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NOTES

1. OECD stands for Organization for Economic Cooperation and Develop-
ment, and is a group of thirty-five member nations, including the United States,
France, Germany, and several of the world’s most developed countries. “About
the OECD: Members and Partners,” OECD, accessed January 16, 2018, http://
www.oecd.org/about/membersandpartners/#d.en.194378.

2. Fareed Zakaria, “Give South Korea a Gold Medal,” Washington Post, Feb-
ruary 8, 2018, https://www.washingtonpost.com/opinions/give-south-korea-a- 
gold-medal/2018/02/08/76be5e7e-0d1a-11e8-8890-372e2047c935_story.html
?utm_term=.ac6f9aa492cf.

3. For example, in today’s dollars, America’s annual income per capita in that
era was approximately $3,363, Angola’s today is $3,695, Mongolia’s is $3,694,
and Sri Lanka’s is $3,844. Unless otherwise stated, GDP per capita numbers are
based on 2016 figures and are retrieved from the World Bank. “GDP per capita
(current US $),” Data, The World Bank, accessed February 5, 2018, https://data
.worldbank.org/indicator/NY.GDP.PCAP.CD?locations=AO-MN-LK.

4. Michael Haines, “Fertility and Mortality in the United States,” Economic His-
tory Association, accessed January 16, 2018, https://eh.net/encyclopedia/fertility
-and-mortality-in-the-united-states/.

“Mortality rate, infants (per 1,000 live births),” The World Bank, accessed
February 21, 2018, https://data.worldbank.org/indicator/SP.DYN.IMRT.IN.

5. Much has been written about the question of how the West became pros-
perous and, more generally, how poor countries can become prosperous. We rec-
ognize that there is a large body of important work in this field. Several books
and papers provide very important insight to these questions. The fundamental
work is Joseph Schumpeter’s The Theory of Economic Development: An Inquiry
into Profits, Capital, Credit, Interest, and the Business Cycle (1934, translated from
the original 1911 German transcript). In this book, Schumpeter helps us see
clearly the role of innovation and the entrepreneur in economic development.
As entrepreneurs innovate, or create new products or new methods of produc-
tion, they disturb the “circular flow” in an economy, a process which describes
a state of equilibrium in society. Although this perpetual “disturbance”—a pro-
cess marked by new innovations—does come with some measure of instability
and uncertainty, the end result is often a more prosperous society. For example,
the car destabilized the horse and carriage and electric railcars, but has made
us more prosperous. For Schumpeter, entrepreneurs—the Henry Fords of the
world—are the stars in the economic development story. As you’ll read through-
out this book, we certainly agree.

In the last half century, must-reads for those interested in the ascendency of the 
West include Douglass North and Robert Thomas’s The Rise of the Western World: 

Preface
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A New Economic History (1973), Nathan Rosenberg’s and Luther E. Birdzell’s How 
the West Grew Rich: The Economic Transformation of the Industrial World (1986), 
and David Landes’s The Wealth and Poverty of Nations: Why Some Are So Rich and 
Some So Poor (1999). David Landes provides rich economic history and stresses 
several factors, including geography and culture, that helped Europe prosper. 
North and Thomas summarize their argument as follows, “Efficient economic 
organization is the key to growth; the development of an economic organization in 
Western Europe accounts for the rise of the West.” In essence, they helped bring 
to light the importance of institutions and property rights.

In addition, several seminal papers have shed light on this topic. For in-
stance, we have learned from Robert Lucas’s Making a Miracle (1993), Ricardo 
Hausmann and Dani Rodrik’s Economic Development as Self-Discovery (2002), 
and Richard Nelson and Edmund Phelps’s Investment in Humans, Technological 
Diffusion, and Economic Growth. In their own way, each of these economists 
have helped simplify, in varying degrees, the complexity inherent in the topic 
of economic growth and development. This has helped us better understand 
some of the ingredients necessary for sustained economic growth. Robert Lu-
cas helps us understand the importance of on-the-job “learning by doing” in 
increasing the productivity of economies. Lucas additionally explains that the 
main features of the East Asian miracles have all “involved sustained move-
ment of the workforce from less to more sophisticated products,” beyond in-
creased efficiencies in the production of existing products. Hausmann and 
Rodrik explain that, while it is important for entrepreneurs within a country 
to learn what they’re good at making, the social returns often outweigh the 
private returns. This is because, on paper, firms that learn how to develop in-
novations that can solve a societal problem can be easily copied by “second- 
entrants,” which has the effect of strongly diluting a priori incentives to take on 
the arduous work of developing the innovation in the first place. As such, this 
makes investments in the kind of learning that leads to structural economic 
change difficult. In these circumstances, development professionals and policy 
makers can play a significant role. Nelson and Phelps focus on human capital 
and technology diffusion. In effect, they hypothesize that “in a technologically 
progressive or dynamic economy, production management is a function requir-
ing adaption to change and that the more educated a manager is, the quicker he 
will be to introduce new techniques of production.”

In this book we focus on the impact that market-creating innovations have 
on creating and sustaining economic prosperity. In Chapter 2, we provide both a 
definition and a categorization for the word innovation, and explain how differ-
ent types of innovation impact economies.

6. Press Release, “World Bank Forecasts Global Poverty to Fall Below 10%
for First Time; Major Hurdles Remain in Goal to End Poverty by 2030,” The
World Bank, October 4, 2015, http://www.worldbank.org/en/news/press-release
/2015/10/04/world-bank-forecasts-global-poverty-to-fall-below-10-for-first-time
-major-hurdles-remain-in-goal-to-end-poverty-by-2030.

7. In some ways, China’s meteoric development over the past fifty years won’t
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come as a surprise to students of history. The wheelbarrow, soil science, card-
board, the magnetic compass, deep drilling for natural gas, knowledge of circula-
tion of blood, paper and printing, gun powder, and hundreds of other inventions 
are attributed to the Chinese. It was the Europeans who were playing catch up in 
the Middle Ages. In the 1500s for instance, China’s economy accounted for 25% 
of global GDP. But by 1950, it was only 5%. Today, however, as China is making a 
comeback, its share of global GDP hovers around 19%. 

