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ABSTRACT

Do firms need to sacrifice profit while innovating order to further social objectives, as
corporate social responsibility (CSR) would seersuggest? To answer this question, the paper
compiles a classification of innovations accordiagnarket impact and CSR potential. Then it
details case studies of two market changing (M@pwations in India: genetically modified
cotton of Monsanto and a drugs cocktail for HIV/ADf Cipla. It demonstrates that the CSR
potential of an MC innovation can directly serveingrease profits and augment bargaining
power in conflicts if it is supported by a robusisiness model.
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CSR AND MARKET CHANGING PRODUCT INNOVATIONS: INDIAN CASE STUDIES

1. Introduction

While the virtues of corporate social responsipibt CSR as a means to increase firm
profit are being widely discussed in business aratlamic circles, its newness as a possible
norm for carrying out the diverse activities of iamf, envelops the application of CSR in
‘strategic’ and ‘market’ uncertainty. Firms are ekimenting to discover the right CSR practices
in terms of scope and scale, as a function of thistory and resource base and the nature of the
markets in which they operate. CSR ratings of fiams mostly derived from an evaluation of
corporate governance and the voluntary routinesptadotowards environmental security,
management of climate change, maintenance of gelatians with clients and suppliers, fair
human resource management within the firm, andlyimarporate philanthropy. Thus, it is not
surprising that the existing literature on CSR pcas also mainly focuses on these parameters
with only a passing mention of innovation strategik seems unlikely that even firms evaluate
the CSR potential of an innovation, while formulgtitheir R&D investment decisions. Yet we
know that major technological innovations with fi@ential to change the structure of a targeted
market, referred to in this paper as ‘market chaggnnovations’ (or MC innovations), can
augment firm profit as well as societal welfare.cBgnition of the CSR potential of an MC
innovation can yield high dividends to firms witbrésight. Thus, the present paper hopes to
contribute to a better understanding of these stu®ugh detailed case studies of the diffusion
of two MC innovations in the context of deep poyert

In conventional economics, as exemplified by théimg of the Noble Laureate Milton
Friedman, there is a strong theoretical argumeat ahfirm’s responsibility to society must be
limited to compliance with existing regulations; ydring over and above would be an
encroachment on the rights of the State and adhstgde interests of shareholders (Friedman,
1970). According to this line of reasoning, diversiof investment by corporations to improve
social welfare would have a negative effect ongrddits of the firm; consequently the value of
the shareholders’ investment would not be maximized ultimately investment and social
welfare would also fall. By extension, this impligsat CSR in innovation creation should be
limited to an engagement in R&D such that the iratmn creation process conforms to accepted
ethical norms and legal regulations.

However, this standard view is more and more gomlest by empirical findings as well
as theoretical work (See Kakabadse, Rouzel andDasees, 2005 for a survey). Firms
themselves are also observed to hold the viewtkiegt should go beyond their traditional roles
to take up some social responsibilities. For examph official document of Novo Nordisk,
world leader in healthcare, explains that “As siwsdtial responsibility is more than a virtue — it
is a business imperative” (Novo Nordisk, 2003).nafflly, societal expectations of corporations
are clearly embodied in the plan proposed by tmméo UN Secretary General to achieve the
Millennium Development Goals, in which he delinsatbe role of corporations as being not
only to help developing country governments achithe Millennium Development Goals by
using their more efficient and often larger netwdslt also to influence their governments to
pursue such goals (United Nations, 2005).



The interrelationships between CSR and the innomatirategies of firms’ merits study
because as our economies become more knowledgssiirde the rate of generation of MC
innovations is rising, and they are also incredsgimging held responsible for imposing high
costs on society, which can be better managedrbgra astute application of CSR. We illustrate
this argument with four emblematic examples.

Negative externalities can be generated duringcthese of innovation creation. The
trials and experiments associated with the comrakzation of genetically modified Starlink
corn seeds by Aventis during the late 1990s (batonas purchased by Bayer in 2002) and Bt-
10 maize seeds by Syngenta in the first yearsisfrttillennium led to contamination of non-
genetically modified seeds for foods and feeds|2008). While the firms concerned paid a
heavy price, the long term effect on human heaithwaorld biodiversity is still uncertain.

Innovation can upset age old practises. In 1998tal& Pine Land, a seeds company
later acquired by Monsanto, was granted a US pderits ‘Terminator’ seeds, which were a
very robust but sterile variety of seeds. In otlerds, any farmer using this variety was forced
to go to the market to buy new virile seeds ea@s@e instead of continuing with the age old
tradition of sorting and saving seeds from a harf@sfuture planting. Had Terminator seeds
been successfully commercialized in the Third Wodedveloping country farmers could have
become extremely dependent on the seeds supplidbbganto, the seed of conventional plants
could have been polluted and the livelihood-riskhaf agrarian community could have increased
greatly (Niiler, 1999; Specter, 2000; Robin, 2008jorld wide protests against ‘Terminator
technology’ eventually led to its ban in developoayntries.

Activists can be provoked to stage protests wheneemger is sensed either to the
natural environment or any stakeholder, even ineSsapported projects. For instance, in the
town of Crolles in France a state of the art rade&entre was set up overlooking the French
Alps in 1990 and the best water of the region wasided to STMicroelectronics, under the
aegis of the local government and the ‘Atomic Ege@pmmission’ of France. Though, STM
has adhered to environmental regulation and indastevater purification plants and generated
hundreds of jobs in the Grenoble region, there Haen steady protests against STM and an
activist group called the PMO has been formed. [&kter is continually protesting against the
capture of local resources, environmental degrada@nd potential risks of conducting
experiments and producing products based on namatéagy (Vinck, 2010; documents of PMO
from http://www.piecesetmaindoeuvre.cojn/

Civil strife can be initiated by the commercialipat of an innovation. Tata Motors, one
of the oldest and respected companies of Indiapweed for its investment in CSR and
corporate philanthropy, unveiled its ‘Nano car’ thog only $2500 in January 2008. Plans were
underway at the time to open a large manufacturmgon land obtained from farmers in Singur
in the State of West Bengal in India. However, tflecation of farmers was not done correctly
and it caused civic strife, violence and heavy aligs. Thus, the plant relocated to another State
of India (Chattopadhyay, 2008).

The above examples illustrate that the double-eggeential of MC innovations lead to
important CSR questions for firms competing in temslbgy races. Does investment in the
creation of a MC innovation hold any CSR potentiBi? firms need to sacrifice profit while
innovating in order to further social objectives, @SR would seem to suggest? The existing
literature on CSR is more or less in the dark oohsguestions with respect to innovation



creation, but in general they indicate two posssgilategies that can be pursued to be socially
responsible.

