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Abstract:
Aim: The article aims at developing an economic theory of reorientation. As Western subjects are
disoriented by long-time systematic commercial manipulation of their preferences, the theory focuses
on new concepts of endogenous preferences and on the process of preference manipulation and its
direct and indirect effects on the culture of Western societies. Applying this theory in a historical
analysis leads to three radically democratic policy proposals for initiating and accelerating a process of
reorientation.
Design/ Research methods: Critical analysis of professional publications within and outside the field
of economics. Development of new concepts, analysis of (recent) historical developments and design
of new policy instruments.
Conclusions/ findings: In order to achieve an economic concept of reorientation, three concepts of
preferences are defined. First conclusion: without removing the commercial bias in preference
manipulation no real reorientation is plausible. Therefore, the first policy proposal (The Sovereignty
Fund) is a necessary condition for reorientation. It gives citizens a positive voice in determining the
cultural development of their societies The other proposals (House of Citizens; Big Data Claim) are
fundamentally democratic instruments needed for facilitating the reorientation process. All three
proposals can be implemented without removing or seriously disrupting existing institutions.
Originality/ value of the article: Original analysis of a new subject (reorientation) presenting concrete
policy proposals, two of them being totally original, addressing topical issues. One of its limitations is
its focus on Western democratic societies. The idea of “reorientation” may be interesting to anyone
who is shocked by the pandemic or concerned in the state of our societies, our democracies or our
climate.
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Henk K. VAN TUINEN
1. Introduction1
The COVID-19 pandemic did not only cause a serious recession. For many,
lifestyles and values were shocked. The question did we live a good life? got new
urgency. This could initiate a reorientation of economic and social behavior. The
appeal of new phrases like “Building Back Better”2 illustrates the momentum.
The shock of the pandemic came after a decennium of growing critique of
neoliberalism and its destruction of community and even the climate.3 The 2008
financial crisis shocked the confidence in financial markets and the pandemic
affirmed once again that government is not only “the problem”, as Ronald Reagan
famously stated at the start of the age of neoliberalism, but also an indispensable
regulator and intervening force, in public health as well as in economic crisis
management. However, at the same time societies are increasingly polarized and
democracies are languishing (Freedom House 2021; Krugman 2021). So, the
perspectives for “New Deals” and for a common enthusiasm for reconstruction are
unfavorable. Reason to look for creative solutions?
This article aims to contribute new theoretical and political inspiration. It is
based on an analysis of the deeper economic causes of the present impasse and it
introduces new concepts for economic theory and new instruments for economic and
social policy. It focuses on the manipulation of preferences and the profound direct
and indirect cultural effects of that manipulation. It will show how decades of
commercially biased manipulation produced disorienting effects and how these
effects can be cured in order to enable a reorientation. It outlines an economic theory
of reorientation and it will present three policy proposals.

1

The author thanks Frank den Butter (Vrije Universiteit Amsterdam), Theo van de Klundert (Tilburg
University), Fieke van der Lecq (Vrije Universiteit Amsterdam), Erik Schepens (Statistics
Netherlands), Sjoerd van Tuinen (Erasmus University Rotterdam) and three anonymous reviewers for
valuable and stimulating comments on an earlier draft.
2 This slogan of the Biden presidential campaign has been used by others as well. The Great Reset, the
slogan which has been launched recently by the World Economic Forum, illustrates the momentum for
reorientation even more explicitly.
3 A special selection of that critique, focusing on the subject of this article, will be presented at the start
of section 3.

8

A POLITICAL ECONOMY OF REORIENTATION. NEW THEORY AND POLICY …
2. Three concepts of preferences and the concept of reorientation
Although there are exceptions,4 mainstream economic theory usually assumes
preferences to be exogenous. Producers do not create wants and consumers are
sovereign. That is not very realistic. As we shall see in more detail later, our
preferences have been manipulated by professional marketing and advertising for
already 150 years, in recent decades with ever more sophistication. There are good
reasons to presume that the effects on our preferences, our democracies and our
societies are immense.
In order to analyze these effects I will distinguish three concepts:
•

Actual preferences

•

Personal preferences

• Potential personal preferences
The reason for distinguishing these concepts is straightforward. Preferences are
the product of nature and nurture.5 Every human being has unique preferences,
because she or he has unique genes and a unique personal history (unique parents;
unique experiences). Culture implies manipulation because the existing culture
shapes and cultivates every subject’s preferences to a high degree (see Malabou
4

