership? Joint ventures?  Selling only?  

iv. What are three attributes of the destination country that favor sole ownership? Joint ventures?  Selling only?  
v. What, if any, responsibility do large customers have for a supplier’s working conditions?  Does your answer depend on the customer’s relation to the supplier? 


· “Yangcheng: AES in China” Harvard Business School Case 9-702-006, May 10, 2002, by Richard H.K. Vietor. 
i. What is the main problem facing AES in China? 

ii. What should they do about it? 


IV. Public, Private and Nonprofit Sectors

10. Privatization 3/22
· Have some current events on privatization or deprivatization you are ready to discuss. 

Questions to prepare: 

i. What are the main motives for privatization?  (Feel free to answer differently in Poland than in India.) 

ii. What business opportunities does privatization provide? 

iii. What are the main challenges that countries face when privatizing? 

iv. Has privatization lived up to its promise?  (This is an intentionally vague question. Any theory or evidence on where privatization might be more versus less successful for investors, for governments, or for citizens?) 

·  “Case: Leasing the Rain?  Water privatization in Latin America,” New Yorker. 

i. Why is water an important commodity? 

ii. What are the challenges facing publicly owned utilities? 

iii. Why might privatized utilities better meet those challenges? 

iv. What are the challenges facing privatization and privatized utilities? 

v. What lessons from water privatization have for other forms of privatization and other cases of the border of public and private ownership and regulation? 
vi. Why was privatization in Argentine been on average more successful than in Cochibama?  
vii. What steps should Cochibamba should take to improve water quality and service?

3/29 Spring break

11. System-wide reform, 4/5 

· Case: “ITC e-Choupal,” in Prahalad, pp. 289-318. 


12. Government and nongovernmental regulations, 4/12

· Labor standards: National regulation, industry self-regulation, and multinational regulation. 

· Debora L. Spar and Lane T. La Mure “The Power of Activism: Assessing the Impact of NGOs on Global Business,” California Management Review, Spring 2003 (Volume 45, Number 3). 
· Stephen J. Frenkel; Duncan Scott, “Compliance, Collaboration, and Codes of Labor Practice: The adidas Connection,” California Management Review, October, 2002  

i. What are 3 features of the company, the product, or the organizational environment that make consumer or investor activism: 

1. likely to improve lives of the poor? 

2. likely to worsen the lives of the poor? 

3. unlikely to matter? 

· Term paper: Email me (PDF or Word are best) a 4-5 page preview of your term paper.  
· Guest speaker Katie Quan, Director of the John F. Henning Center for International Labor Relations, Institute of Industrial Relations, UC Berkeley.


13. Public-private partnerships I, 4/19
· Case: “Selling Health: Hindustan Lever Limited and the Soap Market,” in Prahalad, pp. 297-240. 


14. Public-private partnerships II, 4/26
· Prahalad, ch. 6, “Development as Social Transformation”

· Case: Life, Death and Property Rights: The Pharmaceutical Industry Faces AIDS in Africa, Harvard Business School case 9-702-049, 2003.  

· Phase Two: The Pharmaceutical Industry Responds to AIDS, Harvard Business School case 9-703-005, 2002.  
V. Conclusions, 5/3
15. Review and conclusions 
Final projects due, Sunday 5/7, 11:59 p.m.
· A Word or PDF attachment to an email is the standard format.  Hard copy delivery by Friday 5/4 is fine. 

Background Reading

These books are not required, but you will get more out of the course if you read one or more of them. 

Friedman, Thomas, The Lexus And The Olive Tree.  New York: Anchor Books, 2000.  More recent is his The World is Flat. 
Amartya Sen, Development as Freedom, New York: First Anchor Books. 1999.

Hernando de Soto, The Mystery of Capital, New York: Basic Books, 2000.
Jeffrey D. Sachs, The End of Poverty: Economic Possibilities for Our Time, 2005.

Martin Wolf, Why Globalization Works, 2005.
� On Porter’s Five Forces see � HYPERLINK "http://www.quickmba.com/strategy/porter.shtml" ��http://www.quickmba.com/strategy/porter.shtml�.  In other cases you will want to add the two forces we add at Haas: complements and regulatory issues.  Are these forces important for Casa Bahia? 





�Add instructions for doing a case early on.  Require group write-ups of N-1 cases. 