The first and easier strategy, which is more comngnacticed, is for firms to make
unilateral transfers of innovations to needy stakadrs i.e. engage in charity work. Rather than
involving the society in its day to day operatidncan take recourse to philanthropy to address
some of the concerns of society. Here the firm i#pa its core business objectives from its
social objectives, usually through a charity fouratathat operates as an NGO funded by the
firm. Such a strategy is based on the premise ttt@tCSR motivation of the firm should be
grounded in a sense of reciprocity to society (Bayon, 2007; Besley and Ghatak, 2007). We
refer to such investments as non-strategic CSRmuocate philanthropy.

The second and more difficult strategy is to engageontinuous dialogue with the
representatives of important stakeholder groupa socially responsible way. Strategic CSR
refers to “A business that is integrated with cbusiness objectives and core competencies of
the firm, and from the outset is designed to créat@ness value and positive social change and
is embedded in day-to-day business culture andatipas” (McElhaney, 2009). This approach
promotes the development of the knowledge bas#s siid networks of the firm that help to
increase medium to long run profit while fulfilling social responsibility to society. Strategic
CSR can serve to develop competitive advantagedefPand Kramer, 2006), create dynamic
capabilities (Hart, 1995) or penetrate new bottomthe income pyramid (BOP) markets
(Prahalad and Hart, 2002; Prahalad, 2005) in tbéitm to long run.

The burning question then becomes — which is tliebstrategy for a firm and which is
better for society? Clearly the strategy of phifmapy is closer to Friedman’s position as it
separates the social objective of the firm frompitsfit maximization objective. Here the focus
of CSR primarily remains the satisfaction of shdrelders. However, the strategy of
accommodating or reaching out to stakeholderssbhaav of more involved commitment from
the corporation to society. If these are the mexid demerits of the two strategies, one must
admit, it is very difficult to judge which is betttom the point of view of the corporations and
society. Therefore, in an attempt to provide soreenents for an answer, the present paper
studies in detail the launching of two MC innovasavith CSR potential.

The first firm considered is the US agbiotech giktinsanto, which has changed the
face of the market for cotton in India with therahing of its genetically modified cotton seeds.
The second enterprise examined is the small Indian, Cipla, which came into the
international limelight with the commercializatiah a low cost drugs cocktail for HIV/AIDS.
These two firms are interesting to study, becausle bave earned large profits and the good will
of their share holders through launching their watmns, but they have also faced conflict with
other stake holders. Monsanto is probably the roostroversial firm in the world today as many
of its innovations have provoked worldwide prote@®obin, 2008). Cipla is notorious in a
different way, being hailed as the Robin Hood @& gharmaceuticals industry for supposedly
stealing technology from the leading multinatiofiahs.

The methodology to build the case studies was dew®. There is an extensive
economics literature on the diffusion of Bt cottonindia by Monsanto and a few articles on
CIPLA. These were surveyed and compounded witludysdf all articles appearing in business
journals, newspapers and documents on the intéfrhetannual reports and the websites of both
the firms were also studied carefully. Interesyn@gven a cursory scrutiny of the websites of the



two firms confirms the newness of CSR as a guiédion company strategy. While Monsanto’s

website clearly states its CSR credo, there isingthresent on the website of Cipla on CSR.
Furthermore, most of the CSR investment by Monsanapparently unrelated to its innovation

activity. Its website announces CSR investmentsairporate giving, product stewardship and
education of youth. Finally, as with most firmseith is no mention of any CSR linked to

innovation strategy in the websites of either & tvo companies. But, we show through these
case studies that the innovations launched by thess had tremendous CSR potential and the
manner in which such potential was identified axpl@ted in turn affected their fortunes.

The paper is organized in 6 sections. First, secfo discusses the taxonomy of
innovations, the different approaches to CSR amaduces some definitions to highlight the
links between CSR and innovation. Then, sectioaa®4 present our case studies on Bt cotton
and anti-HIV/AIDS drugs respectively. Section 5atisses the results obtained from the case
studies, and finally, section 6 concludes.

2. CSR and innovations great and small

We start from the premise that CSR investment lasegk to innovation creation can take
one or more of the following forms: (i) voluntamviestment by firms, beyond compliance to
existing regulations, to reduce any damage engeddéy the commercialization of the
innovation; (ii) investment in the creation of irvaions that generate positive externalities; (iii)
any bearing of costs that permits a greater conswmlus from commercialization of the
innovation and which cannot be recuperated in floetsun. The CSR potential of an innovation
or the CSR gains from innovation for a firm is ed&aly in the form of reputation gains in short
run, which may be translated into increased denfanis products, or construction of dynamic
capabilities, in the medium or long run, both ofiethmay lead to higher profit.

As we stated in the introduction, we have coine@ term ‘market changing’
technological innovation as a generic term to réfemny innovation in the form of a new
product or process that changes the industrialnizgtion in a market significantly. Armed with
an MC innovation, a firm gets catapulted to a positof market leadership, while other
incumbent firms lose market shares or exit. Whyhsac generic term? This is because
innovations can impact a market in a variety of svagd keeping in mind that in a broader sense
innovations also include new business models agdnmzational routines within the firm, we
propose the following compilation of innovationscaing to their market impact and CSR
potential.

Incremental innovationsfhese are non-MC innovations that do not changenthestrial
organization of any market. An incremental innoeatrepresents a quiet entry in an established
market, with set leaders, attained brand loyaléed consumer acceptance and well defined
norms for safety and quality. It can either take tbrm of a cost-reducing process routine or a
guality enhanced final product that does not sigaiftly change the market shares of the firm’s
rivals, even as it increases firm profit.

Radical technological innovationsin the economics literature, Schumpeter (1947)
identified radical innovations as new products mycpsses that are far superior to the existing

! Greater with respect to the consumer surplus géeeiat the profit maximizing price given a pargcumarket
demand.



ones technologically and claimed that such radicabvations are the major driving force
behind market evolution. Technologically strongmf& invest in the creation of radical
innovations to increase their market share to te&irdent of their competitors. Radical
innovations impact the market through their supergzhnological performance constituting a
clear break with existing technology paradigms (Pad982). Radical innovations cannot be
copied easily because they require a high scierdifid technological capability that first needs
to be acquired by late-comers.

Discontinuous technological innovation&: discontinuous innovation refers to a major
innovation that takes the form of new products enviees for which no equivalent product
existed before such that a consumer base needs weated. Here consumers need to be
educated in order to facilitate adoption and usgical examples are car, plane, television etc.
These innovations are usually generated througlkdlielopment or application of radically new
technologies. Their commercialization success dép@ot only on their intrinsic characteristics
but also on how they are delivered as consumetitaity needs to be built (Vcryzer, 1998).

Radical second generation (or reengineered) teatgiohl innovationsHistorically the
industrial organization within countries and theustrial ranking between countries have been
drastically changed in short periods of time byngeeered versions of original innovations
through creative duplication. Reengineered innovetiare usually commercialized at lower
prices and initially, only price sensitive consumenay buy the product. But as the innovator
acquires a sizeable market share and invests iroirmg its technological capabilities, it might
be able to expand its range of products to fillkeyér price-quality spectrum and become a
market leader. Acquiring reengineering skills ist remple and the performance of a
reengineered copy can be equivalent in terms dfnieal performance and technological
complexity with the original innovation. A reengared product need not be easily replicable
either, because of the high level of technicallskihd tacit knowledge that goes into its making.