There are exceptions inside and outside the mainstream. Almost a century ago, Chamberlin, even
preceded by Sraffa, wrote about the effect of advertising on the demand schedule in the context of
monopolistic competition (Heimann 1964: 218). More than half a century ago Galbraith described the
“creation of wants” and the ’’manipulation of consumer desire” (Galbraith [1958] 1998). Not much
later Marxian economists Baran and Sweezy (1966) and more recently Harvey (2011) accentuated the
‘unproductive’ marketing outlays by monopolistic capitalism, aiming at enlarging demand, to
counteract capitalism’s tendency to chronic stagnation. Other exceptions are George (2001) who
analyses how markets create desires we dislike, and Hanson and Kysar (1999a, 1999b) who are taking
seriously the results from behavioral economics, studying the strong manipulability of consumers with
a focus on product liability. A recent exception are Nobel laureates Akerlof and Schiller, who wrote
about the economics of manipulation and deception in their book Phishing for Phools (2015). But the
exceptions are scarce. Even Bowles’s impressive stocktaking of research on endogenous preferences
(Bowles 1998) ignores the manipulation of preferences by marketing and advertising. Hahnel and
Albert (1990: 81) in developing a new welfare theory on endogenous preferences, explicitly exclude
the effects of advertising from their analysis. As the vast recent literature about ‘nudging’, started by
Thaler and Sunstein (2008), is not about the manipulation of preferences, but about choice architecture
and exogenous preferences, we do not include that in the ‘exceptions’.
5 There is an immense literature on this. Some literature accentuated nurture (Laing 1960). More
recently, neuroscience produced new insights in the role of nature (Damasio 2010; Swaab 2014). The
French philosopher Catherine Malabou wrote an intriguing essay on the role of capitalism in the
plasticity of the human brain (Malabou 2008).
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[2008] and the literature of footnotes 3 and 4). In a pluralistic culture, subjects are
manipulated in many directions, promoting very different values and ambitions.
People with a predisposition for materialism will be stimulated to develop their
materialistic preferences, but people with non-materialistic predispositions will not
be carried away from their non-materialistic preferences because these will be
stimulated as well. So, in a pluralistic culture most subjects can develop their
preferences in accordance with their uniqueness. But in a culture which is dominated
by strong restrictions – for instance imposed by an intolerant religion or by
oppressive traditions – preferences are biasedly manipulated, because those
preferences which are not tolerated by that religion or traditions will not be
stimulated as well as tolerated preferences. Biased manipulation restricts subjects in
the development of their preferences. So, they develop biasedly manipulated
preferences. In a culture which is dominated by commercial manipulation, many
more subjects will develop consumerist preferences than in a pluralistic culture. We
will come back to that immediately in 2.1.
We define actual preferences as the preferences which result from actual
manipulation and which determine the subject’s actual behavior. Personal
preferences are the preferences the human brain generates immediately after the
actual manipulation stops. If the actual manipulation is biased, personal preferences
reflect more of the individual’s uniqueness than actual preferences. In the case of
commercially biased manipulation the difference will be systematic in the sense that
personal preferences are less consumerist than actual preferences. Potential personal
preferences are the preferences which result after a transition process during which
biased manipulation is durably absent. After explaining biased and unbiased
manipulation further, the three concepts will be discussed successively.
2.1. Biased and unbiased manipulation
By definition, manipulation is wielding power: the power to determine or
influence another subject’s behavior. A human community cannot exist without
manipulation. Children are manipulated to learn the language and the rules of the
community (and a lot of other things) and adults are disciplined to conform to these
rules (and learn even more). Among the most relevant institutions are: families, the
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educational system, the judicial system and the media. Through manipulation, each
society’s culture reproduces itself and develops further.
In modern societies, not everyone has the same power to manipulate. If the
people with more power have other personal preferences than the people with less
power, the cultural manipulation will be biased towards the preferences of the most
powerful. This is what we see in the vast majority of contemporary societies. In
contemporary Western societies large corporations have more power than small
businesses, elites of political parties have more power than unorganized individuals,
teachers have more power than cleaners, highly educated professionals often have
more power than uneducated poor. Some of the most influential manipulations – like
large scale advertising – are carried out by a tiny minority with big purchasing
power and major commercial interests. In fact, our cultural development is not
shaped democratically and our manipulation of preferences is commercially biased.
We will illustrate this further in section 3.
In a strictly egalitarian society everyone formally has the same power to
manipulate. Not at every moment: as a child one has less power than as an adult. In
many (not all) cultures women have less power than men, but that does not
necessarily mean that their manipulation is less effective. But who is born with the
genes of a charismatic leader may become more influential than others. Therefore,
perfectly egalitarian manipulation cannot exist. Even in an egalitarian society culture
is not strictly egalitarian because humans are unique and they differ in the
effectiveness of their manipulation. How a society handles those differences is part
of the characteristics of its culture. This leads to our definition of unbiased
manipulation.
Unbiased manipulation is not defined as: every member of society having the
same power to manipulate. It is defined by the absence of structural differences in
the power to manipulate. Positively formulated: the manipulation of preferences in a
society is unbiased if there is equality of opportunity in the effective manipulation of
preferences. If, for instance, people with materialistic preferences have the same
opportunity to effectively manipulate as people with non-materialistic preferences,
the manipulation is considered not to be biased to materialism or non-materialism.
So, the concept of unbiased manipulation is fundamentally democratic. To a certain
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extent, it is also pluralistic, because all unique citizens have the same opportunity –
although not always the same effectiveness – to manipulate other unique citizens.
The implication could be that, in a society with unbiased manipulation, most
subjects can develop their preferences optimally in accordance with their
uniqueness. In 2.5 we will elaborate on this.
In conclusion: biased manipulation occurs when the members of a society have
unequal opportunities to effectively manipulate; unbiased manipulation occurs when
the members of a society have equal opportunities to effectively manipulate.
2.2. Actual preferences
There exists a long history of sophisticated commercial preference manipulation
by suppliers. Many centuries ago quacks and churches made money by exploiting
our fear of illness, death and hell, thus creating our wants for their medicines and
indulgences. Around the middle of the nineteenth century advertising started to
become a specialized profession (Wu 2017). Inciting preferences became an
essential skill. A further stimulus came from the ‘science of public relations’ which
grew out of the experience of successful government propaganda during World War
I. Around 1920 marketing became a ‘science’ as well (Wu 2017: 51 ff.). Important
issues were: inciting of wants, branding, and targeting of special groups.
Marketing and advertising have developed into a smart profession. Important
sources of innovation were the development of mass media, psychology and neuroscience. Mass media brought the advertisements intrusively in everybody’s living
room, issued sponsored content and created the celebrities whose performance in
advertisements appeared very effective in raising sales. Large scale advertising in
mass media created economies of scale which stimulated innovative research to
increase its effectiveness. Modern psychology inspired the creation of effective
advertisements as well as other marketing techniques like working with focus
groups and the design of supermarkets and department stores. Sometimes,
advertisements are tested in fMRI scans, monitoring your brain activity while you
are exposed to a commercial. Some advertisements are even targeted at unborn
children (Lindstrom 2012). Advertisements address our unconscious motives, fears,
wants and values, now with much more sophistication than a century ago. Remote
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from mainstream economics, the new ‘science’ of behavioral economics is
beginning to discover that techniques of behavior manipulation, like those applied at
scale in marketing and advertising, are very effective (Shermer 2008: 75-76;
Lindstrom 2012; Verhoeven et al. 2018). We appear to behave much more irrational,
gullible, emotional and impulsive than we are aware of, and we are much more
susceptible to manipulation than we like to believe.
Modern psychology and neuroscience have shown that our behavior is directly
initiated not by our conscious mind but by our unconscious (Damasio 2010;
Dijksterhuis 2007; Schwaab 2014). The implication is that we do not know the
motives for our behavior . Our conscious mind, as soon as the behavior comes to
mind after it had been initiated, has to construct the motives in retrospect. It cannot
establish the real motives because they are unconscious. So it constructs those
motives that it considers the most plausible. Therefore, these constructed motives
are in optimal harmony with how we see ourselves. Most of Western humans see
themselves as fairly autonomous individuals who take responsibility for their
behavior and their constructed motives tend to be consistent with that idea. The
implication is that our conscious experience tends to be consistent with the
neoliberal notion of the autonomous individual, fully responsible for her or his
behavior. But, as neuroscience has demonstrated, this is an illusion. In reality, our
motives are unknown and we are very vulnerable to manipulation of our
preferences, especially if this manipulation addresses our unconscious motives. In
short, we might think we are not effectively manipulated by marketers and
advertisers, but that is an illusion.
The illusion of the autonomous individual is perfectly reflected in the
assumption of the autonomous economic subject – the sovereign consumer – whose
behavior reveals his preferences and who acts rationally in the maximization of his
welfare. This assumption is far outdated. In fact the economic subject’s behavior
reveals his manipulated preferences. His actual preferences are not genuinely his
own because they are manipulated effectively.
In conclusion: actual preferences are the manipulated preferences that determine
the economic subject’s actual behavior
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2.3. Personal preferences
What will happen to a subject’s actual preferences when the manipulation stops?
His brain will produce preferences which are not actually manipulated. These
preferences are her/his personal preferences because they reflect her/his personality
as it developed during her/his lifetime. These preferences result from her/his unique
genes and her/his unique personal history. Her/his personal history includes all
manipulations of her/his preferences. If this historical manipulation had been biased
towards consumerism, her/his personal preferences will be more consumerist than if
the historical manipulation had been unbiased.
The difference between actual and personal preferences is the direct effect of
actual manipulation. If the actual manipulation is biased towards consumerism, the
actual preferences will be more consumerist than the personal preferences. This
implies the assumption that actual manipulation is effective instantly; its direct
effect on actual preferences manifests itself without a time lag. This does not mean
that there are no effects occurring with time lags, but these effects are considered
indirect effects in order to clearly distinguish between personal preferences and
potential personal preferences. This distinction will appear to be essential in our
analysis and we will come back to the indirect effects repeatedly.
Personal preferences are observable in a clinical context, not in the reality of
daily life. After the subject is isolated from actual manipulation, his personal
preferences can be assessed. They are studied in clinical research of behavioral
economics and in marketing research. Think of the experiments in groups of
students by Kahneman and Tversky or the well-known focus groups in marketing
research. In those kinds of research, we appear to behave much more irrational,
gullible, emotional and impulsive than we are aware of, and we are much more
susceptible to manipulation than we like to believe. This suggests the possibility of
substantial differences between personal and actual preferences.
In conclusion: personal preferences are the preferences that emerge when the
subject is isolated from actual manipulation. These preferences are the product of
nature and nurture, including historical manipulation.
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2.4 Potential personal preferences
In a real community, manipulation never stops. Living together in a community
means experiencing a common culture. Culture implies manipulation because the
existing culture shapes and cultivates every subject’s preferences to a high degree.
Parents manipulate their children’s preferences, teachers and leaders manipulate
their pupil’s or their follower’s preferences. Contemporary societies created mass
media like radio, television and social media. Nowadays, these are the main
channels of cultural development. They are unrivalled manipulation machines.
In a sense, mass media are the product of advertising. Commercial radio,
television and social media completely depend on the sales of advertisements.
Advertisements are omnipresent and the sales of advertisements are a decisive factor
in the programming and selection of content. A preference exists for sensationalist
content because that attracts the biggest audiences and thus the biggest ad sales. This
commercial bias has become dominant since the start of commercial mass media,
many decades ago. It increased its dominance since other actors of cultural
leadership (churches, political leaders and other authorities) became less influential,
especially after the almost revolutionary cultural changes of round about 1968 which
dethroned authority. The effect is, as we will see in more detail later, a many
decades old and increasing commercial bias in cultural manipulation. This implied
that our personal preferences are more consumerist that they would have been if the
cultural manipulation had been unbiased. Could they become less consumerist again
in a period without a commercial bias in manipulation?
We just defined personal preferences as the subject’s preferences immediately
after he is isolated from actual manipulation. These preferences differ from the
actual preferences by the direct effect of actual manipulation. But if we ask the
question about the effects of a long period of unbiased cultural manipulation, we
have to consider the indirect effects as well. Because, after biased manipulation
stops, a dynamic transition process will start with second and higher order effects.
The first order effect of stopping biased manipulation in a society is that most
people will approximate their personal preferences closer than before. They will
then – as a second order effect – influence or manipulate other members of the
society in a less biased way, which has its – third order – effects on the preferences
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of these other members and – as a fourth order effect – on how they manipulate.
This dynamic process will go on infinitely. Higher order effects may be smaller than
lower order effects but that is not sure. Cultural changes usually take a lot of time;
even minor changes often take generations. But sometimes remarkable accelerations
occur, like around 1968, when cultural changes took on revolutionary proportions
and ‘imagination came into power’. This indicates the possibility that higher order
effects can suddenly reinforce themselves and we will come back to that in 3.3. This
makes the dynamic process difficult to predict. In a dynamic society, manipulation
will never reach a final equilibrium. So, the question about how much less
consumerist our preferences will become after a long period of unbiased
manipulation will not get one quantified answer.
Therefore, our concept of potential personal preferences is not an absolute
concept. It is a relative concept which has to be specified concretely in order to be
determined. For instance, what could our potential personal preferences be in year
t+x if, starting from our actual preferences in year t, our society would generate
unbiased manipulation during all x years to come?
In the introduction of this section, we defined potential personal preferences as:
the preferences that emerge after a period of unbiased manipulation. Therefore, it is
not a strictly individualistic concept because it depends on the society the person
lives in. What makes this concept relevant?
In a context of neoclassical welfare economics the concept may become relevant
as soon as the unrealistic assumption is relaxed that preferences are exogenous. If
the manipulation of preferences is included in the economic analysis, new
optimizations of welfare can be determined. Then it may be analyzed under which
circumstances it is plausible that, at a certain level of income, welfare will be higher
when subjects behave according to their potential personal preferences than if they
behave according to their actual preferences. This could lead to results like a
conclusion that commercially biased manipulation ceteris paribus leads to a welfare
loss in comparison with unbiased manipulation, but such results are the product of
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complex and disputable analyses depending on often rigorous assumptions.6 In this
article we will not elaborate further on this.
In political economy, be it Galbraithian institutional economics or Marxist
economics, the concept of potential personal preferences may be particularly useful.
Because it provides a point of reference, opposed to the actual economic and social
developments which are determined by commercially biased manipulation of
preferences. In this context the concept of potential personal preferences indicates
the reorientation which is attainable if power relations can be changed. Later in this
article, we will see that this leads to a new kind of economic policy and to new
policy instruments.
In conclusion: potential personal preferences are the preferences subjects can
develop in a society during a period of unbiased manipulation. In contemporary
Western societies, this concept indicates the reorientation which is possible after
many decades of commercial dominance in cultural manipulation.
2.5. Reorientation
Are potential personal preferences “better” preferences than actual preferences?
Although this article will quote participants in that discourse, it will try to avoid it.
Its essential proposition will be that in contemporary Western societies actual
preferences bring more disorientation than potential personal preferences and this
subsection starts explaining why.
As we saw at the start of section 2, in a pluralistic culture subjects are
manipulated in many directions, promoting very different values and ambitions.
Therefore, in a pluralistic culture most subjects can develop their preferences fully
in accordance with their uniqueness. These subjects will not be estranged from their
personal predispositions because their preferences will not be stimulated less than
the preferences of people with other predispositions. The implication is that they
will not be disoriented by the manipulation in that culture.