Still, China’s recent economic growth is spectacular, especially considering 
the hundreds of millions of people who have been lifted out of poverty. The 
conventional story of China’s growth is that discontinuities in policy initiated 
by Deng Xiaoping in the late 1970s unleashed the previously dormant eco-
nomic giant. This is certainly true to a point. However, it is not possible to tell 
the story of China’s rise without emphasizing the initiative of entrepreneurs 
and other citizens. MIT’s Yasheng Huang explains that China’s economic pol-
icy in the 1980s actually favored entrepreneurship and market-driven solutions 
as we saw a significant rise in Town and Village Enterprises in the country. 
He calls the 1980s “the Entrepreneurial Decade.” However, by the 1990s, the 
country’s economic policy shifted more toward a state-led, top-down approach 
with the rise of many state-owned enterprises. While the economy still grew, 
Huang explains that this type of growth was not as robust and inclusive as 
China’s growth in the 1980s.

Even then, we still see China on the ascent. Just recently, the Washington Post 
published a piece titled “China increasingly challenges American dominance of 
science.” The authors note that an increasing number of scientists in some of the 
most prestigious institutions in the United States are leaving to set up labs in 
China. Although the United States still spends roughly half a trillion dollars on 
scientific research annually, China is close behind and is on track to surpass the 
US by the end of 2018. And for the first time, in 2016, annual scientific publica-
tions from China outnumbered those from the United States. China’s economy 
is a far cry from where it was in the 1960s and 1970s, and seems to be returning 
to its dominance in the yesteryears. 

Yasheng Huang, Capitalism with Chinese Characteristics: Entrepreneurship and 
the State (New York: Cambridge University Press, 2008).

Ben Guarino, Emily Rauhala, and William Wan, “China increasingly chal-
lenges American dominance of science,” Washington Post, June 3, 2018, https:// 
www.washingtonpost.com/national/health-science/china-challenges-american 
-dominance-of-science/2018/06/03/c1e0cfe4-48d5-11e8-827e-190efaf1f1ee
_story.html?noredirect=on&utm_term=.99a54422d595.

Philip Auerswald, “China’s sudden fall and slow recovery,” New York Times, Au-
gust 11, 2008, https://www.nytimes.com/2008/08/11/opinion/11iht-edauerswald 
.1.15175911.html.

8. In 1990, there were approximately 282 million people living in poverty,
representing about 55 percent of sub-Saharan Africa’s population. In 2013, that
number was 401 million, roughly 42 percent of the population. “Poverty head-
count ratio at $1.90 a day (2011 PPP),” Data, The World Bank, accessed March 13,
2018, http://povertydata.worldbank.org/poverty/region/SSF.
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9. Deirdre McCloskey’s Bourgeois series provides a detailed overview of eco-
nomic history and an analysis of the many suggested causes of economic growth. 
In the second of the three, Bourgeois Dignity: Why Economics Can’t Explain the
Modern World, McCloskey details many of the widely held theories—institutions, 
transportation infrastructure, foreign trade, slavery, thrift, capital accumulation,
the Protestant work ethic, expropriation, human capital (education), geography
or natural resources, science, and a few others—on what might have caused the
economic transformation brought about by the Industrial Revolution and sug-
gests that they all miss the mark. This particular 592-page volume explains why,
as interesting and plausible as all these explanations seem, they are not respon-
sible for bringing us toilets, air conditioners, automobiles, and mobile phones.
Deirdre McCloskey, Bourgeois Dignity: Why Economics Can't Explain the Modern
World (Chicago: University of Chicago Press, 2010), 34–35.

10. This amount does not include private funds spent by some of the world’s heav-
ily endowed foundations and organizations, such as the Bill and Melinda Gates
Foundation, the Skoll Foundation, the Omidyar Network, and many others.

“ODA 1960-16 Trends,” Official Development Assistance 2016, Compare Your 
Country, accessed February 1, 2018, http://www2.compareyourcountry.org/oda 
?cr=20001&lg=en&page=1#.

11. Many of the countries in the above table have received official develop-
ment assistance for poverty eradication programs from the World Bank and
several other development institutions. Niger, for instance, has received $2.9
billion worth of World Bank aid since 1964, but in 2015 its per capita income
was less than half what it was in the 1960s. “Urban Water and Sanitation Proj-
ect,” The World Bank, http://www.worldbank.org/projects/P117365/urban-water
-sanitation-project?lang=en.

12. Jamie Skinner, “Why every drop counts: tackling rural Africa’s water crisis,” 
IIED briefing, accessed February 1, 2018, http://pubs.iied.org/pdfs/17055IIED
.pdf.
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NOTES

1. Now part of Bharti Airtel Limited.

2. “Number of unique mobile subscribers in Africa surpasses half a
billion, finds new GSM study,” GSMA, accessed February 1, 2018, https://
www.gsma.com/newsroom/press-release/number-of-unique-mobile
-subscribers-in-africa-surpasses-half-a-billion-finds-new-gsma-study/.

3. By “market,” we mean a system that enables the making, buying, and
selling of a product or service.

4. “Aid at a glance charts,” Development Finance Statistics, OECD, ac-
cessed April 23, 2018, http://www.oecd.org/dac/stats/aid-at-a-glance.htm.

5. Clayton Christensen, The Innovator’s Dilemma: When New Technolo-
gies Cause Great Firms to Fail (New York: HarperCollins Publishers, 2000).

This definition is consistent with Schumpeter’s writing in The Theory 
of Economic Development defining innovation as taking an invention and 
placing it firmly into a market, a process which leads to development or 
the production of new combinations. In Chapter 2, Schumpeter writes, that 
“to produce means to combine materials and forces within our reach. To 
produce other things, or the same things by a different method, means 
to combine these materials and forces differently” (65). This is import-
ant because innovation is often mistaken for invention, or something 
entirely new. For the purpose of economic development, this isn’t the 
case. According to Schumpeter, one of the illustrations of this process of 
combination is “the opening of a new market, that is a market into which 
the particular branch of manufacture of the country in question has not 
previously entered, whether or not this market has existed before.” In 
essence, it does not matter that something existed in another country in 
so far as it is new to the country where it is being introduced, it is bound 
to have development impact.