The ‘catch-up’ literature of the evolutionary schad economics, which refers to the
stream of rich and well documented historical cetseies on the ‘catching-up’ processes of the
North American and Western European countries itieeacenturies, the rise of the ‘Newly
Industrializing Countries’ of Asia in the last cent, and present-day ‘Emerging Economies’,
contains many examples to illustrate this propositn an international scale (see Fagerberg and
Godinho, 2005 for survey). Radical second-geneamatimovations also disrupt the market,
pushing out incumbents in typical Schumpeterianasa creative destruction.

New market creating disruptive innovatioms:recent times, the notion that the industrial
organization on the supply side of a market carastically changed without the introduction
of a technologically superior radical innovationshbeen generalized in the concept of a
‘disruptive innovation’ by Christensen and Bowe®95%) and further elaborated in Christensen
(1997). “Disruptive innovations are characterizgdpoocesses, products, services or business
models that offer lower performance along traddiotrajectories. As such, they are under-
valued by traditional lead-customers and often gerdower gross margins. Perceived as ‘low-
end’ by industry incumbents, disruptive innovationgroduce new-types of performance in
niche markets. Through a period of exploitation anigration upstream towards higher-end
customers, they eventually redefine the paradignts \aalue propositions on which existing
industries are based” (Lettice and Thomond, 2008).



Disruptive innovations can take the form of newdurcts, new processes or new business
models — but all of whose quality and performanoendt match their high-end counterparts.
Some examples of disruptive innovation identified the literature are the Ford car at its
inception, cell phones, e-bay to auction items exathanged in traditional auction houses and
easy jet and Ryan air offering cheap flights ettie Temerging literature on disruptive
innovations point out that they emerge becausenibemt firms over-supply their traditional
customers, forgetting about ‘low-end customers’ arav potential customers’. By re-aligning
existing products along an innovative business thadedelivery system entrants start by
catering to these ‘non-consumers’ and expand thearket base to include mainstream
consumers (Christensen 1997; Calder 2003).

While the first three kinds of MC innovations préeocreative destruction through their
technological superiority, disruptive innovationrs with an innovative business model or
delivery to provoke creative destruction. Withoaviend, no-frills product, not involving any
intrinsic technological innovation, they change tharket structure through catering to unmet or
underserved needs of consumers.

There are two lessons from this taxonomy of inniovet for firms. First, firms have to
watch out for all possible types of MC innovationsdical innovations, discontinuous
innovations, second generation radical innovatieamd disruptive innovations. Second, all four
types of innovation can potentially lead to CSRngaiHowever, CSR is not what always
motivates a firm and therefore we distinguish fogres of innovations according to their CSR
rationale:

* Profit enhancing incremental innovations with no RC$otential: This includes
innovations that increase the profits of the firot kvhich do not impact the consumer
surplus or externalities generated greatly. Sifoeret are no significant differences
induced in the status quo by the innovation we aibconsider such innovations to have
CSR potential.

* Profit enhancing incremental innovations with CSRteptial: These comprise
innovations where the technology component doeschanhge much, but the product is
re-designed, packaged and delivered in such a wap @ncrease the market coverage
(e.g. serve low-income communities) or reduce negaexternalities (e.g. reduce
pollution). A typical example is a mobile phonehwiess features which can also be sold
at a lower price in order to be accessible to logome households.

* Profit oriented MC innovations with CSR potentiglrms invest in the creation of profit
oriented MC innovations mainly to maximize firm pte- but because MC innovations
usually increase the consumer surplus with reqpeexisting products greatly, they also
have CSR potential. Most major innovations falltims category, they are essentially
designed to maximize profit but not consumer sujglnd externalities are neglected.

* CSR oriented MC innovationhese are the rare MC innovations in which the firm
invests primarily to cater to an underserved maaket meet a social need. Maximization
of profit in the short run is not the primary cadesiation, though minimum profit must be
made for business viability.



In terms of voluntary undertakings on innovatiowastment with CSR potential, the
literature has mainly studiegrofit enhancing incremental innovations with CSReptial’ and
‘disruptive innovations with CSR potentiali the form of pro-poor innovations. These are
innovations to serve the consumers at the bottotheincome pyramid, mostly in developing
countries, referred to as the BOP matkeBeminal works by Prahalad (2005) and Hart (2005)
propose that pro-poor innovations that promoteusigeness of low-income communities in
markets could fuel firm growth and profit. They adate firms to look beyond the ‘design of the
technology’ to the ‘design of business models amtivery mechanism’ that incorporate the
interests of both innovation providers and potérdarad-users. For success, they emphasize that
mutual benefits need to be generated both for dogient community and the commodity
provider. The growing literature on optimal win-wistrategies to address low-income
communities has spelt the optimal characteristicpro-poor innovations and has identified
various strategies for ‘co-creation’ or joint-valaeation with the user community through non-
traditional forms of collaboration (Prahalad andtida002; Franceys and Weitz, 2003; London
et al., 2005; Brugmann and Prahalad, 2007; P200).

The penetration of BOP markets is being taken witlreasing seriousness by giant
multinational companies. At one end of the specfratudies have shown that profits can be
enhanced through incremental and disruptive innonatin packaging, design, delivery and
market support (See SadreGhazi, S. and G. Duy2@o$, for survey). At the other end, there is
a debate on whether a new kind of organizationssecéal business firm, can discard profit as
the driver of firm success and instead place soeslonsibility as the main goal and incentive to
operate in underserved markets (Yunus, 2007). dthbeen demonstrated through examples of
firms in telecommunications, consumer electronicel a&nergy production that disruptive
innovations that address social and environmeihi@lenges hold high potential for firm growth
and market leadership (Hart and Chistensen, 2002jle the best opportunities for creating
disruptive innovations are in the BOP markets amues of these can also promote sustainable
economic development of the region concerned, thegereal challenges to be met to acquire
capabilities to understand the needs of undersesgatnunities and then engage in innovation
to find solutions for the same (Hart, 2005).

What is clearly interesting is that none of theswks cite examples of a radical or a
discontinuous or a second generation radical inmmvathat has served to penetrate BOP
markets. Indeed, it would seem that technologicallynplex products are always designed
keeping only the high income communities in minahc® the high income communities are
satisfied, in order to increase firm profit even renoefforts are made to simply redesign,
repackage or redeliver the innovation so as to tpateethe BOP market. In contrast, our case
studies show that radical innovations and seconmtergéion radical innovations can both be
launched directly for the BOP community.

2 The term ‘bottom/base of the income pyramid’ or B® often used referring to households whose agrki
members earn less than $3,000 USD per year, in€&RR. The BOP is not a single homogeneous sedmmat set
of distinct socio-economic segments sharing thersomfeature of low household income. The naturthefBOP
as a market is also likely to be specific to thet@meconcerned (see UNDP 2008 and Hammond et al 260
examples).