6

Among those assumptions: what concept of welfare do you adopt (only the result of market
transactions? Or do you Include external effects? Or even the perspectives for coming generations you
perceive?) and what economic model do you apply (a general equilibrium model? Or do you assume
secular stagnation after the commercial bias in manipulation is removed?).
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In 2.1. we developed the concept of unbiased manipulation. Unbiased
manipulation is not necessarily pluralistic. If the existing culture in a society is far
from pluralistic, some members of that society may be disoriented by its unbiased
manipulation. Imagine a society where the vast majority is intolerantly homophobe.
Homosexual people will be disoriented by its unbiased manipulation because that
manipulation is homophobe.
Every society consists of unique subjects. If every subject has the same power to
manipulate, the manipulation may be expected to be more pluralistic than if a few
subjects dominate the manipulation. Because in the last case the manipulation will
be dominated by the preferences of a few powerful. Only if the preferences of the
powerful are more pluralistic than those of the powerless majority, the actual
manipulation can be more pluralistic than unbiased manipulation would have been.
Think of a society with a powerless intolerantly homophobe majority and a powerful
sexually tolerant elite. Thus, biased manipulation is not necessarily more
disorienting than unbiased manipulation. Certainly not for minorities.
But for majorities it is rather unlikely that biased manipulation will be less
disorienting than unbiased manipulation. Because in unbiased manipulation the
preferences of subjects belonging to the majority, in all their variety, will have a fair
chance of being effectively propagated. Biased manipulation is likely to reduce the
plurality represented in the majority. If, in the case of the homophobe majority, the
manipulation is dominated by a tolerant elite, the majority’s homophobe preferences
will be ignored in the manipulation. Why should the variety of other preferences in
the majority be better represented in the manipulation by the elite? In the case that
the majority is narrow-minded in every respect and the elite is generally tolerant and
enlightened, the manipulation by the elite may be more pluralistic, but at the same
time it will be more disorienting in the majority. For the moment, we may conclude
that it is likely that, for majorities in a society, biased manipulation is more
disorienting than unbiased manipulation.
In the case of commercially biased manipulation, disorientation is very likely.
All marketing and advertising aims at increased spending. People with a
predisposition for materialism will be stimulated to further develop their
materialistic preferences and increase their spending. But people with non-

18

A POLITICAL ECONOMY OF REORIENTATION. NEW THEORY AND POLICY …
materialistic predispositions will be carried away from their non-materialistic
preferences in order to increase their spending as well. So, commercially biased
manipulation will reduce the number of subjects who will be able to develop their
preferences in full accordance with their uniqueness. Therefore, it will increase the
number of subjects who can get disoriented by the manipulation. Section 3 will
elaborate on this.
If subjects can become disoriented by biased manipulation, one can hope that
they can get less disoriented during a period of unbiased manipulation. Concretely,
one can hope that disorientation in Western societies can be diminished by removing
the commercial bias in manipulation. As we saw before, removing actual
manipulation enables personal preferences to come through. Obviously, personal
preferences are closer to a subject’s uniqueness than actual preferences. Therefore,
the direct effect of removing the commercial bias in manipulation could be a first
step to reorientation. But will a process in which actual preferences develop towards
potential personal preferences lead to reorientation? This boils down to asking: do
potential personal preferences come closer to the subject’s uniqueness than actual
preferences? That is likely in the case of contemporary Western societies, as the
discussion above suggests, and it will be demonstrated more comprehensively in the
remaining part of this article.
In conclusion: reorientation is the process of developing preferences which are
increasingly in accordance with the subject’s uniqueness. Will this process happen
in contemporary Western societies during a substantial period of unbiased
manipulation? Will approaching potential personal preferences implicate
reorientation? That is what we are exploring in this article.

3. Effects of preference manipulation
The effects of marketing and advertising on ourselves and on our societies may
be immense. This manipulation transforms our desires into absolute
indispensability’s (Harvey 2011), creates desires we do not wish to entertain
(George 2001), alienates us from ourselves (Hamilton 2004), stimulates obesity (The
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Elephant in the Room 2003), makes us impatient and undermines our trust (Offer
2006), makes us behave like fools (Akerlof, Schiller 2015), leads us to
underestimate risks (Hanson, Kysar 1999a, 1999 b) and to competition in greed
(Frank, Cook 1996; Schor 1998), depression and social anguish (Verhaeghe 2010),
infantilism (Barber 2007) and resentment (Sloterdijk 2006). It spoils children (Schor
2004; Barber 2007) and it commercializes social relations (Hirsch 1976; Sandel
2012), undermines the fundaments of our societies (Marglin 2008) as well as the
public cause (Galbraith [1958] 1998) and ‘swallows citizens whole’ (Barber 2007).
The list of authors could be longer, the list of troubles also.
How did this happen? Could all these troubles really be caused by commercial
manipulation? We will explore these questions looking to various effects of
preference manipulation: effects on preferences, effects on societies, cumulative
effects, surveillance capitalism and total outcomes.
3.1. Effects on preferences
The USA spends two percent of GNP on advertising, other Western economies
spend one percent (Offer 2006: 122-124).7 It has been estimated that the average
American sees or hears – mostly unconsciously – more than three thousand
advertising messages a day (Dijksterhuis 2007: 52; Rushkoff 2010: 113); the
average European probably more than one thousand. So much money spent on so
massive smart manipulation, year after year since many decades, should not be too
little to produce the effects mentioned in the introduction to this section. So, why
should we be surprised that we have become consumerists?8 Let us explore some
theories on that, not aiming to be exhaustive.
7