Ricardo Hausmann at Harvard and César Hidalgo at MIT provide 
data showing that the prosperity of an economy is directly correlated 
with the amount of know-how in the nation. In their research, they refer 
to this concept as “economic complexity,” which is a “measure of the 
amount of capabilities and know-how that goes into the production of 
any given product. Products are vehicles for knowledge. [Their] theory 
and supporting empirical evidence explain why the accumulation of 
productive knowledge is the key to sustained economic growth.” But 

Chapter 1 

An Introduction to the 
Prosperity Paradox
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accumulating productive knowledge is not easy, and is often quite ex-
pensive. In addition, knowledge accumulation is not enough, it must be 
dynamic accumulation. Sidney Winter at the Wharton School of Busi-
ness at the University of Pennsylvania has written extensively about the 
evolution of organizational capabilities. His research helps explain that 
one of the reasons for business success is an organization’s ability to 
develop dynamic capabilities. But he also explains that developing those 
capabilities is no easy feat. See Toward a Neo-Schumpeterian Theory of the 
Firm (1968), Understanding Dynamic Capabilities (2003), and Deliberate 
Learning and the Evolution of Dynamic Capabilities (2002).

Joseph A. Schumpeter, The Theory of Economic Development: An In-
quiry into Profits, Capital, Credit, Interest, and the Business Cycle (Cam-
bridge: Harvard University Press, 1934), 65.

Ricardo Hausmann et al., The Atlas of Economic Complexity: Mapping 
Paths to Prosperity, 2nd ed. (Cambridge: MIT Press, 2013).

6. We delve into more detail about this in Chapters 8 and 9, which tackle 
institutions and corruption respectively, but consider how Mancur Olson 
put it in his book, Power and Prosperity: “When we shift from what is best 
for prosperity to what is worst, the consensus would probably be that 
when there is a stronger incentive to take than to make—more gain from 
predation than from productive and mutually advantageous activities—
societies fall to the bottom.” Olson then goes on to highlight the virtues 
and importance of entrepreneurship, due to the unpredictable nature of 
society. He writes, “Because uncertainties are so pervasive and unfathom-
able, the most dynamic and prosperous societies are those that try many, 
many different things. They are societies with countless thousands of en-
trepreneurs who have relatively good access to credit and venture capital. 
There is no way a society can predict the future, but if it has a wide enough 
span of entrepreneurs able to make a broad enough array of mutually ad-
vantageous transactions, including those for credit and venture capital, it 
can cover a lot of the options—more than any single person or agency [or 
government] could ever think of.” In effect, if we harness the power of en-
trepreneurs to develop more and more market-creating innovations, this 
can—and indeed does—lead to better and better governance.

Mancur Olson, Power and Prosperity: Outgrowing Communist and Capi-
talist Dictatorships (New York: Basic Books, 2000), 1, 188-189.

Iqbal Quadir, who founded the Legatum Center for Development and 
Entrepreneurship at MIT, puts it this way in his article in the Innovations 
journal, “Western intellectuals from Adam Smith to Georg Simmel to 
Max Weber have recognized that commerce has positively transformed 
governments, cultures, and behavior by making people more rational and 
mutually accountable.”

6



NOTES

1. Ronald Coase, “Address at Markets, Firms and Property Rights: A Cel-
ebration of the Research of Ronald Coase Conference,” published on April 
20, 2012, video, 25:40, https://www.youtube.com/watch?v=ZAq06n79QIs.

2. Christensen, Raynor, and McDonald (2015) offer a concise summary: 
“Disruption describes a process whereby a company with fewer resources 
is able to successfully challenge established incumbent businesses. 
Specifically, as incumbents focus on improving their products and ser-
vices for their most demanding (and usually most profitable) customers, 
they exceed the needs of some segments and ignore the needs of oth-
ers. Entrants that prove disruptive begin by successfully targeting those 
overlooked segments, gaining a foothold by delivering more-suitable 
functionality—frequently at a lower price. Incumbents, chasing higher 
profitability in more-demanding segments, tend not to respond vigor-
ously. Entrants then move upmarket, delivering the performance that 
incumbents’ mainstream customers require, while preserving the advan-
tages that drove their early success. When mainstream customers start 
adopting the entrants’ offerings in volume, disruption has occurred.” 
The type of innovation most likely to be disruptive is market-creating 
innovation (as we’ll see in examples throughout this book).

See also Clayton M. Christensen, The Innovator’s Dilemma: When New 
Technologies Cause Great Firms to Fail (Boston: Harvard Business School 
Press, 1997).

3. In a 2017 World Bank publication titled The Innovation Paradox: De-
veloping-Country Capabilities and the Unrealized Promise of Technological 
Catch-Up, authors Xavier Cirera and William F. Maloney suggest that 
“innovation capacity appears to be the more critical policy priority for 
economic development.” The report goes on to suggest that “equating 
innovation policy to frontier science and technology policy will lead to 
frustration and waste if the firm dimension is neglected . . . without a 
corps of capable firms to take these ideas to market, these investments 
will yield little in terms of growth.” Our hope is that the categorization we 
offer here helps further the Bank’s work and helps us better understand 
how important firms are to economic development.

Xavier Cirera and William F. Maloney, The Innovation Paradox:  
Developing-Country Capabilities and the Unrealized Promise of Technolog-
ical Catch-Up (Washington, DC: World Bank), doi:10.1596/978-1-4648 
-1160-9. License: Creative Commons Attribution CC BY 3.0 IGO.

Chapter 2 

Not All Innovations 
Are Created Equal
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4. The World Economic Forum publishes an annual report titled “Global 
Competitiveness Report,” where the organization ranks countries based 
on their competitiveness. One of the metrics used to measure a country’s 
competitiveness is its “innovation.” Institutions, infrastructure, health, 
and education are others. For assessing a country’s innovation, the report 
measures things such as investment in research and development, patent 
applications, and a country’s ability to provide new or unique products.

Alex Gray, “These are the ten most innovative countries in the world,” 
World Economic Forum, October 11, 2017, http://www.weforum.org 
/agenda/2017/10/these-are-the-10-most-innovative-countries-in-the-world/.

5. Understanding how different types of innovations impact an econ-
omy is critical because there are several distinct actors in an economy. My 
friend Lant Pritchett, a highly respected former World Bank economist 
and professor of International Development at Harvard’s Kennedy School 
of Government, provided me with a helpful conceptual framework for 
thinking about why poor economies have such a difficult time breaking 
out of their economic rut—and where innovation might make a profound 
difference. Pritchett identifies four primary entities in an economy: what 
he calls “rentiers,” “magicians,” “power brokers,” and “workhorses.”