3. Monsanto and Bt cotton in India

India is the third largest producer of cotton ie thorld, after China and the U.S.A., with
an acreage of about 9 million hectares, represgrabout 20% of the land surface devoted to
cotton in the world and the largest area underoootbr any country. Cotton-based industry is
among the most important in the country, employaibgput 60 million people in production,
industry and trade. While acreage under cottontaatess 6% of the land under cultivation, it is
responsible for 54% of the consumption of pestgide India, leading to high costs for poor
farmers and extreme environmental damage (Raghuz@6?®). At the beginning of the 1990s,
Indian cotton yields were among the lowest in workdth poor quality seeds, high cost of
culture and poor fibre attributes of hybrids, whiteriorated rapidly with successive pickihgs

By the mid-1990’s Monsanto had developed and botmthe U.S. market cotton containing
genes from theolil bacteria Bacillus Thuringiensis (Bt). The difént layers of this soil bacteria
contain several proteins that act as poison fociBpansects according to different modes of
action. Each of these proteins is coded by a siggiee, which makes it easy to transfer the trait
to plants. The gene inserted in Bt cotton seedglAr, provides a high degree of resistance to
the American bollworm, the spotted bollworm and pirek bollworm, which are also among the
major insect pests attacking cotton. ThereforehvBt cotton, farmers need to spray less
pesticides than with conventional cotton, theirteae lowered and consequently there is less
damage to their health and the environment. By 200dnsanto's Bt cotton technology, first
commercialized in 1996 in the USA, was being saichmercially in seven countries: the United
States, China, Mexico, Australia, Argentina, Soithica and Indonesia (James, 2002).

Not surprisingly Monsanto began to target the uhiiciion of Bt cotton also in India.
According to Newell (2003), Monsanto sought to g8bvernment approval for the
commercialization of its agbiotech products fromr®Q9but bids to license the technology to
Indian firms were refused, as the technology feeseevdeemed too high. It seems likely that at
this point it approached the biggest Indian seedpany Mahyco for collaboratién

Mahyco applied to the the Department of Biotechgpl@r DBT), which operates under
the aegis of the Ministry of Science and Technoltmymport Bt cotton seeds developed by
Monsanto. In March 1995, the DBT granted this desreamd authorized the import of 100 grams
Bt cotton seed. The next two years were not oniyotsal to crossing the American Bt cotton
variety with the local Indian ones, but also to smidating market power and establishing a
research base in the Indian seed sector. In 199&Mmuo acquired a 26 % stake in Mahyco and
went on to create a joint venture, Mahyco Monsdsitmtech company (or MMB) with 50%
equity holding for each.

In parallel, in April 1998, the DBT approved of MMBrequest to carry out small trials
of Bt cotton, using 100 grams in each trial ploaw¢ver, the company did not restrict itself to
these small trials and consequently NGOs, whichaarective protector of citizen’s rights in
India protested. In November 1998, the farmers gidRRS (Karnataka Rajya Ryota Sangha)
brought to the notice of the public and the goveentithat Bt cotton seeds were being planted
illegally by MMB in other areas before clearancel lh@en obtained, burning crops in field trials
to drive home their poifitIn January, 1999, the ‘Research Foundation foiet&e, Technology

% Document of Cotton Corporation of Indfatp://texmin.nic.in/tmc_introduction.pdf
* Maharashtra Hybrid Seeds Company Limited.
® http://www.viacampesina.org/IMG/_article_PDF/articl36.pdf




and Ecology’ led by the well known activist Vandd&laiva, filed a case in the Supreme Court
challenging the ‘illegality’ of the field trials #luorized by the DBT.

Despite these protests from activists, in July®@be DBT granted permission to MMB
to conduct large-scale field trials including se@dduction at 40 sites in six states: Gujarat,
Maharashtra, Andra Pradesh, Madhya Pradesh, Kamated Tamil Nadu with the results to be
monitored by the DBT. But a year later, in June 20the DBT backtracked. The Genetic
Engineering Approval Committee (GEAC) which opesateder the Ministry of Environment
insisted that field trials of Bt Cotton be extend®danother year and that large-scale trials on
100 hectares in seven states be conducted agasténtain their safety with field trials subject
to monitoring by the ‘Indian Council of Agricultur&esearch’. This additional year of field
testing which delayed the commercialization of Biten was instigated by protests from
Vandana Shiva of the ‘Research Foundation for $eieechnology and Ecology’, and
Nanjundaswamy, the leader of the ‘Karnataka Rajgahd Sangha (Karnataka State Farmers’
Organization)’. Such opposition was also suppofigdother prominent NGOs such as Gene
Campaign and Green Peace-India.

At this point, while the Indian Government was iiyito answer the queries of the NGOs
on the safety and sustainability of Bt cotton tlgioundependent enquiries, a strange thing
happened — Bt cotton was diffused to farmers, aglgrby chance. In October 2001, suspicions
were aroused when 30% of the cotton crop remaimadfected by the bollworm infection that
was sweeping the state of Gujarat. Tests by GEA€ated that the cotton in doubt was indeed
transgenic containing a gene from Bt, at a timerwt@mmercialization had not been approved
by the GEAC. Navbharat Seeds, the company selfiagliegal variety claimed that their seeds
had been developed from healthy plants found iollvbrm infested field. Monsanto stated that
it could not press charges against Navbharat Seedts Bt-gene was not patent protected in
India, (Jayaraman, 2001b). Though GEAC threatemethadiately to burn the cotton fields
grown with illegal seeds and bring Navbharat Sdedtask, it could do nothing, because the
farmers were very happy with their increased cnog jprotested violently at the idea of having
their fields burnt.

Caught in this quandary, a year later, on the dftMarch, the GEAC approved the
commercialization of three varieties of insect-potéd hybrid Bt cotton that could be made
available to the Indian farmers for the 2002 gragvseason (Mech-12 Bt, Mech-162 Bt and
Mech-184 Bt) under the brand name ‘Bollg&rdAuthorization for commercialization was
granted for April 2002 to March 2005 under specdanditions concerning refuges around Bt
cotton fields and sharing of information on fieldils with GEAC. This authorization was
renewed in May 2005 and the GEAC permitted at |lsastmore Bt cotton varieties to be
commercialized (Jayaraman, 2000, 2001a, 2001b,, Z005).

What was the impact of Bt cotton on farmers, mdstvloom are poor? Initial studies on
field trials carried out by Mahyco in 2001 indicatthat the average yields on Bt cotton were
80% higher than those on non-Bt varieties (Qain®32@nd similar results were also reported in
Qaim and Zilberman (2003). This striking performancas explained by the heavy incidence of

® website of Monsantohttp://www.monsanto.com/monsanto/layout/media/02@32a.asp

" Any farmer using Bt cotton has to plant refugeeowith non-Bt Cotton along the edge, in five ravith a width
of 2.5 to 3 meters irrespective of the size oftibkling, constituting at least 20% of the cultivhtand, to act as a
barrier to pollen flow and to prevent developmeiineect resistance. Second, Mahyco has to trariafoitmation
on the results of the field trials every year te GEAC.
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pests in the region and by the fact that the Bieti@s had to be sprayed three times less often
than their non-Bt counterparts, even though thayspg frequency against the other pests had
not decreased.