Global advertising adds up to more than $ 600 billion (MarketLine 2019). At other kinds of marketing
also immense amounts of money are spent, perhaps in almost the same order of magnitude as
advertising. Think of: sly design of supermarkets and warehouses, sponsoring and creation of
sponsored content, frequent redesign of models in order to increase sales, et cetera.
8 Estimates of the effects of advertising campaigns on sales have very big margins of error (Lewis, Rao
2013, later also published as Lewis, Rao 2015). The effectiveness of advertising in social media seems
even more difficult to assess (Martijn, Frederik 2019). Principals often have no sound idea about the
increase in sales generated by their advertisements. So, in theory, it is possible that many
advertisements are wasted money. However, that does not imply that those advertisements do not
influence us or our culture. Even if they do not generate extra sales, they can change our behavior, our
media and our culture. Recent research (Verhoeven et al. 2018) concluded that warnings for unhealthy
food can be effective, but only when no food-associated stimuli are present. If there is any ad, be it only
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One theory on how marketing and advertising manipulate our preferences
focuses on impulsivity. Triggering impulsive buying is a well-known marketing
strategy. If we are manipulated to impulsively focus on our individual consumption,
our attention to our co-citizens and our involvement in the public cause will be less.
If our impulsivity is effectively stimulated, we will reflect less on the common good
and our social behavior hardens. This theory explicitly underpins the analysis by
Barber, mentioned above, that commercial manipulation creates infantilism and
“swallows citizens whole”, because – since Sigmund Freud – impulsivity is
associated with childhood and reflectivity with adulthood. That is why children are
extremely vulnerable to advertising (and our governments regulate that more or less)
as Schor (2004) has analyzed. But, as Schor has analyzed earlier (1998) among
others, impulse purchasing has filled the garages of many adult overspent
consumers. A lot of effects mentioned by other authors, summed up at the start of
section 3, can be explained by this theory on impulsivity.
Another theory, which is a prominent feature of marketing textbooks, is derived
from Abraham Maslow’s theory on motivation (1954). It states that you can
persuade a subject to buy elementary goods, like food or drink, by suggesting that
these goods will satisfy ‘higher needs’. That is why beer commercials show lively
groups of friends, suggesting that buying the beer will satisfy your need for
friendship. For the same reason celebrities appear in commercials for ordinary
things. They suggest that buying these things will satisfy your need for esteem,
because you will feel to belong to the world of celebrities. If we look at these
marketing techniques from the viewpoint of the later Maslow ([1962] 2010), we
must conclude that they make us psychologically less healthy. Because Maslow
found that psychologically healthy people do not care very much for ‘lower needs’,
which he called ‘deficiency needs’; healthy people concentrate on ‘growth needs’, in
particular the need for self-actualization. Marketing lets you do the opposite and so
it makes you psychologically unhealthy.

the logo “M” that is associated with cheeseburgers, the effect of health warnings disappears. This
suggests that advertising – in all its irrationality – is more effective than rational arguments about
unhealthy food. It strongly influences our behavior and our culture; in the example given, our eating
culture.
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A third theory focuses on imitation. It is a second explanation why celebrities
are so effective in commercials. The basic idea behind this theory is that human
preferences are formed through imitation. René Girard founded his influential theory
of culture9 on this idea. Simply drawing a subject’s attention to somebody who
possesses an object, can create a desire for that object. So, marketers incite ‘keeping
up with the Joneses next door’ and keeping up with higher earners known from the
workplace or, increasingly, the media. This theory explains why products that did
not even exist a few years ago now are absolute indispensability’s. And it explains
how competition in greed develops. Very simple commercials can create urgent
desires because of our vulgar jealousy which is so easily incited.
Another group of theories opposes commercial preferences to more authentic
preferences. History shows that cultures with non-commercial preferences have
existed. In some cultures human dignity prevailed, a strong preference for what is
seen as ‘good’ or just and earns pride or honor. Commercial manipulation creates
more concentration on desire, and less on dignity. Therefore, the contemporary
German philosopher Peter Sloterdijk (2006: 31-32) speaks of “buying off human
dignity in exchange for material benefits”. This necessarily leads to resentment
because material benefits are so unequally distributed. The late anthropologist David
Graeber’s historical analysis (2011) showed that in the last 5000 years, periods of
‘human economies’ have been succeeded by periods with ‘commercial economies’
and vice versa. In human economies debt relations provided the basic structure of
cohesion in society; debtors who could not redeem were not expelled from society.
But in commercial economies, using money instead of debt,10 debtors who failed to
pay off were enslaved or imprisoned. In short, the preference for money created
inhuman relations. In both theories – Sloterdijk’s as well as Graeber’s – effective
commercial manipulation will lead to social outcasts. In the first theory, people’s
commercial preferences make them furious with vested interests and ruling classes,
leading them to feeling and behaving like outcasts. In the second theory, people’s
9

In this theory, human needs are not instinctively given. Humans differ from animals in that they learn
by imitating all kinds of animals as well as other humans. Even their desire stems from imitation:
humans learn to desire the object possessed by their peer. This leads not only to jealousy (Girard speaks
of mimesis), but to competition and often to violence as well (Girard 1978, summarized in Achterhuis
[1988] 2003: 42).
10 Graeber debunked economists’ favorite theory that money replaced barter. In reality, it replaced debt.
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commercial preferences make them dehumanize other people, literally casting them
out.
Summing up, there is no scarcity of theories that can explain detrimental effects
of commercial manipulation of preferences. Actual manipulation cannot cause all
these effects immediately, but during a long period of commercial manipulation
major changes in personal preferences can be expected. How huge these changes
can grow, is illustrated by the last mentioned theories (Sloterdijk and Graeber).
3.2. Effects on societies
If our preferences changed so much as we have just seen, our societies must
have changed accordingly. If we are more focused on our impulsive individual
consumption and on competition in greed and less focused on the public good, on
our self-actualization or on our dignity, the culture of our societies will reflect that.
Let us briefly explore how our societies changed.
The effects of decennia-long commercial manipulation on our preferences
created a culture in which neo-liberal policies can flourish. In that culture, market
values crowd out nonmarket values in almost every aspect of life (Sandel 2012).
Competition is on the increase, solidarity on the decline. That culture fosters a few
winners and neglects many losers (Frank, Cook 1996). Egocentric and harsh
behaviors are on the increase, and even are admired by like-minded fellows, while
tolerance and respect concerning less like-minded people are on the decline. Indeed,
our consumerist society will then become a less cozy society as we can see
happening in Western countries.
These tendencies are intensified through direct effects of commercial
manipulation on our media and our politics. As only a small minority follows the
quality press, the vast majority depends on media like tabloids, radio, television and
social media. Commercial media are dependent on advertising. Their income from
advertising depends on viewership; the higher the viewing figures the higher the
sales of advertisements. In order to attract many viewers, listeners, readers or
visitors, content needs to be sensational or entertaining, not highbrow or nuanced
(see e.g. Tufekci 2016). Talk shows are for personal image-building and witty oneliners, not for sound arguments about our future society and nuanced discussions
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about how we want to relate to each other, including minorities. Much excitement,
little reflection or depth.
Nowadays, we see the effects. Our perception of reality is biased towards
sensational news (Wijnberg 2019a). The nuanced debate on how to shape our future
society is gone. What we have got instead is small talk and polarization, infuriated
by misleading statements or fabricated ‘facts’. If a President of the USA lies
frequently enough, his new lie outperforms in publicity the unmasking of the former
one. In your favorite social media, the unmasking of your fellows nonsense not even
penetrates your bubble. Social media, completely financed by advertising,
increasingly demonstrate and invigorate the fragmentation of our societies. People
are living in parallel worlds with different realities, believing in fantastic conspiracy
theories, ignoring checked facts and scientific knowledge. Subsection 3.3. will
elaborate further on social media.
Of course, our politics are strongly influenced by our consumerist culture and by
our sketchy, sensationalist and in some cases even polarized media. There are
indications that advertising directly undermines trust (Offer 2006: 125-129) but it
seems plausible that the indirect effects on trust, through shaping sensationalist and
biased media which create alternative facts and parallel worlds, are important
anyway. Politicians accommodated, becoming more involved with populism, spin
doctoring, image-building, polarization and ignoring visionary ideas. Trust in
representatives and other politicians is low, voter turn-out decreased and elections
lead to increasingly volatile results in European countries. Nowadays, one third of
US voters believes the result of the last presidential election to be totally fraudulent.
Our democracies do not flourish; populism and authoritarian leadership are on the
rise (Freedom House 2021). The belief that we, citizens and politicians together, are
creating a better society was much more widespread half a century ago than it is
now.
Why did our societies not resist? Why did our democratic checks and balances
not produce adequate counter forces? The reality is that in our societies, since the
sixties of the last century, the influence of moral authorities, churches and civil
organizations focused on a common future diminished or even vanished. Therefore,
the cultural development was increasingly dominated by the only steady stream of
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large-scale manipulation that was going on with ever more sophistication: the
commercial manipulation of our preferences with its direct and indirect effects. As
long as this systematic manipulation meets no substantial countervailing force, it
will go on shaping the culture of our societies.
3.3. Cumulative effects
As we have seen in section 2, culture is a major source of manipulation of
preferences. Therefore, the sweeping changes seen in 3.2 will have caused radical
changes in personal preferences. The troubles, listed at the start of section 3, may be
produced not only by the effects of commercial manipulation discussed in 3.1., but
also by the changed culture of societies. When culture changes so that competition
becomes omnipresent, advertisements that stimulate keeping up with the Joneses
will gain in effectiveness. In a culture that stimulates egocentric and harsh
behaviors, advertisements that incite impulsivity will be more effective. In that way,
the initial effect on preferences of commercially biased manipulation is reinforced
by its effects on the culture of societies. In the long run, when commercially biased
manipulation continues during several generations, these cumulative effects may
produce major changes in personal preferences.
There is another category of cumulative effects with a major impact on
preferences. The advertising stimulated a sensationalist bias in the news from the
mass media, as we saw in 3.2. This is not an effect on the culture of societies which
originated in effects on personal preferences. It is a direct effect on the behavior of
media which depend on the sales of advertisements. But this changed behavior of
the media may have affected our personal preferences. When, as we saw, there is
“much excitement, little reflection or depth” in mass media, this may create
preferences for more impulsivity and less reflection and will increase the
effectiveness of advertisements which try to incite impulsive buying. Such a change
in preferences is perfectly reflected in social media.
Tech giants like Google and Facebook could only grow so quickly to the level
of top five biggest world corporations because they could attract much advertising.
Advertisements in social media or in web browsers are expected to be extremely
effective because they can be targeted precisely to the most likely buyers at the
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moment that they are most vulnerable. So, the share of tech giants in the advertising
market grew enormously: it took less than 15 years of internet advertising to exceed
total television advertising (Martijn, Frederik 2019). The tech giant’s superior
targeting was made possible by their big data capture: the storage of all traces the
users of their internet services leave behind. We will come back to their big data in
3.4. For now we concentrate on social media like Facebook as examples of
cumulative effects of preference manipulation.
Social media produce communication services for free, but they harvest all
information which is exchanged. They analyze these data, using artificial
intelligence and applying deep machine learning, just to produce detailed profiles of
their users. These profiles enable the sophisticated targeting by advertisements we
just mentioned. In order to harvest as much data as possible, social media do two
things: they maximize the number of users by producing seducing communication
services and they seduce users to maximize the time they spend on the medium.
Therefore, social media are designed to be even more enslaving than mass media,
stimulate consumerism more targeted, display hardened social behavior less
censored, favor condensed and emotional communication and discourage nuanced
and cautious communication. Fabricated facts, which were already common in
biased mass media like talk radio and Fox News, appear in social media with
increased frequency and extremism. Polarization is displayed more explicitly and
more frequently, suggesting a more fragmented society, and undermining trust and
democracy further. We see much more explicit racism, conspiracy thinking and
extremism in the internet. These trends reflect the preferences of the many users of
social media and so they illustrate how our personal preferences have evolved. On
the other hand, these trends reflect a changed culture which in its turn will shape the
preferences of future users of social media. This cumulative effect is especially
relevant because the younger generations tend to focus their media attention on
social media, YouTube et cetera.
In conclusion: cumulative effects of the commercially biased manipulation of
preferences originate from the feedback from culture to preferences. There are two
types of cumulative effects:
•
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•