Rentiers are resource extraction or agricultural firms that mainly ex-
port to world markets. They are often subject to regulatory rents. Think 
oil companies and diamond miners. Magicians are exporters that operate 
in highly competitive global industries. Think of the factory owners that 
make commoditized T-shirts and jeans. Power brokers are those firms that 
work in the domestic sector, but are also subject to “regulatory rents.” 
These are the big construction companies, the hoteliers who own or man-
age expensive hotels, the port operators, and the electricity providers. 
And finally, the workhorses. These are the less-than-glamorous firms that 
operate in the highly competitive domestic environments. From the petty 
trader on the side of the road to the hairdresser in her home, these make 
up a majority of the world’s poor. They are workhorses.

“Regulatory rents are defined as those derived from some discretion-
ary action of government, such as: offering licenses for commercial use 
of a resource (e.g. mining); bestowing firm-specific (rather than industry- 
specific) tax advantages; market exclusivity; or application of applicable 
regulations. It could also be derived from deliberate government inac-
tion, such as permitting monopolies to charge prices significantly above 
marginal cost, or not enforcing anti-trust law or pursuing competitive 
markets when it would be appropriate for consumer welfare.”

Lant Pritchett, Kunal Sen, and Eric Werker, Deals and Development: 
The Political Dynamics of Growth Episodes (Oxford: Oxford University 
Press, 2018).
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6. We view economics as a nested system. The global economy con-
tains national economies, which are composed of industries, which in 
turn contain corporations. Corporations are composed of business units, 
which are organized around teams, which define how employees coordi-
nate their work. Employees, in turn, make and sell products and services 
to consumers, who have preferences that define what they will and will 
not do. Scholars in the two traditional branches of economics—macro 
and micro—build models of how the global and national systems work 
on the one end, and at the other end how individuals prioritize and make 
decisions. However, most economic activity actually occurs somewhere 
between these two ends of the nested system: namely, in companies. 
Aside from welfare payments and people employed in government enti-
ties, companies essentially are the economy. Companies create and elim-
inate jobs, and pay wages and taxes. They implement government policy. 
They choose to invest or not invest. They respond to changes in interest 
rates. Companies build economies’ infrastructure, and in many ways 
companies are our infrastructure.

7. Economists have long understood the importance of innovation, 
or what they often refer to as technical change, in spurring economic 
growth. For example, in 1956, Stanford economist Moses Abramov-
itz published a landmark paper, “Resource and Output Trends in the 
United States Since 1870,” that highlighted the link between innovative 
activity and long-term economic development. In his paper, Abramo-
vitz analyzed the United States’ growth from 1870 to 1950 and found 
that capital and labor accounted for roughly 15 percent of the growth. 
Productivity or what is now called technology, innovation, or techni-
cal innovation, he asserted, accounted for the remaining 85 percent. 
Abramovitz wrote that “since we know little about the causes of produc-
tivity increase, the indicated importance of this element may be taken to 
be some sort of measure of our ignorance about the causes of economic 
growth in the United States and some sort of indication of where we 
need to concentrate our attention.”

Moses Abramovitz, “Resource and Output Trends in the United States 
Since 1870,” National Bureau of Economic Research (1956), http://www 
.nber.org/chapters/c5650.pdf.

In parallel, Massachusetts Institute of Technology’s Robert Solow 
also reached a similar conclusion as Abramovitz while using different 
methods and analyzing different time periods. Among Solow’s works is 
a 1957 article, “Technical Change and the Aggregate Production Func-
tion,” that sheds light on the impact that technological innovation can 
have on economic growth. Solow was awarded the Nobel Prize in Eco-
nomics in 1987 for his contributions to the world’s understanding of 
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economic growth. After this insight, the quest to further understand 
how technological innovation impacted economic growth, and the be-
lief that it did, took off.

Robert Solow, “Technical Change and the Aggregate Production Func-
tion,” The Review of Economics and Statistics 39, no. 3 (August 1957), 312–
320, https://faculty.georgetown.edu/mh5/class/econ489/Solow-Growth 
-Accounting.pdf.

Economists have traditionally looked at growth through the lens of 
productivity: aggregating all the assets in an economy and multiplying 
that by a production (or an innovation) function. While mathematically 
valid, thinking about growth through the benchmark of productivity is 
less helpful when thinking about policies and programs for economies 
that are made of people with varying capabilities and cultures, and living 
in different contexts.

8. In most poor countries, the distribution of money, power, and influ-
ence tips disproportionately to the rentiers and power brokers. They run 
the economies and have little to no incentive to change the system. The 
majority of the poor—the workhorses, in Pritchett’s language—in our 
world toil and labor incessantly only to find themselves perpetually living 
a life of struggle and suffering. The question then becomes, how do we 
give more power and influence to the workhorses?

Or maybe a better question to ask is how do we find and nurture, to 
borrow Pritchett’s metaphor, a few “thoroughbreds” among the work-
horses—companies that have the potential to create a new market 
through innovation and scale? We call them “thoroughbreds” because 
they are the individuals or organizations that can develop market-creating 
innovations with the potential to change the dynamics of an economy.

9. This is unlike what Sir Thomas Lipton did in 1890 when he pur-
chased a tea garden in modern-day Sri Lanka and began producing tea. 
Sir Lipton thought the price of tea was too high and that he could offer it 
for less money to many more tea drinkers.

10. There are instances when companies include features in a new prod-
uct, charge more, but find many new consumers ready to pull said prod-
uct into their lives. This tends to happen when the new feature has the 
potential to upend or displace an existing product on the market. For 
example, when Apple added the global positioning satellite (GPS) feature 
to its phones, the company effectively rendered the use of stand-alone 
GPS devices obsolete.

11. “Toyota Camry Awards,” 2018 Camry Overview, Toyota, accessed 
February 16, 2018, https://www.toyota.com/camry/awards.
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12. It is important to note that, at one point, models of the Toyota Camry 
were growing exponentially in the United States, but over time the mar-
ket saturated and sales began to level out. In other words, the Camry 
filled out the concentric circle where it was targeting new customers who 
could afford its product, and now it struggles for market share with other 
brands such as Honda’s Accord or Hyundai’s Sonata.

“Monthly and annual sales figures for the Toyota Camry in the US,” 
Toyota Camry, Carsalesbase.com, accessed February 16, 2018, http://car 
salesbase.com/us-car-sales-data/toyota/toyota-camry/.