Later studies on the productivity of Bt cotton slealithat while yields may be greater (if
there is an incidence of pests) from Bt cotton,waeance of yield from Bt cotton is also higher
than from existing hybrids and that yields are higtorrelated with complementary inputs like
water and fertilizer. A study based on 341 intemgewith cotton farmers over four states
(Maharashtra, Karnataka, Andra Pradesh and TanduNi 2003 in India also confirmed that
on average, utilization of Bt cotton leads to sabsal pesticide reduction, yield increase and
income augmentation. However, these positive effesthibited significant variations due to
random pest incidence and heterogeneous agroecalagpnditions (Qaim et al., 2006). This
could be because a Bt variety leads to higher gieldy if the incidence of pests for which the
Bt cotton contains its own insecticide is high,esthise not. Furthermore, the variation in the
income generation decreases with access to watkraaness to credit to buy the other
complementary agrochemical inputs. Another detasiedly on Maharashtra by Bennett et al.,
(2004) based on the performance of Bt cotton anmdBtocotton in 9000 farm plots during the
2002 and 2003 seasons found that Bt cotton leadgyhificant increases in yield and income,
but it is accompanied by a non-negligible spatrad t&emporal variation, which could be due to
heterogeneous agronomic and weather conditions.

Such findings are complemented by innumerable ssuldy NGOs that confirm the high
degree of variance in returns to Bt cotton. It aleems that the knowledge and information base
of many farmers who are being offered Bt cottordsas highly imperfect. For instance, Orphal
(2003) presents the results of a survey of 100 éasnn the southern state of Karnataka during
the cropping season of 2002-2003. She finds tlaetls a lot of ignorance both among farmers
and extension agents, who consider Bt cotton siraplgt new high yielding variety that does not
require pesticides. In areas, where the incidehpests is not high, the use of Bt cotton does not
translate into higher yields or higher profit. Thast effect is particularly noticeable in rain fed
cultivated areas, which form 2/3 of total cultivéit@rea. An entire series of articles can be found
in the website of one of the most active NGOs iis tield, Gene Campaign founded by
Dr.Suman Sahai, confirming similar arguments exgedsby the other civic society groups
through direct observations and conversations faitmers in Andra Pradesh and Maharashtra.
Incorrect expectations about the returns to Btorokttas even led to social unrest, and mobilized
the local government in certain states like AndRradesh, to press charges against Mahyco-
Monsanto Biotech Itd and demand compensation fonédes.

Nevertheless, MMB is doing well in India with Bbtton. In 2007, MMB began sales
of the next generation of Bt cotton seeds: BollghrdBetween 2002-2008, cultivation of Bt
cotton grew at the rate of 11% per year accourfon§0% of the cotton acreage. Starting from 3
hybrids of Bt cotton in 2002, MMB had introducedoab 140 hybridvarieties by 2009. They
also claim a 17% reduction in the use of pesticide32% increase in yield and a 11% decrease
in the total cost of production for Bt cotton famsie Thus, in spite of a recent history heavily
marked by controversy (Robin, 2008), in India Bttoo and Monsanto are here to stay and

8 http://www.genecampaign.org/Publication/Articleiele_btcotton.htm
? http://www.monsantoindia.com/monsanto/layout/n@@88/news_jan2008.asp
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given the success of the commercialization of geaky modified varieties in developing
countries, the shareholders of Monsanto continwenjoy positive and increasing dividends.

4. Ciplaand theinvisible market for ARVs

Cipla or the ‘Chemical, Industrial and Pharmacelticaboratories Ltd’ was created in
1935 by Dr. Khwaja Abdul Hamied. During the 1970gadined notoriety as a technology leader,
increasing its market share through introducing-piged me-too versions and generics of
patented drugs in the Indian market. Such developmietechnological capabilities in the form
of reverse-engineering skills was possible afterititroduction of an amendment in the existing
intellectual property regime (inherited from Briti€olonial times) in the form of the ‘Indian
Patent law of 1972 which permitted process patenssead of only product patents in the
pharmaceutical sector.

When India attained its independence in 1947, itarmaceutical industry was of a very
modest size; Western multinationals (MNCs) heldul8®% of the market and drug prices were
among the highest in the world and this situatiensisted throughout the 1950s and 1960s
(Greene, 2007). Faced with a healthcare crisigenlday a lack of essential drugs both in terms
of availability and affordability, the Indian Govenent debated between two options. Either
medicine could be imported in large quantities ssertial commodities or incentives could be
provided for the development of the local pharmécalindustry. The Indian government chose
the latter solution and changed the Indian patemt to permit the commercialization of
reengineered drugs. This policy experiment wasliztighccessful and led to Indian firms racing
to develop innovation capabilities and eventuadliyet over the Indian market by the end of the
1980s (Ramani and Venkataramani, 2001).

Cipla is a typical example of an Indian firm thatreased its market shares through the
development of technological capabilities. Foranse, before the IPR Act of 1972, India used
to export dried leaves of vinca rosea and Eli Lised them to make vincristine capsules, an anti
cancer drug, which were then sold back in India#f2128 each. By 1984, Cipla had improved
and scaled up this known process to make tabletsngoless than a dollar and then began to
export it as well (Ramani and Venkataramani, 2083)the early 1990s, Cipla was among the
top five companies in the Indian pharmaceuticatseand in 2007 Cipla overtook Ranbaxy and
GlaxoSmithKline India to become the largest phamnéical company in the domestic marKet

AIDS, the short form for ‘Acquired Immunity Deficiey Syndrome’ was first coined in
1982 as significant numbers of patients in the USA Europe were found to be infected by
HIV or the ‘Human Immunodeficieny Virus. Between 1980 and 1990 it is estimated that about
a million people globally were affected by AIEFS

The 1990s were years of pharmaceutical breakthrautite prevention of HIV infection
and the treatment of AIDS. Five large multinatiopphrmaceutical firms (Merck, Bristol-Myers
Squibb, Boehringer Ingelheim, Glaxo SmithKline Begm and Roche) developed a series of
drugs that were effective in treating AIDS. In 19f6ysicians in the USA reported that patients
treated with a combination of three of about nin&-BIV drugs (called protease inhibitors or

10 hitp://www.rediff.com/money/2008/jan/02pharma.htm
1 http://www.avert.org/
12 hitp://www.avert.org/his87 92.htm
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reverse transcriptase inhibitors which suppresgiihevirus), in a drug cocktail called ‘HAART
or Highly Active Antiretroviral Therapy' enjoyed aemiraculous improvements in heafth
These drugs are now referred to as ‘Anti-retroifdRV) drugs’ because they have the potential
to dramatically improve the health of people withD&. However, with the costs of these
cocktails being well above $10,000 (per personygear), it was simply out of reach for most
patients in developing countries, who numberedIpean million by 1998“ Thus, the market
for ARV was invisible in developing countries, esidly Africa, due to a lack of access from
the demand side.