Originating from the direct effects of commercial manipulation on culture,
especially on media. A special case of these effects is the recently emerged
surveillance capitalism, to be discussed below.

3.4. Surveillance capitalism
In her monumental book The Age of Surveillance Capitalism (2019), Shoshana
Zuboff presents a comprehensive documentation of the motives and practices of big
data operations by tech giants, like Google, Facebook, Amazon, Microsoft and
recently Apple as well, and she develops a multidisciplinary theory on these
practices.11 The tech giant’s exploitation of an immense quantity of data about our
behavior is unprecedented. Even the spying of last century’s communist states on
their citizens was – in terms of quantity – a trifle in comparison to this tech giant’s
behavioral data. In modern China, the state is creating an unprecedented surveillance
system using big data. In Western countries the surveillance system is in the hands
of a few semi-monopolists.12 As we saw in 3.3., these tech giants create that system
because they can make an immense lot of money by selling data on our behavior to
advertisers. But, for Zuboff there is more at stake. The unprecedented use of
behavioral data requires a completely new theory.
Tech giants seduce us to increasingly leave private information on the internet.
This is very successful and a growing majority of us spend hours a day touching
online screens; youngsters often many hours. This produces a tremendous quantity
of data on our behavior, but that is not enough for the tech giants. They invest big
money in other systems that harvest behavioral data: digital assistants, location
11

She presented an update, including recent developments, in Zuboff (2021)
The word “semi-monopolist” is used because the well-known terminology from mainstream
economic theory – like monopolistic competition, oligopoly, duopoly or monopoly – does not describe
the complexity of the tech giants. For instance, Google and Facebook compete with each other (and
other media) in attracting money from online advertising, but they are (almost) monopolists in web
searching (Google) or social media (Facebook). Sometimes, they are called “duopolists” (Perrin 2019)
because together they attract 60% of online advertising. But the share of Amazon in that market is
growing to 9% and online advertising strongly competes with other forms of advertising. Furthermore,
using the word “duopolists” for characterizing Google and Facebook is confusing as soon as it is
reminded that their main activities – web searching versus social media – differ completely. At the
same time, Amazon, being relatively small in the market of online advertising, attracts 40% of all
online shopping in the USA (Hyken 2017) which could at least qualify for “monopolistic competitor”.
It may be concluded that the existing economic terminology is not very helpful in characterizing the
tech giants.
12
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systems, smart gadgets, smart household machinery, car electronics, the Internet of
Things. So they can add a lot of behavioral information to the data you left behind
with your phone, tablet or laptop. And they also invested a lot in big data processing,
in machine learning and in artificial intelligence, not only for making their online
services more sophisticated and seductive, but especially to use all their big data for
predicting our behavior.13 Because as they can predict our behavior more accurately,
they can make more money by selling that behavioral information, mostly to
advertisers. And, as Zuboff shows, they even manipulate our behavior in order to
perfect its prediction. Because their profits can be maximized at unprecedented
levels when there is (almost) certainty about our behavior.
Zuboff’s theory explains why tech giants want to accumulate and analyze all
imaginable information about everybody in the world. The more certainty about our
behavior, the more convenience for everybody and the higher profit for the giants. In
producing that certainty, they produce what Zuboff calls “a division of learning”.
The giants learn everything about everybody, and about the artificial intelligence
that produces that information, but that knowledge is not available to us. This
tremendous asymmetry of information will reduce us to second-rate citizens. Our
behavior is permanently observed, it is predicted and manipulated and our
knowledge is inferior. Zuboff describes the totalitarian ‘Utopia of Certainty’ in
which machines learn faster than humans and we are pressed to live like machines
and our social relations will be like in a hive.
The future elite will consist of the people at the top of the tech giants and their
circles. They own tremendous wealth, power, knowledge and freedom and they have
access to the life changing innovations of space travel and biotechnology; not we.
Their investments in those innovations tell us about their elitist dreams of colonizing
space and eternal life. In that future we will be irrelevant like domestic animals
(Harari 2017).
According to Zuboff, a completely new general theory on surveillance
capitalism is needed to come to grips with these unprecedented developments. This
has been criticized by Morozow (2019). The central question Morozow asks is: are
13

For some economists, artificial intelligence is all about prediction. See Agrawal et al. (2018). On
page 221 it seems that they even see a revival of the rational and informed homo economicus in
economic theory, because artificial intelligence is rational and informed by big data.
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the data extraction and behavior manipulation by tech giants to be considered
occasional consequences of capitalist competition, or are they the underlying causes
of the emergence of the new economic order? My answer to this question, like
Morozow’s, is that surveillance capitalism does not require a completely new
general theory. It can be understood as part of a more general theory on capitalistic
manipulation. A general theory of manipulation can explain the main developments,
just as well as it did concerning the era of mass media when the new techniques of
radio and television enabled new kinds of effective preference manipulation. So,
Zuboff’s theory can be considered a special theory concerning tech giants which is
consistent with the general theory of manipulation. But there is at least one
extremely relevant new feature: the information asymmetry. As long as tech giants
are allowed to monopolize the harvested and processed big data about our behavior,
this asymmetry is indeed a relevant and unprecedented phenomenon which is dealt
with in Zuboff’s theory of surveillance capitalism. This is a fundamentally new
extension of the theory of manipulation. Therefore, special attention has to be paid
to the information asymmetry and we will come back to that, especially in 5.3.
In this section surveillance capitalism is understood as a cumulative effect of the
commercially biased manipulation of preferences. The existing manipulation created
the opportunity for the tech giants, by applying the new technology of big data
operations and its economies of scale, to develop manipulation into unprecedented
perfection. This seriously threatens our dignity and humanity, as Harari, Zuboff and
an increasing number of other authors14 have observed.
3.5. Total outcomes
At the end of this section on effects of preference manipulation, it may be clear
that this manipulation can explain the troubles, listed at the start of this section.15
The commercially biased manipulation shaped our preferences and our culture
during generations. The list of troubles is going to grow longer, for instance by