13. The “resource curse”—a phenomenon that explains how many na-
tions endowed with natural resources such as oil, gas, gold, diamonds, 
and many others often end up with less democracy, less economic 
growth, and effectively less prosperity than nations without these nat-
ural resources—has been widely studied in economics. It is sometimes 
referred to as the “paradox of plenty.” In using resource extraction as an 
example here, we don’t focus on the already widely studied macroeco-
nomic effects of natural resources endowments. Instead, we focus on the 
profit-maximization and cost-reduction incentives of a typical manager in 
this industry who finds herself selling commodities for which the global 
market sets a price. For more on the resource curse, see Jeffrey Frankel’s 
paper, The Natural Resource Curse: A Survey (2010).

14. “U.S. Field Production of Crude Oil,” Petroleum and Other Liq-
uids, U.S. Energy Information Administration, accessed April 6, 2018, 
https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=MCR 
FPUS2&f=A.

15. “Employment, Hours, and Earnings from the Current Employment 
Statistics Survey (National),” Databases, Tables & Calculators by Subject, 
Bureau of Labor Statistics, accessed April 6, 2018, https://data.bls.gov 
/pdq/SurveyOutputServlet.

16. Micheal Eboh, “Unemployment: Oil sector employs 0.01% of Nigerian 
workforce,” Vanguard, June 3, 2014, http://www.vanguardngr.com/2014/06 
/unemployment-oil-sector-employs-0-01-nigerian-workforce/.

17. Iqbal Quadir of MIT explains it this way: “Every innovation spurs a 
complex chain of reactions, but entrepreneurs push consistently toward 
lower costs and larger markets. This saves known resources or creates 
new ones, puts price pressures on existing products, and engages more 
people in the economy.” He later goes on to write that “today’s innova-
tions may show up in unexpected ways and places, but they follow the 
same pattern and are no less spectacular than they were in Henry Ford’s 
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day.” In effect, as entrepreneurs make products simpler and more afford-
able, more and more people in society not only buy and use them, but also 
are employed in their creation. This process leads to a more vibrant and 
prosperous economy.
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Designed by Apple in California. Assembled in China. But the iPhone ac-
tually provides a better illustration of the importance of local jobs that 
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base in California. It includes the work of thousands of engineers and sci-
entists who scour the globe developing new materials; the product man-
agers, who conduct market research and generate product requirements; 
and the retail staff trained to introduce and explain the devices to end 
consumers. “Apple creates value, and thus U.S. jobs, through the design 
and development of its products, not because of where they're built,” a re-
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crime. If you look at some of the most crime-infested areas in our world, 
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Organization/Innovation Nonconsumption and Impact

Safaricom/M- PESA— a mobile money plat
form that enables the storage, transfer, and 
saving of money without owning a bank ac
count

Nonconsumption: More than 85 percent of Ken
yans did not have access to banking services 
before M PESA. It took the Kenyan banking 
system more than one hundred years to build 
roughly 1,200 bank branches in the country.
Impact: More than twenty two million Kenyans 
have pulled M PESA into their lives since its re
lease in 2007. The service currently transacts 
upward of $4.5 billion monthly. More than forty 
thousand M PESA agents now exist across 
Kenya, increasing their incomes as a result. Mil
lions of Kenyans can now access other financial 
services products, such as loans and insurance. 
These products were historically unavailable to 
them.

Tolaram/Indomie noodles— a tasty, inex
pensive, and easy to cook meal that can 
be prepared in less than three minutes

Nonconsumption: With tens of millions of Ni
gerians living on less than $2 a day, the ability 
to afford three meals a day is difficult for many 
in the country.
Impact: Tolaram now sells more than 4.5 bil
lion packets of noodles in Nigeria annually. 
The company runs thirteen manufacturing 
plants, has enabled tens of thousands of jobs, 
has invested over $350 million in Nigeria, and 
contributes tens of millions of dollars to the Ni
gerian economy annually. Before the company 
began selling noodles in Nigeria, few Nigerians 
had heard of the food.

Celtel/mobile telephony— a pay as you go 
mobile phone service that enables cus
tomers to purchase cell phone minutes 
for as little as 25 cents

Nonconsumption: In 2000, of the eight hun
dred million people who lived in Africa, approx
imately 2.5 percent, fewer than twenty million, 
had mobile phones. The Democratic Republic 
of Congo, for instance, with a population of 
more than fifty five million people, had only 
three thousand phones. There were fewer than 
one million telephone lines for Nigeria’s 126 
million people.
Impact: The telecommunications market in Af
rica today adds more than $150 billion to the 
African economy annually. By 2020, the in
dustry is forecast to support 4.5 million jobs, 
provide $20.5 billion in taxes, and add more 
than $214 billion of value to African econo
mies.14 The proliferation of mobile telephony 
has also enabled other technologies, such as 
M PESA’s mobile money platform and Micro
Ensure’s insurance services. It is now being 
leveraged as an education platform and used 
to provide mobile health services as well.

Chapter 3 

In the Struggle Lies Opportunity
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Organization/Innovation Nonconsumption and Impact
Galanz/microwave ovens— an inexpensive 
microwave oven (~$45) for the average Chi
nese citizen

Nonconsumption: In the early 1990s, there 
were fewer than one million microwave ovens 
in China. China’s population then was over 1.1 
billion people.
Impact: From fewer than one million micro
waves in the early 1990s in China, today more 
than thirteen million microwave ovens are sold 
domestically in China. Galanz has a 43 percent 
market share of the microwave oven market. 
The company employs more than forty thou
sand people and has now ventured into air 
conditioners, refrigerators, washing machines, 
dishwashers, and several other household 
appliances. As a result of the proliferation of 
microwave ovens in China, the frozen foods 
industry has also boomed. Some estimates 
suggest it has reached more than $10 billion. 
Think about all the jobs, productivity, income, 
regulations, and development that supports.

Fyodor Biotechnologies/urine malaria test 
(UMT)— a nonblood malaria test that 
costs less than $2 and gives results in less 
than twenty minutes

Nonconsumption: More than two hundred mil
lion people annually contract malaria globally. 
In the regions still susceptible to malaria, when
ever most people get a fever, they immediately 
assume it is malaria and take malaria medica
tions. In order to properly diagnose the disease, 
sick patients must visit a doctor for a blood 
test, something many cannot afford. Annually, 
over five hundred million laboratory blood tests 
are performed globally.
Impact: The Fyodor UMT solves this problem by 
providing a simple noninvasive way to diagnose 
malaria so that people don’t falsely medicate 
fevers that don’t end up being malaria. Even 
though Fyodor is new and recently released the 
UMT, the company is already ramping up the 
production and distribution of this test so it can 
reach millions of people for whom a simple ma
laria test is not possible.