The first case of AIDS was detected in India ir8@%nd it soon spread very rapidly
through drug users and prostitdfed.ike the father Dr. Khwaja Abdul Hamied, the sbn
Yousuf Hamied, the present Chairman and Managingedior of Cipla, believes that
pharmaceutical firms providing essential drugs hawtuty towards the poorest in society and
this belief motivated him to initiate research oRVAdevelopmerif.

In 1991, Cipla was approached by the Indian gawemt to produce AZT, the only
known drug at that time to combat the disease.aCapiswered the call and came up with an
Indian generic version of AZT for US$ 2 per dayagminst the then prevailing international
price of more than US$10 per day. However, evenlice was too high for procurement by the
Indian government and most Indian patients andai$ wot a commercial success. Therefore,
Cipla stopped production of AZT. However, by 1987anks to the US Medical report, Cipla
became aware of HAART.

Guennif (2004) explains that Cipla initiated a sesé collaboration with the Indian
Institute of Chemical Technology (IICT, Hyderabanh) 1991 and started producing and
marketing the simplest drug, Zidovudine ( or AZT)dathen proceeded to develop generic
versions of Stavudine (d4T; original patentee Btiddyers Squibb ) and Lamivudine (3TC;
original patentee GSK). By 2000, it had succeededproducing Nevirapine, a more
sophisticated drug with greater amount of thevacsubstance and a more complex formulation
process, whose original patentee was Boerhingeihegn (Bl)) and Duovir — a combination of
Lamivudine and Zidovudine, which was originally @ated by GSK. She explains that after two
years of investment in research, Cipla was ableffer Nevirapine at a price that was 150%
lower than that offered by the patentee, Boerhinggelheim (BI). At this point, Cipla decided
to take on the challenge of producing an AIDS caitkand in 2001, Cipla launched its own
AIDS cocktail containing Stavudine, Lamivudine aNdvirapine in the form of a tablet to be
taken twice a day (instead of at least 10 tablet)ed Triomune. At the same time, it
commercialized another variety of AIDS medicinedlech protease inhibitors, which contain
even more active materials and are even more coatetl to formulate.

James Love, founder of the NGO ‘Consumer ProjectTenhnology (CPTech) that
focuses on the impact of intellectual property @ctibn on consumer interests points out that
Cipla first tried to make the market visible througpproaching the big pharma cartel in order to
make ARVs more accessible, “On December 19, 20gflaCan Indian manufacture of generic
ARVs, wrote to Glaxo, Pfizer, BMS and Boehringegetheim, offering to license patents on a

13 http://www.avert.org/his93_97.htm

4 http://www.avert.org/his93_97.htm

13 http://www.expresspharmaonline.com/20071031/market@m|

16 See interviews : http://www.amfar.org/cgi-bin/iotasia/news/?record=3

7 Speech of DR Y K Hamied at Young President’s Oiggtion Meeting, Ivy restaurant, London,™&pril, 2004.
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number of ARV and other AIDS related medicines..The Cipla letter to Glaxo requested
licenses to patents on 3TC and AZT as well as coatinins of those drugs together. Later
Cipla-Medpro, a South Africa concern that Ciplaipart owner of, wrote to Glaxo asking for
licenses to these same patents. Cipla offeredodGaroyalty of 5 percent of net sales. Glaxo
responded with very detailed and burdensome regjdestproprietary business and technical
information from Cipla, and did not license thegras. This is a common pattern in cases where
the owner of intellectual property has no intentodricensing the technology but wants to avoid
a clear refusal to licensé®

Even at this juncture, there was no response th@mational or international market.
So in February 2001, Hamied took another bold, mitagaan step and announced a major price
reduction for Triomune and this time the world gptto listen (especially the pharma majors). It
meant that the cost of Triomune required for onar yer one person was $350 for NGOs like
MSF (thanks to negotiations by Love), $600 for ganeents, and $1200 for retail distributers.

The impact of Cipla’s offer was immediate and digant. Alternative AIDS cocktails
were selling at $10,000-$15,000 (cost per patiemtyear) in the USA and Europe at the time
and the multinational drug companies did not viee offer of Cipla in a charitable light. The
multinational drug companies threatened to fighpl&ibut due to international pressure, they
did not; instead they cut the price of their owngd - by up to 90 per cent. Hamied himself was
vilified by a former head of Glaxo, among other§,being a pirate and a thief, to which he
responded, “What was Robin Hood? A thief or a bectef?"®; which of course only served to
boost his image further. Today, Triomune is soldver 130 countries of the woffd

5. Discussion of results: Similarities and differencesin firm strategy

Monsanto’s Bt cotton is a typical example of atfgeneration radical innovation, while
Cipla’s drugs cocktail for HIV/AIDS is representadiof a second generation radical innovation.
At the same time, MMB (which we will simply refes is Monsanto from now on) and CIPLA
are similar in that both foresaw the huge marke¢mial of their innovations and came up with
successful innovation investments. However, Morsargs investing to create profit oriented
MC innovations with CSR potentiakvhile CIPLA was on a trajectory to bring out @SR
oriented MC innovation’Therefore, from the outset the rationalities of th® firms were
different.

The case studies demonstrate that at the prodweiagenent stage both firms kept in
mind technological performance, but this was suigabby different rationalities. The objective
of Cipla was to lower the cost of production of theig to the maximum extent so that final
market prices could be slashed and the drug coellchdde accessible to the maximum number
of patients. Therefore, the social purpose of tir@vation was to maximize patient coverage.
Monsanto concentrated on product performance t@ater product that would reduce the cost of
production of farmers the most. Of course, it waara of the CSR potential of its innovation, as
the farmers would benefit from both higher yieldscotton and reduced pesticide related health
hazards. But the objective was to maximize theiueshprovement of the seed so that it could

18 www.cptech.org/ip/health/cl/cl-cases/rsa-tac/lov@®2003.doc
19 http://www.positivenation.co.uk/issue91/featureatifre4/feature4.htm
20 http://www.docstoc.com/docs/11316036/Cipla-Overview
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be sold at the highest possible price to farmedssditi displace the available seeds in the market
developed by local breeders and public researctitutisns. Here, the CSR element was
embodied in the benefits to the environment anchéedth of farmers and it helped to justify a
high price of Bt cotton. Therefore, the innovatgirategies of both firms took into consideration
the CSR potential at the development stage itBelf.Monsanto focused on profit maximization
and Cipla focused on access maximization.

Second, both firms were propelled it managerial vision in their innovation
trajectory but in different ways. Monsanto is a Yées multinational governed by a professional
management team, while Cipla is an Indian familgnpany also managed by professionals but
guided by the vision of the founding family. Mongans typical of an ‘outsider system’ of
governance while Cipla is an example of an ‘insilgstem’ of governance (Franks and Mayer,
1992).