14

See for instance Foer (2017) or Taplin (2017).
That commercially biased manipulation can explain these troubles is not to say that this manipulation
is the only cause for all evils of contemporary Western societies. Let us hope that, in the future,
historians will be able to attribute these evils to their genuine causes and to assess the role of
commercially biased manipulation more definitely that we can do now.
15
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further dehumanization in the present era of surveillance capitalism. What are the
implications? Three outcomes will be summarized.
Firstly, the distance between our personal preferences and our potential personal
preferences may have grown big. On average, our personal preferences may have
become strongly biased to impulsivity, materialism, competition and egocentrism. It
is plausible that in our potential personal preferences reflection, humanity, solidarity
and dignity will rate higher. This indicates the direction of our possible reorientation
during a period of unbiased manipulation. If unbiased manipulation prevails during
generations, the reorientation could probably yield immense effects: much less
troubles, much more humanity.16
Secondly, our societies have become fragmented and our democracies are
languishing. Given our present culture and media, these are major obstacles. Any
process of reorientation will be seriously impeded, if not made impossible, by these
bottlenecks.17 The fact that they may be caused by commercially biased
manipulation does not imply that they will automatically disappear as soon as biased
manipulation stops. If the reorientation process has to yield secure and quick results,
these obstacles will have to be removed or bypassed.
Thirdly, surveillance capitalism created an information asymmetry that threatens
our dignity and humanity and thus our potential for reorientation. Mainstream
economists will tend to propose to cure this trouble by applying standard antitrust
and monopoly regulations in order to dismantle tech giant’s monopolistic power.
There is much merit to this and politicians are starting to realize that. But it will be a
long way to go and, as it does not focus on the information asymmetry itself, it
cannot be expected to really solve this problem effectively.18

16

The reader who is too pessimistic about human nature to believe in the possibility of reorientation, is
advised to read Bregman (2019).
17 That institutions may “fail to translate the will of the people into effective policies” (Beer 1983: 797)
has been demonstrated in a cybernetic analysis by Beer (1974, 1983). Already in 1974, Beer comes
close to some of our conclusions: “Society, in the form of its own institutions, public and private, is
making bold use of science now – not to redesign, but to reinforce itself in what may turn out to be its
most oppressive aspects. Conspicuous consumption is an oppressive cause … Not only does television
serve the cause of spurious growth; it has become little short of optical imperialism.” (Beer 1974: 94).
This was written several decades before tech giants started their ‘surveillance capitalism’.
18 According to Zuboff (2019: 486) and, among others, Robert Frank (2021) the problems with tech
giants cannot be solved through antitrust measures as long as their business model – generating revenue
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In conclusion: this section described an economic history of disorientation.
Many decades of commercially biased manipulation may have profoundly changed
our preferences and our societies. Now, our dignity and humanity (and even our
climate) are in serious danger. Can we reverse the disorientation?

4. Towards unbiased manipulation: the Sovereignty Fund
The manipulation of preferences by marketers and advertisers is an assault on
consumer sovereignty. Consumers are manipulated to optimize supplier’s sales or
profits, not their own welfare. This should be an urgent reason for economists to
analyze this topic, but mainstream economists ignore it (Van Tuinen 2011). As we
have seen, it is plausible that commercially biased manipulation caused serious
troubles and a malign development of our societies and democracies. As long as this
manipulation continues to dominate the development of our society’s culture and of
our actual preferences, a reorientation leading to a healthier society is implausible.
Many decennia of commercially biased manipulation must have led to a major
difference between our actual preferences and our potential personal preferences.
The first are biased to impulsivity, materialism, competition and egocentrism. The
latter include a higher rating of reflection, humanity, solidarity and dignity. The
obvious way to develop those potential personal preferences leads through a long
period of unbiased manipulation. As we proceed in developing those potential
personal preferences, we can expect our society to become healthier. Can we create
unbiased manipulation?
Subsection 2.1. concluded that unbiased manipulation occurs when the members
of a society have equal opportunities to effectively manipulate citizens’ preferences.
In contemporary Western societies these opportunities are not evenly distributed.
Large corporations with huge marketing budgets have an immense power to
manipulate whole populations while most citizens only have limited power to
manipulate a few family members and peers. Therefore, the development of our
by using detailed behavioral information to direct advertisements to individual users – is not
fundamentally changed.
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societies’ culture is far from democratic. How to reduce the differences in the power
to manipulate?
4.1. Restoring consumer sovereignty
In theory, consumer sovereignty can be restored by banning the manipulation of
preferences by marketers and advertisers. In practice, that would be very disruptive
and would meet extremely powerful opposition. No politician will have the courage
or the power to successfully initiate it. Many politicians, especially in the USA, are
enslaved to advertising themselves. As forbidding advertising will only be fully
effective when applied internationally, this way to unbiased manipulation is
impracticable.
If commercial manipulation of preferences is ineradicable, there is only one way
to unbiased manipulation: countervailing manipulation.19 In order to neutralize
effects of commercial manipulation, we need manipulation that yields opposite
effects on our preferences and our culture.
The countervailing manipulation must be as effective as the commercial
manipulation. Because the commercial manipulation has become very sophisticated,
targeting our unconscious motives slyly, the anti-commercial manipulation must be
sophisticated and sly as well. Because the commercial manipulation has grown as
big as one or two percent of GNP, the anti-commercial manipulation has to be big as
well.20 Conclusion: we need large scale state-of-the-art advertising for anticommercial purposes.
19

Some economists proposed to diminish the manipulation by taxing advertising (see e.g. Skidelski,
Skidelski 2012: 211; Romer 2019). Ovide (2021) gives an overview of recent initiatives at state level in
the USA. We doubt the effectiveness and practicability of these proposals. Even if they are effective,
the result will be not more than a slight reduction in the commercially biased manipulation. Not a big
deal for the purpose of this article.
20 Has the anti-commercial manipulation to grow as big as nowadays’ commercial manipulation?
Probably not. An important part of commercial advertising neutralizes itself: advertising for brand A at
the cost of brand B. Another part is not targeted at consumers. Therefore, what has to be neutralized by
anti-commercial manipulation is much less than total commercial advertising. Furthermore, there are
reasons why the returns to commercial advertising will decrease as soon as anti-commercial
manipulation is issued at scale. Imagine, for instance, seeing the well-known advertisements featuring
highly exited people shopping in a supermarket just after you saw a sly ad showing healthy relaxing
people spending their time in a happy non-consumerist atmosphere, implicitly ridiculing the shopping
hype. The effectiveness of the commercial advertisement will severely suffer from the anti-commercial
one. It is easy to find a lot of such examples of crowding out commercial advertisements after reading
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This leads to the proposal to create the Sovereignty Fund (SF). This fund is
established and financed21 by the national or federal government and its budget is
allowed to grow to the level of at least 25% of the estimated domestic expenditure
on commercial consumer advertising. The purpose of the Sovereignty Fund (SF) is
to finance anti-commercial advertising by organizations of citizens with the goal of
contributing to a balance of unbiased manipulation. This will attract citizens who are
unhappy with our consumerist, competitive and harsh society and who wish to
propagate other values and behaviors. It will stimulate these citizens to form
organizations which can contract professional advertising agencies to transform their
ideals into publicity projects eligible to financing by the SF.
The (organizations of) citizens have to propose their advertising projects to the
SF in a specified format. They have to mention the effects of commercial
manipulation they wish to neutralize, the alternatives they wish to propagate and, of
course, the complete publicity plan they developed. The SF will decide on the
proposed projects independently, in conformity with the law under which the SF has
been created. There is no political influencing other than through changing the law.
Economists will already have noticed that its budget will be high in absolute
terms: 0.25% – 0.5% of GDP. But it is low in relation to the welfare losses caused
by the cumulative effects of commercially biased manipulation discussed in section
3. To market-oriented economists who do not ignore preference manipulation, the
SF proposal may have the virtue of enhancing the market. By restoring consumer
sovereignty, it takes the real markets closer to the ideal in their theories. The SF will
restore consumer sovereignty in two ways. First, it enables consumers to behave
according to their personal preferences instead of biasedly manipulated actual
preferences. Second, it enables them to develop their potential personal preferences
in the long run.