Ford Motor Company/Ford Model T— an 
affordable car for the average American

Nonconsumption: In 1900, there were only 
eight thousand cars registered in the United 
States. Typical cars back then were very difficult 
to drive and only wealthy Americans could af
ford them.
Impact: From 1909 to 1924, Ford sold more 
than ten million cars, fundamentally changing 
the landscape of America. He created tens of 
thousands of jobs, paid better wages than the 
competition, and initiated some social pro
grams for employees. The Model T also spurred 
other industries, such as insurance, distribu
tion, and home and road construction, as peo
ple were able to move out to suburbs. It was a 
game changer.
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Organization/Innovation Nonconsumption and Impact

EarthEnable/earthen floors— affordable 
hardened floors that are one fifth the cost 
of cement

Nonconsumption: More than 80 percent of 
homes in Rwanda have dirt floors. These floors 
are breeding grounds for mosquitoes and 
many other parasites. Concrete floors would be 
a solution, but they are just too expensive for 
most Rwandans, where the GDP per capita is 
just $703.
Impact: Although just a few years old, Earth
Enable has already provided more than half a 
million square feet of flooring in over three hun
dred villages in Rwanda.

Clinicas del Azúcar/diabetes treatment— 
affordable and convenient diabetes treat
ment in Mexico

Nonconsumption: Today, diabetes is the num
ber one cause of death and amputations in 
Mexico, claiming the lives of more than eighty 
thousand people annually. Since 1990, the num
ber of Mexicans with diabetes has more than 
tripled from 5.6 million to more than 16 million. 
But the $1,000ayear treatment is too expensive 
for most Mexicans, and the health care delivery 
system is also very inconvenient.
Impact: Clinicas del Azúcar has reduced the 
cost of diabetes treatment from $1,000 to 
roughly $250 a year. Their integrated solution 
has also resulted in a 60 percent reduction in 
diabetes related complications, such as blind
ness, amputations, and kidney failure. 95 per
cent of the more than fifty thousand patients 
they have treated had never received special
ized diabetes care. They are opening two new 
clinics every three months.

Grupo Bimbo/bread— affordable, quality 
bread

Nonconsumption: Quality affordable bread was 
hard to find in Mexico before Grupo Bimbo, the 
world’s largest bakery, decided to create a new 
market for different breads that targeted the av
erage Mexican.
Impact: Today, Grupo Bimbo grosses more 
than $14 billion annually, operates 165 plants in 
22 countries, and employs more than 128,000 
people globally. With a market capitalization of 
over $11 billion, Bimbo also owns more than one 
hundred brands and sells its products in Ecua
dor, Colombia, and Peru, as well as in the United 
States, the United Kingdom, and China. The 
company pays its lowest paid employee more 
than double the minimum wage in Mexico.
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Organization/Innovation Nonconsumption and Impact

Opticas Ver De Verdad/prescription 
lenses—  affordable prescription lenses and 
eye care services for the average Mexican

Nonconsumption: Approximately 43 percent of 
Mexicans have a visual deficiency for which they 
need corrective eyeglasses. Existing solutions, 
which on average cost $75, are too expensive. So 
many Mexicans go without glasses, effectively 
living without good sight.
Impact: Since opening its first store in Decem
ber 2011, Ver De Verdad has performed more 
than 240,000 eye tests and has sold over 
150,000 pairs of glasses. With an average sale 
price of approximately $17 per frame, the com
pany is making bad eyesight a thing of the past 
in Mexico. It plans to operate over 330 stores 
across the country by 2020. 

MicroEnsure/insurance— affordable insur
ance for millions of people living on less 
than $3 a day

Nonconsumption: Insurance is grossly under
consumed by many in low income countries. 
North America, Western Europe, Japan, and 
China (fewer than 34 percent of global popula
tion) are responsible for more than 81 percent 
of premiums. The Middle East and Africa, for 
instance, are responsible for just 1.6 percent, 
while Asia (excluding China and Japan) is re
sponsible for 11 percent. There were practically 
no insurance products in their current form de
signed for those in low income countries.
Impact: MicroEnsure is a misnomer; it is a mis
leading name for a company whose innovation, 
in just over a decade of operation, has insured 
more than fifty million nonconsumers of insur
ance in Bangladesh, Ghana, Kenya, India, Nige
ria, and several other countries. More than 85 
percent of its customers had never purchased 
an insurance product until MicroEnsure came 
to the scene.
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NOTES

1. In his seminal work, The Fortune at the Bottom of the Pyramid: Erad-
icating Poverty through Profits, the late business school professor C. K. 
Prahalad explains the vast potential in developing products and services 
for those at the bottom of the pyramid (BoP). The BoP represents some 
of the poorest people in our world, most of whom earn less than $2 a 
day. Professor Prahalad helped us understand that serving the poor can 
be profitable for many companies that often overlook them as consum-
ers. Although many who are poor are often nonconsumers of existing 
products and services on the market due to cost, the cost of a product 
represents just one constraint to nonconsumption. Since nonconsump-
tion is characterized by struggle and not income bracket, this highlights 
a couple of things. First, the income bracket of a person can be a proxy for 
struggle, but they are not the same thing. Second, focusing on noncon-
sumption characterized by struggle allows you to develop solutions that 
are useful for high-income, low-income, and middle-income people who 
struggle with the same problem. This subtle difference in developing in-
novations exclusively for the poor and developing innovations to target 
nonconsumers is important to consider.

C. K. Prahalad, The Fortune at the Base of the Pyramid: Eradicating Pov-
erty through Profits (Upper Saddle River, NJ: Prentice Hall, 2006).