In the outsider system (as observed commonly in Ulse and the UK) there is a
separation in ownership and control of the firmeTwners (shareholders) delegate the control
of the firm to the managers and expect them to\eehaa way that maximizes the value of their
investment. The ownership and control rights of tines are traded in the capital markets
generating little concentration of the shareholdim@ particular firm. As opposed to this, in the
insider system (as observed commonly in the EUadamnd elsewhere) the ownership and
control of the firm are not separated. The shafélseofirm are infrequently traded. It is common
to find large shareholdings in the hands of peamatrolling the companies, families and
government.

It is widely acknowledged that Monsanto’s leagasth into agbiotechnology was mainly
due to the vision of some key of the managememt @aspite being of the outsider system type
(Chataway, Tait and Wield 2004). Monsanto was thig targe established agrochemicals firm
of its time to have perceived agbiotechnolgy tadioémendous potential. However, managerial
vision did not extend to specific incorporation@®R in its innovation strategies. In the case of
Cipla, Hamied said that his decision to bear aepriower than that dictated by profit
maximization was triggered by a devastating eadkgun the state of Gujarat which had killed
17,000 people and left 1 million homeless just\a Yeeeks earlier. Hamied felt that AIDS was
going to be worst than any earthquake and theref@as moved to pursue this strat€gyrhe
fact that Cipla’'s ARV cocktail was driven by manggkvision is confirmed even by other firms.
Dr.Khanna from Ranbaxy, a leading Indian competitxplains: “The AIDS drugs cocktail was
Yousef’s brain child. He thought that was important he fought at every level to bring it out.
Finally, the whole world accepted this. But he tiouof it first’®2. Thus, in an insider system
firm CSR can be incorporated in the innovationtetyees more easily if the management desires
the same.

There is some evidence that firms falling under thgider systems of corporate
governanceare more likely to invest in being socially respitaie than firms belong to the
outsider systergroup (Lannoo, 1999). The reason for this appayrestthe higher philanthropic
motivation and the stakeholder participation asged with the insider system. Our case studies
support the hypothesis that CSR oriented MC innoratare more likely to be initiated by firms
with insider systems rather than outsider systems.

2 hitp://www.essentialdrugs.org/emed/archive/20018200011.php
2 Interview with Dinar kale and as recounted byl#tter to the author.
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Third, both firms faced conflicts with other stakelders but for different reasons. An
MC innovation can have market and non-market effastithin the market, it can increase profit
for the innovator, increase the consumer surplubs @so lower the profit of incumbent and
sometimes even force their exit. Thus, MC innovaiare likely to engender conflicts with
incumbent market leaders. Outside of the markesitipe or negative externalities can be
generated by the firm during any of the steps lgado innovation creation such as research,
development, design and commercialization. If nggatxternalities are generated then societal
stakeholders are likely to protest.

Clearly, Cipla faced conflicts with the incumbergadlers because of the creative
destruction it caused in the market. Whereas, Muoshaad to deal with NGOs and civic
associations because of the externalities it géegi@an the environment. Thus, MC innovations,
whether or not with CSR potential, can have diffiéreffects on the different groups of the
society. The groups, which perceive themselvestadversely affected by the MC innovation,
on the basis of their acquired information or siyngileir apprehension, may try to block the
realization of the innovation profit, by creatioh appropriate coalitions. Whereas, if the CSR
impact is very clear, even if the innovation progskcreative destruction of incumbents,
governments and NGOs may rally to help the innoggtirm.

Four, the case studies are a proof by exampleMRainnovations, either as radical or as
radical-disruptive technologies, with or withouttial CSR orientation, can also serve BOP
markets. Furthermore, through catering to undeeskconsumers or answering a social need,
the innovators can enjoy CSR benefits, which cathés boost the profit and dividends of the
firm. Table 1 recapitulates our inferences dravamfithe comparison of Monsanto and Cipla.

Table 1: A comparison of the nature and impact of the CSR investment associated
with the M C innovations of Monsanto and Cipla

Monsanto Cipla

Motor for innovation Market needs Market needs

creation

Nature of need Low productivity of cotton seedsigh price of HIV-AIDS drugs
and high use of pesticides

Nature of innovation Radically new product Radigalllower-priced ang

lower-dosed product
Market welfare generatedPositive but heterogeneous Positive

by innovation creation

11%)
—_

Non-market externalitiesUncertain risk of contaminatioLr:lBetter health due to bett
by innovation creation and development of resistancaccess to drugs (positive)
(negative)

Supported by Farmers, often ignorant NGOs and p@agencies
supplying drugs
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Opposed by NGOs Western pharmaceutical
multinationals

Initial profit generated by Positive Insignificant
innovation

CSR component at thdnnovation investment lowers | Enables poor deprived of

product development staganegative externalities (in this | treatment against AIDS to gai
case- lowers use of pesticide | access to the necessary drugs.
with positive impact on health)

[}

CSR risk shared with Indian Farmers Indian govemmaad NGOs

Generation of reputationmarginal Very positive
gains from CSR potential
of innovation

Evolution of share prices| Positive Positive

6. Conclusion: Insight on CSR and M C innovation strategies

Firm strategies for the commercialization of MC omations are interesting to study
because they are designed to maximize profit apdtation gains. At the same time, the CSR
component also matters, because on the demandZsderatings are likely to impact consumer
acceptance and adoption. In this paper, by studyiagaunching of two MC innovations, we
have tried to arrive at some conclusions with kdigenerality on the issue of CSR as related to
innovation creation. What new insight can be irddrfrom our study on the practice of CSR for
firms? We propose the following.

While undertaking any MC innovation effort, a fishould also assess the CSR potential
of the innovation so that the design of the innmrastrategy takes this into account. Awareness
and identification of the CSR impact within and sadé of the market will help the firm to
leverage the CSR gains better and channel it nfocgeatly towards profit enhancement.

With any kind of MC innovation, conflict with othestakeholders is likely to be
generated, starting with the displaced incumbdditscontent might mobilize more stakeholders
if negative externalities are generated along ¢lerto innovation creation. For instance, a case
was lodged at the World Trade Organization agaimgka for having usurped the market shares
of pharma majors in developing countries by apprewrongful (though perfectly legal)
means. Similarly, civic associations and NGOs wagedests against Monsanto for violation of
Indian laws on testing of genetically modified seelth the case of Cipla, it was the incumbent
patent holders of the drug who were adversely tdteby Cipla’s innovation and who threatened
legal actions. In the case of Monsanto, the NG(Qmsed to Monsanto and genetically modified
seeds brought the case of illegality into the ligtel and built pressure upon the government to
take action. But, both firms won their cases, aratenver, Monsanto got away with repeated
violations. How did they win?