more, in subsection 4.2, about anti-commercial manipulation financed by the Sovereignty Fund.
Diminishing returns to commercial advertising will lead to a lower volume of those advertisements. For
this reason, in this article I implicitly assume that in the long run the total of commercial and anticommercial advertising will not necessarily exceed the present level of commercial advertising.
21 How does the government finance the SF? The best option is by taxing commercial advertising. But
advertising is an international activity, especially online advertising, and it will be difficult to tax it
effectively. Taxes can be evaded, especially by the biggest advertisers: corporations that operate in
international markets. A second-best option would be a slight increase of taxes on consumer goods.
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4.2. INTERLUDE: The Sovereignty Fund in practice
Let us imagine what might happen. As soon as the establishment of a SF is
announced, advertising agencies will foresee a huge extension to their market. Many
of their creative employees are enthusiastic because designing a publicity campaign
for an idealistic purpose can be more fun than advertising for soap or candy.22 First
contacts are made with existing non-commercial organizations of all sorts. In order
to attract poor organizations of citizens, advertising agencies develop models for
publicity campaigns, to be sent to the SF by these organizations, on a no-cure-nopay basis.
All advertisements financed by the SF show a logo “Sf”. After the first Sf
advertisements appear on television, internet browsers and social media, citizens feel
increasingly motivated to form organizations which can come to the SF for money
to promote their ideals by means of advertisements. These organizations may start
locally out of community activities or (inter)nationally in social media. New
enthusiasm for positive action grows, because everyone understands that the SF does
not finance resentment, conspiracy theories or lies, because in addition to the law on
the SF the existing Code of Advertising Practice is applied to the Sf advertisements.
As all the paperwork is done by the advertising agencies, these organizations of
citizens can concentrate on discussing their ideals and the effects of commercial
manipulation they wish to neutralize.
The quality of the Sf advertisements will be state-of-the-art. Inferior campaigns
will not be financed by the SF, where publicity professionals will review the
submitted advertising proposals. Advertising agencies are eager to do their utmost to
ensure this important principal that their proposals are top quality. This will result in
Sf campaigns attracting no less attention than the most effective commercial
advertisements and being no less effective in manipulating preferences.
Within a few years, in most media used by the general public, one in three or
four advertisements will be Sf advertisements. These Sf advertisements will
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Schor (2004: 186-188) reports that designers of sophisticated marketing of commercial products feel
conscientious objections, especially when the marketing is targeted to children. Lindstrom (2011) tells
us, already on the first page of his Introduction, that he is not proud of all the campaigns he designed.
Recently, advertising agencies signed a pledge to step away from oil and gas like they did before from
tobacco (Hsu 2021).
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effectively promote durability in contrast to wastefulness, reflection in contrast to
impulsivity, humanity in contrast to materialism, solidarity in contrast to
competition or dignity in contrast to egocentrism. They do that in many creative
ways, triggering our unconscious as slyly as commercial advertisements do. Of
course, viewers will feel the difference in atmosphere between Sf and commercial
advertisements. This difference will provoke new discussions at home and
increasingly in public, as people begin to realize what commercial advertisements do
to them. Then, they will feel new potential for reorientation.
4.3. The Sovereignty Fund and the reorientation of societies
As we have seen in section 3, the commercially biased manipulation of
preferences influenced our societies profoundly. The manipulation may have shaped
consumerist societies, hardened social behavior, sensationalist and biased media,
diseased politics, failing democracies and information asymmetry (elites
monopolizing advanced knowledge). Will the introduction of the SF cure these
troubles?
As discussed earlier, the manipulation has been commercially biased for
generations. This affected our preferences directly, and it also affected our culture.
That gave rise to cumulative effects that reinforced the commercially biased
manipulation as discussed in 3.3. and 3.4. Those cumulative effects increased the
speed with which the distance between actual preferences and potential personal
preferences could grow. During generations this distance has grown big. Can we
expect similar cumulative effects, but in the reverse direction, after the introduction
of the SF?
The present state of our societies gave rise to widespread nostalgia and
resentment which are exploited at scale by populists. At the same time, it is clear
that many people are disappointed because they prefer another kind of society. But
they feel incapable to effectively propagate their ambitions about how to live
together. The Sovereignty Fund gives them a voice. Not a negative voice of hate or
resentment as infuriated by extremist populists and social media, but a positive voice
because they are invited to propose ad campaigns to the SF for their values and
ideals. This channeling of ambitions is in itself a valuable instrument in a society
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where so many people feel not heard. It is likely that this will cause the society to
become a bit less consumerist and a bit less competitive. It is also likely that this
will give rise to a new gusto for nuanced and tolerant public discussion of how to
live together; a discussion that almost disappeared.
It is possible that this will improve the culture in our media. When the public is
more interested in constructive and nuanced ideas about how to live together, even
commercial media could pay more serious and balanced attention to those ideas.
But, as the total volume of advertising will not diminish (it may even increase
substantially at the start of the SF) also the preference for sensationalist content at
commercial media will not diminish. Therefore, it is an illusion that the culture of
our media will substantially change in the short run. And because the cultural
development of our contemporary societies is mainly shaped in our media, the social
effects of the SF will be very limited in the short run. Even perverse effects are
possible in polarized (social) media where extremists and commercial interests will
be able to discredit the Sf advertisements and their impact.
What could be done? In countries with public media, like public broadcasting,
these media could be made free of advertisements in order to reverse the perverse
incentives originating from attracting advertising revenue. In many countries
advertising is banned from public broadcasting and their number is still growing.
France forbade it about ten years ago; The Netherlands is considering to do that in
2022, but only partly. However, in a world with commercial broadcasting it is
difficult to reverse these perverse incentives. If public broadcasting becomes less
sensationalist, will commercial broadcasting (and social media) attract more of their
viewers or listeners? It seems unrealistic to assume the opposite, although many
viewers and listeners would be happy to get rid of advertisements. In our present
culture, it is plausible that only in a minority the attraction of sensationalist content
is weaker than the distaste for advertisements. We may conclude that, although
banning advertisements from public broadcasting is a good idea in itself, it will not
really solve the problem of the dominant sensationalist culture in modern mass
media.
As younger generations increasingly concentrate their attention on social media,
YouTube and the like, they are even more confronted with the sensationalist culture,

36

A POLITICAL ECONOMY OF REORIENTATION. NEW THEORY AND POLICY …
including unchecked fabricated ‘facts’, hate and conspiracy theories. So, their
reorientation will stay seriously obstructed, even during an extended period of
unbiased manipulation of preferences. In the present era of surveillance capitalism,
we are not only increasingly enslaved to the internet but the asymmetry of
information will also foster our feelings of inferiority. That will undermine our
dignity, and in the long run our humanity will be undermined further. In other
words, our reorientation will be seriously hampered.
In conclusion: the Sovereignty Fund is a necessary but insufficient condition for
an unhampered reorientation of our societies. Therefore, we have to look for
supplementary instruments. These instruments will have to remove or bypass two
obstacles for reorientation: the sensationalist culture in our media and the
information asymmetry created by surveillance capitalism.

5. Towards unbiased manipulation: two supplementary instruments
As economic history shows, modern Western economies could flourish when
financial, human and social capital were sufficiently available. Social capital
includes sufficient freedom of enterprise, maintaining property rights, strong
supportive institutions and essential regulation, sufficient stability in social relations.
Financial and human capital enormously increased during the last two centuries of
economic growth, as did many elements of social capital.
At the end of section 3 we concluded that the commercially biased manipulation
of preferences created an economic history of disorientation. The disorientation is
apparent from: a big distance between actual and potential personal preferences;
fragmentation of societies infuriated by a malign media culture which undermines
our democracies; information asymmetry which threatens our humanity. These
appearances of disorientation can be understood as shortages of social capital. These
shortages strongly increased during the last half century.
For a flourishing economy of reorientation, social capital is of utmost
importance. In section 4 we saw that a new institution – the Sovereignty Fund – is
indispensable. We also concluded that the sensationalist culture in our media and the
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information asymmetry have to be countered, because the process of reorientation
will be seriously hampered by these shortages of social capital. We now will
propose two other elements of social capital needed for a flourishing economy of
reorientation.
5.1. Fragmentation without deliberation
As the values and ambitions of the population are effectively promoted in the
advertisements financed by the Sovereignty Fund, it is of utmost importance that
they will shape the development of the culture of societies. Only then, our
reorientation can take off. As discussed in 4.3., cumulative effects on preferences
have to be created in order to reinforce and accelerate our reorientation. But it was
immediately clear that these cumulative effects will not be generated in our media.
Any attempt to revive reflection, humanity, solidarity and dignity will fail in our
media where shallowness, harshness, competitive profiling, egotripping and
spreading fabricated ‘facts’ are flourishing. In our sensationalist media the
constructive ideas cannot be discussed in a context of respectful listening, nuanced
argumentation, inclusion of minorities, common reflection before dismissing an
argument, et cetera. Therefore, we need to find a relevant forum for discussing the
values and ambitions of the population which functions independently of our media.
Its process must be kept unharmed by interventions through the media. This is not
easy to achieve in our mediatized society, but it is an essential condition.
A second condition is that the forum is too relevant to be neglected. The
conclusions the forum draws from its discussions, must have clear consequences for
the lives of all citizens. They must be implemented one way or another, ultimately
with the power of law. The implication is that the forum must occupy a powerful
position in our political systems. That makes it complicated.
Politicians fitted in with modern media. Now we have politicians who can
profile in talk shows, speak in one-liners, navigate interruptions and cherry pick
convenient facts and occasionally ‘alternative facts’. Too many of them ignore
science and propagate lies. But our politicians cannot realize grand visions. The
well-known exceptions are the populists with reactionary ‘visions’. So,
contemporary politicians are not the people we need as participants in our forum.
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This is nothing new. Even the inventors of democracy, the Greeks of around 400
BC, knew that politicians are focused on their personal power and their re-election
and that they have elitist leanings. For the Greeks, democracy was about deliberation
of citizens themselves and their democratic institutions were designed to include all
citizens,23 although – for practical reasons – not always all during the same day or
year. Nowadays, we do something like that when we form juries to do justice. We
do that because we obviously believe that serious deliberations by citizens will
arrive at the best possible conclusions.
During the last 200 years, we have grown accustomed to the idea that
democracy is about elections and parliaments consisting of representatives. But, as
Van Reybrouck (2016) shows, the founders of our parliamentary system had elitist
instead of democratic leanings. Their main concern was that the country should be
governed by the most competent leaders, not by the people. There should be
deliberation of competent leaders, not of the people. Nowadays, we can conclude
that this system of representative ‘democracy’ is obsolete. We seldom see
deliberation of visionary leaders. What we see is political bickering, polarization
instead of deliberation, the power of money and lobbying instead of really effective
one-man-one-vote, spin doctoring and misleading the people. Political parties are
polarizing people even while these people agree on most issues (Wijnberg 2019b).
Almost half of the US population feels exhausted by politics (Jilani 2020). As we
noted in preceding sections, most citizens feel not heard.
We have to conclude that our politics and our languishing ‘democracies’ do not
provide any credible perspective on effective democratic deliberation. So, our forum
for discussing and implementing the values and ambitions of the population,
promoted with the help of the Sovereignty Fund, cannot be organized within our
present systems of representative democracy. That leads to the proposal to create an
additional element in our democratic systems: the House of Citizens (HoC).