2. From the World Bank’s website on methodologies for calculating 
growth: “Growth rates are calculated as annual averages and represented 
as percentages. Except where noted, growth rates of values are computed 
from constant price series. Three principal methods are used to calcu-
late growth rates: least squares, exponential endpoint, and geometric 
endpoint. Rates of change from one period to the next are calculated as 
proportional changes from the earlier period.” It is clear that these future 
calculations are dependent on past economic data, which is primarily 
based on demographics of a region. For example, one of the methods, 
“least-squares growth rate,” is used when there is a “sufficiently [histor-
ical] long-time series” in order to ensure accuracy. But since the non-
consumption economy is hard to see, it is difficult to include it in these 
calculations.

“Data Compilation Methodology,” Data, The World Bank, accessed 
February 19, 2018, https://datahelpdesk.worldbank.org/knowledgebase 
/articles/906531-methodologies.
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3. We do not imply here that there are exactly two distinct parts of 
an economy and once you belong in one, the consumption economy, 
for instance, you belong to every consumption economy that exists 
within that economy. For example, if we decided to categorize based on 
income, we could say that individuals who made over $75,000 in the 
United States were part of the consumption economy. However, within 
that, there are likely people for whom certain products on the market 
are still too expensive, even though they would benefit from owning 
the products. As a result, this model is helpful from the innovator’s 
perspective because it helps her understand why potential consumers—
nonconsumers—are not purchasing her product.

4. “FDI Flows,” Data, OECD, accessed February 19, 2018, https://data 
.oecd.org/fdi/fdi-flows.htm.

5. “Cutting the Cord,” The Economist, October 7, 1999, http://www 
.economist.com/node/246152.

6. “Number of mobile phone subscriptions worldwide from 1993 to 
2017 (in millions),” Statista, accessed February 19, 2018, https://www 
.statista.com/statistics/262950/global-mobile-subscriptions-since-1993/.

7. Scott D. Anthony, Mark W. Johnson, Joseph V. Sinfied, and Elizabeth 
J. Altman, The Innovator’s Guide to Growth: Putting Disruptive Innovation 
to Work (Boston: Harvard Business Press, 2008), 45–60.

8. In our book Competing Against Luck: The Story of Innovation and Cus-
tomer Choice, my coauthors, my longtime collaborator, Bob Moesta, and I 
provide a more detailed overview of the Theory of Jobs to Be Done.

Clayton Christensen, Taddy Hall, Karen Dillon, and David Duncan, Com-
peting Against Luck: The Story of Innovation and Customer Choice (New 
York: HarperCollins, 2016).

9. Daniel Kahneman and Amos Tversky, “Prospect Theory: An Analysis 
of Decision under Risk,” Econometrica 47, no. 2 (March 1979): 263–92.

10. Galanz served as a contract manufacturer for several microwave 
companies. As part of the contract manufacturing agreements, Galanz 
was able to run the manufacturing lines for its own purposes after it had 
delivered on its contract obligations. On the one hand, this gave Galanz 
a low-cost entry into the microwave business. The company did not have 
to invest in much manufacturing technology. But this was not enough 
to sell to the average Chinese customer. Galanz also had to develop the 
local sales, distribution, and support in order to successfully target non-
consumption in China. 
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11. De Xian, “Innovative firm leads in microwave market,” China Daily 
News, December 19, 1996, http://www.chinadaily.com.cn/epaper/html 
/cd/1996/199612/19961219/19961219010_1.html.

12. As detailed in a Samsung Economic Research Institute study con-
ducted by the Beijing office, Galanz did many other things to ensure its 
product was affordable for the average Chinese. For example, when the 
average company spent roughly $800 million to $1 billion developing 
a magnetron, the main component in a microwave oven, Galanz spent 
around $400 million. The company also focused on efficient manage-
ment practices that reduced its costs of operation by 5–10 percent when 
compared with competitors. In addition, Galanz’s purchase practices, 
where it purchased supplies in bulk and paid immediately, helped reduce 
its costs of parts and supplies. Altogether, Galanz focused on making 
its operations cost effective because it was targeting nonconsumption in 
China.

“Microwave Oven Maker Needs Reheating: Galanz’s Low Pricing 
Stalls,” Samsung Economic Research Institute (Beijing Office), February 
29, 2008.

13. “About Galanz: Profile,” Galanz, accessed April 6, 2018, http://www 
.galanz.com/about/about_detail.html.

14. “Number of unique mobile subscribers in Africa surpasses half a 
billion, finds new GSM study,” GSMA, accessed February 1, 2018, https://
www.gsma.com/newsroom/press-release/number-of-unique-mobile 
-subscribers-in-africa-surpasses-half-a-billion-finds-new-gsma-study/.
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1. Rama Lakshmi, “India is building millions of toilets, but that’s the 
easy part,” Washington Post, June 4, 2015, https://www.washingtonpost 
.com/world/asia_pacific/india-is-building-millions-of-toilets-but-toilet 
-training-could-be-a-bigger-task/2015/06/03/09d1aa9e-095a-11e5-a7ad 
-b430fc1d3f5c_story.html?utm_term=.d28251385c4e. 
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3. “The CLTS approach,” Community-Led Total Sanitation, accessed 
March 15, 2018, http://www.communityledtotalsanitation.org/page/clts 
-approach.

4. In his book Kicking Away the Ladder: Development Strategy in His-
torical Perspective, Chang shows that many of the investments that poor 
countries are making in hopes of generating economic growth are being 
made at a different stage of development than was the case for countries 
that are now prosperous. They are often made too soon and as a conse-
quence, are not yet sustainable.

Ha-Joon Chang, Kicking Away the Ladder: Development Strategy in His-
torical Perspective (London: Anthem Press, 2007).

5. “Chronic Diseases; The Leading Causes of Death and Disability in 
the United States: Chronic Disease Overview,” Centers for Disease Con-
trol and Prevention, accessed February 5, 2018, https://www.cdc.gov 
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dia’s emerging tech scene,” Quartz, July 3, 2017, https://qz.com/1000424 
/tcs-is-quietly-transforming-itself-to-take-on-indias-emerging-it-scene/.

8. The Tolaram Group was founded in Malang, Indonesia, in 1948. It 
began by trading textiles and fabrics and has since evolved into a man-
ufacturing, real estate, infrastructure, banking, retail, and e-commerce 
conglomerate.

9. Gillian B. White, “Can Jobs Deter Crime?,” The Atlantic, June 25, 2015, 
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https://www.theatlantic.com/business/archive/2015/06/can-jobs-deter 
-crime/396758/.