With respect to Cipla, initially the Indian goverant and later the United Nations
backed the firm’s innovation on humanitarian groaiag it had the potential to help millions of
poor AIDS victims in developing countries in AsiadaAfrica. The patent holder multinational
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drug companies succumbed to international presandebacked off from taking legal action
against Cipl&. So, the BOP component of the CSR value helpeth@ige over the opposition
built to thwart the commercialization of the inntiea. It is no wonder that Cipla does not
advertise its CSR initiatives in its websites. Bf@P reputation of its product makes the firm a
symbol of CSR.

Coming to Monsanto, the farmers were the targeswoers and since they were very
happy with the innovation, they pressurized thadndjovernment to legalize Bt cotton and to
overlook the violations made during testing. Indetb@ farmers who used the Bt cotton seeds
without knowing the full implication of the use génetically modified seeds in the long run and
who enjoyed higher yields as well as reduced hdwitards from the pesticides, formed a large
constituency to force the Indian government to rgnthe apprehensions held by the NGOs
opposed to genetically modified plant varieties &hohsanto. In order to take the farmers in
confidence, Monsanto committed to various CSR ptejenost of which were not directly
related to the innovation. This kind of non-strateGSR was needed as maximization of the
CSR value of the innovation for the BOP market was$ integrated as an objective at the
product development stage; therefore, additiorfaktsfwere required to tide over the resistance
put up by the concerned authorities and NGOs atdh@emercialization stage.

From the above, it can be noted that in additioprtdit enhancement, the CSR value of
the innovation improves the bargaining position tbé firm in negotiations with other
stakeholders. The manner in which the CSR poteatiah MC innovation is used as a tool for
bargaining will of course depend on the history #r@resource base of the innovating firm and
the nature of the market in which it operates.

The case studies also indicate that firms launcM@ginnovations must identify primary
and secondary stakeholders who can either be altieglversaries in diffusing an innovation.
The international NGO — ‘Medicines sans Frontieq@ayed a crucial role in the realization of
returns from Cipla’s investment. In the case of Bamo, NGOs watched each of its moves
closely and brought pressure upon the Indian gowent to impose sanctions upon it. However,
Monsanto repeatedly flouted agreements and the N@Ds unsuccessful in banning Bt cotton.
The NGOs could convince only a small minority oblegically minded farmers with a long
term planning perspective to opt for the convergiarotton varieties. These outcomes partially
confirm the hypothesis of Rao (2008) that the comemésuccess of radical innovations can be
made or broken by activists (i.e. this is truehe tase of Cipla but not Monsanto). They also
provide new evidence confirming the finding of Bmgnn and Prahalad (2007) that an
unanticipated side product of economic liberalmatin developing countries is the spectrum of
new opportunities for firms and social activistswork together to develop and commercialize
innovations with a high CSR value.

As a corollary, it is clear that the choice of theget community for innovation-adoption
impacts the design of subsequent CSR strategies@mtruction of CSR reputation gains. If
the MC innovation is targeted for the poor, it iaser to win over the support of the
government/authority as it complements the goveniisf@authority’s objective. Cipla could do
this at the first try, Monsanto failed. If an MCniovation is targeted for the BOP market, the

3 Interestingly in spite of Microsoft Corporationibg very vocal about violation about patent lawsdmntries like
India and China, Bill and Melinda Gates Foundasapported Cipla in its innovation in India whichnoa through
violation of patent laws.
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CSR reputation will build up on its own. In thissea any non-strategic CSR unrelated to the
commercialization of the innovated product in therf of corporate philanthropy will be less of
a necessity.

The final form of CSR build-up is d@ifent in a developed and a developing country. A
developing country in general is characterizeddwyelr levels of education, skills, high poverty
burden and a weaker system of governance. At tine siane, the weaker system of governance
may be balanced by the presence of NGOs and cssocations. Cipla had a window of
opportunity to reengineer the patented HIV/AIDS glthecause the TRIPS agreement (Trade
Related Intellectual Property System) banning akngineering of patented drugs became
effective in India only in 2008. But, in a TRIPS compliant developed country wsttongly
enforced patent rights and extensive social sgcstpport for health, Cipla’s strategy would
have been neither needed nor fruitful. The sucoédéonsanto’s innovation strategy also lay in
exploiting the typical features of underdevelopmédt only was the weak enforcement of laws
in India exploited, but the weak network of inadagly informed NGOs operating at the
grassroots level and the gullibility of poor (mgsilliterate and ignorant) farmers was used to
commercialize Bt cotton. These features helped uddbup the popularity of genetically
modified seeds among the farmers, which has not Hee case in European markets with their
strong network of well informed NGOs and enforcetriaws.

However altruistic the motivations of a firm, is clear that no CSR oriented MC
innovation can succeed without being supported layger robust business strategy of the firm.
Cipla could offer ARV at a low price only by making for any losses through sales of its other
star products. According to Hamied, CSR innovasbould not be considered as the cash cow
of the firm, but a humanitarian offering among etimnovations that should assure the economic
viability of the firm. Furthermore Hamied explaitfsat, "I don't want to make money on Aids
drugs.... .... I make enough money on other thi@sthis particular issue, can't we all pool our
resources? | make 800 drugs. If | don't make manewix, why should | worry?® He also
argued that Cipla was able to manufacture the daigsheaper cost because it was already
making most of the raw materials and productionscosindia were lower. This combined with
a three-tiered pricing system was sufficient toueashat they broke even on cdéts

Returning to the core question of this article de tole of CSR in MC innovation
strategies, we can now summarize our findings ionsfi Recognition of the CSR potential of an
MC innovation can help firms to exploit its CSR @utial better — both to increase profit and to
deal with any conflicts generated by the MC innaatAn innovating firm must not only keep
in mind potential consumers, but also other stakie in the system, who may either help or
hinder the commercialization of the innovation. AGBR oriented MC innovation must be
supported by a robust business model to makebtezia

Finally, we turn to the inferences for policy desid\s the case studies show, contrary to
accepted truisms, MC technological innovations samve to penetrate BOP markets and
generate CSR and consumer welfare gains for fimasl@v-income communities respectively.
Therefore, industrial or innovation policy that popis MC innovation creation with CSR

2 All countries can still use the clause of ‘compuislicensing’ in TRIPS for reengineering if thesea strong
public interest or national emergency.

%5 http://www.guardian.co.uk/aids/story/0,,898056,6h

% http://www.essentialdrugs.org/emed/archive/200182@0011.php
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potential can contribute to poverty alleviation.id'lsan take a variety of forms. At the same
time, the externalities generated by MC innovatinesd to be monitored and this is usually the
mission of private watch-dogs within the systemiifiut the existence of such activist groups,
even innovating firms that comply with existing uégfion need not care about the social costs
generated by their innovation activity. Therefdategan be argued that recently enacted laws in
some countries, such as ‘The Public Interest Dssok Act of 1998 in the UK, and the
ordinance in process in the USA, such as the ‘WhBlower Protection Enhancement Act of
2007’ that support activism as a watch-dog actjwign be considered in other countries as well.
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