10. Tolaram is also creating other new markets in Nigeria for other 
fast-moving consumer goods, such as bleach and vegetable oil. Before 
Tolaram released its Hypo bleach product, fewer than 5 percent of Nigeri-
ans used bleach to wash their clothes. Tolaram reports that over the past 
few years, leveraging its manufacturing and distribution prowess, it has 
expanded that market sixfold, reaching 30 percent of the population.

11. Many of these investments were made over the span of three decades, 
unless otherwise stated. The exchange rate for the Nigerian naira to the 
US dollar has changed drastically during this period. In 1995, for exam-
ple, one US dollar exchanged for approximately 22 Nigerian naira. At the 
time of writing, one US dollar exchanged for about 360 Nigerian naira.

12. In their paper “The Educator’s Dilemma: When and how schools 
should embrace poverty relief,” Michael Horn and Julia Freeland Fisher 
provide an excellent example of how Gustavus Franklin Swift integrated 
his operations in order to make beef more affordable and accessible to 
tens of thousands of people at a time when it was not common practice to 
move meat across state lines in the United States. They explain, “For cen-
turies, companies have been driven to integrate activities that were not 
at their core in order to reach new heights of performance and distribu-
tion. Gustavus Franklin Swift’s approach to marketing and selling beef, 
for example, reflected his willingness to integrate beyond the late 19th- 
century’s model of raising, butchering, and selling beef on an exclusively 
local basis. At that time, because there was no technology for transport-
ing meat long distances, the beef industry lacked significant economies 
of scale. Swift saw an opportunity to integrate backward and forward: 
he centralized butchering in Kansas City, which meant he could process 
beef at a very low cost. Then Swift designed the world’s first ice-cooled 
railcars. He even made and sold ice cabinets to retail shops throughout 
the Midwest and Northeast so that once the beef arrived, it would stay 
fresh. One key to Swift’s ability to market beef in far flung regions was 
the ability to assure customers that the beef was still safe to consume, 
given that it had traveled all the way from the stockyards of Chicago to the 
market. Because a clear understanding of refrigeration and meatpacking 
processes did not exist at the time, Swift had to control the entire process 
to ensure that the temperature and storage practices remained sound. In 
other words, Swift had to expand beyond his so-called core competencies 
and introduce new, interdependent lines of business in order to revolu-
tionize the beef industry.”

Michael B. Horn and Julia Freeland Fisher, “The Educator’s Dilemma: 
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In The Innovator’s Solution: Creating and Sustaining Successful Growth, 
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2. In 1890, more than half of New Yorkers lived in “crowded, small, 
poorly ventilated apartments from which windows looked out on stink-
ing air shafts.” Children often urinated on the walls in many apartment 
buildings and plumbing pipes were infested “with holes that emitted 
sewer gasses so virulent they were flammable.”
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9. Isaac Merritt Singer was not, by all accounts, a very nice man. He 
fathered twenty-four children with his wife and various mistresses. He 
repeatedly pushed backers and partners aside in his ascent, and he was 
known for his personal flamboyance. But his drive also played a role in 
pioneering business practices where he saw opportunity, including trans-
lating Singer owners’ manuals into fifty different languages. As we de-
scribe, what Singer’s innovation enabled changed the world.

10. A popular song at the time of Singer’s rise was this ditty about the 
stressful life of women seamstresses before the sewing machine’s prolif-
eration.
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Song of the Shirt
With fingers weary and worn,
With eyelids heavy and red,
A woman sat, in unwomanly rags,
Plying her needle and thread—
Stitch! Stitch! Stitch!
In poverty, hunger, and dirt
And still with a voice of dolorous pitch—
Would that its tone could reach the rich!—
She sang this “Song of the Shirt!”

11. Many experts who knew a whole lot more about tailoring and the 
industry than Singer did, thought Singer would fail. Who could blame 
them? Edwin Wildman writes in his book Famous Leaders of Industry, 
“People were skeptical of the sewing machine . . . and quite often [Singer] 
was ‘shown the door’ the moment he mentioned his business. He [Singer] 
was advised by Mr. Blodgett, who was a tailor by trade and knew more 
about sewing than Singer possibly could, to give up manufacturing . . . 
Blodgett further told Singer that he was positive that sewing machines 
would never come into use . . .”

Edwin Wildman, Famous Leaders of Industry: The Life Stories of Boys 
Who Have Succeeded (Boston: The Page Company, 1921), 251–252.

12. There were many sewing machine “inventors” jockeying for market 
dominance in Singer’s era, and they were quick to grab patents (from 
a largely undiscerning patent office) to stake their claims. Legal battles 
flourished, threatening to bankrupt virtually all of the sewing machine 
companies at the time, including Singer. Eventually many patent hold-
ers of specific innovations on sewing machines pooled together and 
agreed to allow the use of their patents in exchange for a share of the 
proceeds of any sales generated. This is how Elias Howe, who is cred-
ited with the first patent of a sewing machine, finally became wealthy. 
Previously, he had utterly failed to commercialize his invention, show-
ing that perhaps even more important than technical innovation is 
business model innovation.

13. Geoffrey Jones and David Kiron, “Globalizing Consumer Durables: 
Singer Sewing Machine before 1914,” Harvard Business School Case 
804-001, October 2003. (Revised January 2017.)

14. Singer’s story is especially noteworthy because in the late 1800s, 
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economic and social benefits. After modeling many large-scale projects, 
Flyvbjerg found that a one-year delay can increase the cost of a project by 
up to 4.6 percent. Few projects illustrate this point more perfectly than 
Boston’s Big Dig Central Artery/Tunnel Project, which rerouted a central 
highway in the city into a newly constructed tunnel. In 1982, the price 
tag for the Big Dig was $2.8 billion (approximately $7 billion today), but 
according to the Boston Globe, when all is said and done, the project will 
cost about $24 billion. The project was also nine years behind schedule. 
Boston’s Big Dig, however, was not an anomaly. Third, and perhaps most 
surprising, is that cost overruns are a problem for both public and private 
sector projects. Flyvbjerg provides the Channel Tunnel, a thirty-one-mile 
rail tunnel linking the UK and France. Euro-tunnel, the private owners 
of the tunnel, estimated that cost overruns would likely not surpass 10 
percent. Construction costs were 80 percent over budget, while financing 
costs were 140 percent over budget. The British economy has lost $17.8 
billion from the project, with investors reaping a whopping -14.5 percent 
on their investment.
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