23

The Greek ‘citizens’ excluded women, slaves and foreigners. So, their democracy did not involve all
inhabitants, but in quite another way than our modern representative ‘democracy’.
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5.2. The House of Citizens
The HoC functions in the parliamentary system like the jury in the judicial
system. The HoC consists of citizens who are assigned by lot.24 They serve during a
fixed period, e.g. two years, and then return to the position in society they occupied
before their term. They form a representative sample of the electorate. The main
function of the HoC is to serve as a forum for democratic deliberation. The details of
its tasks and competences depend on the constitutional and parliamentary systems it
has to complement, but in all cases it will have rights of veto in the legislative
process. No law will acquire its force if the majority of the HoC spoke against it.
Furthermore, the HoC can order other chambers of parliament to place a topic on
their agenda’s for public discussion.
The HoC meets the two conditions mentioned at the end of the preceding
subsection: the deliberation is organized outside the modern media and it has
considerable power. Its deliberations are extremely relevant and they can be
organized professionally by a well-equipped office of the clerk. This office will
foster transparency and keep lobbyists at bay. The HoC decides its own agenda,
selects the new bills it wishes to discuss, which hearings it wishes to organize and
which informants it wishes to hear. It is likely that the HoC will look more openminded to expert advice than contemporary politicians who are lobbied or even
financed by vested interests. Because its deliberations are seriously concentrated on
the topics, without any other loyalty than citizenship, open discussions can develop
in which listening to arguments and reflection on minorities’ considerations are as
important as promoting one’s own ideas.
Introducing a HoC in an existing parliamentary system can be done in two ways:
as an addition without fundamentally changing the rest of the system or as a
substitute for an existing chamber,25 preferably the most elitist. Much more can be
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In most Western countries, national Statistical Institutes are excellently equipped to draw a random
sample of the population. Not only because that belongs to their core business, but also because they
are respected for their independence and their integrity.
25 Barnett and Carty (2008) proposed to substitute a HoC – they call it “House of Peers” – for the
existing House of Lords in the United Kingdom. I proposed to substitute a HoC for the existing senate
(“Eerste Kamer der Staten-Generaal”) in The Netherlands (unpublished; text available in Dutch). Other
proposals are summarized in Van Reybrouck (2016). Van Reybrouck describes a French proposal for a
third Assemblée in addition to the existing two.
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said about the institutional arrangements and the procedures of the HoC. But, the
above paragraphs may be sufficient for this article.
We are not alone in suggesting a citizens’ forum to repair our broken
democracies. In the UK, where the Brexit saga – among other debacles – clearly
illustrated that the existing political system was not able to get real problems fixed
properly, The Guardian editors recently promoted a “citizens’ assembly” to fix the
system (The Guardian Editorial 2019). Similar arrangements concerning temporary
citizens’ forums are applied and proposed in many countries and cities, often
because existing politics fail. The OECD (2020) recently produced an overview of
experiences with citizens forums and recommendations for organizing them.26
Temporary forums with special tasks are less threatening to politicians who fear to
lose power. But we think that only a standing HoC, with the powers suggested
above, will really repair our political culture and facilitate an economy of
reorientation. The fact that citizens are assigned by lot, makes the HoC a perfect
pillar of unbiased manipulation, because it embodies the condition of subsection
2.1., that the members of a society have equal opportunities to effectively
manipulate.
The HoC’s serious discussions, in common language, about the concerns of
common men and women, including minorities, will be a relief. Most spin
doctoring, fake news and fabricated facts will be quickly unmasked. Politicians who
speak ambiguously or shy away, will not be taken seriously or will even be asked to
return when they are able to be clear. Populists, who treat minorities as scapegoats,
will be grilled in plain language and polarization will be contrasted to the inclusive
deliberation in the HoC. Our political culture may quickly accommodate to this new
context.
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Part of the summary of OECD (2020) reads: “Deliberative processes take many forms and have been
executed at all government levels: local (52%); regional (30%); national (15%), and
international/supranational (3%). They have addressed many policy questions, from urban planning (43
processes), health (32 processes), environment (29 processes), infrastructure (28 processes), strategic
planning (26 processes), and others. Generally, they are well suited to addressing: values-based
dilemmas, complex problems that involve trade-offs, and long-term issues.” In other words: they are
well suited to solve the kind of problems that contemporary politics tends to avoid or to leave unsolved
because of paralysis or polarization, also when they urgently need a solution.
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If the reader has ever seen a movie showing discussions in a jury trying to do
justice, she or he will remember the excitement. Therefore, it will not be difficult to
stimulate public broadcasting to produce exciting reporting about the HoC’s
deliberations. This will attract many viewers or listeners, not only because it is
entertaining, but also because it leads to results which are extremely relevant to
citizens. The trust in politics will be restored when people see how citizens like
themselves come to important conclusions after careful discussions in plain
language. There are good reasons to expect these conclusions often to reflect
unexpected consensus. While our media and politics increasingly cultivate
polarization, in reality the consensus among citizens has grown significantly
(Wijnberg 2019b; Jilani 2020). We need the HoC to discover that – in our pluralistic
societies – we are social beings, able to agree or compromise on major issues.
The question remains whether ruling politicians are willing to establish a HoC.
Their fear for losing power will certainly keep them – as well as their mighty
sponsors and lobbyists – reserved. But there are other serious threats to their power,
as the volatile election results and the data on trust in politics show. Rational
politicians, sooner or later, will conclude that a HoC is not as big a threat to them as
are extremist populism and growing resentment. Benevolent politicians will
welcome the improvement of political culture the HoC will bring about, because it
will make their job more intrinsically rewarding.
5.3. Information asymmetry
At the end of his bestseller Homo Deus, the historian Yuval Noah Harari
predicts Homo Sapiens’ extinction, substituted by algorithms, and he foresees that
we will be treated as domestic animals by the new elites (Harari 2017). Although
she uses other words, Shoshana Zuboff (2019, 2021) developed a theoretical
foundation for this dystopia. In her theory, summarized in subsection 3.4.,
surveillance capitalism leads to information asymmetry. This information
asymmetry is growing as tech giants cumulate and monopolize behavioral
information. They process the information by applying machine learning and
artificial intelligence. That enables them to manipulate and predict our behavior with
increasing accuracy. Tech giants, and the elites connected with them, will exploit

42

A POLITICAL ECONOMY OF REORIENTATION. NEW THEORY AND POLICY …
this information and the rest of our society will have inferior knowledge and will be
reduced to second-rate citizens.
Harari and Zuboff are not alone in predicting this dystopia in which we are
pressed to live like machines and our social relations will be like in a hive. There is a
growing wave of criticism concerning tech giants and there are proposals to curb
their power through regulation, to splitting them up or to redistribute their immense
profits by taxing (Romer 2019) or by urging them to pay for the information they
extract from us (Posner, Weyl 2018).
The last mentioned proposal, payment for the information they extract from us,
seems to be more directly targeted at the problem of information asymmetry than the
other proposals. But, like the other proposals, we may expect that it will not really
solve the problem of information asymmetry unless the payments are so
unrealistically high that the exploitation of the information becomes unprofitable.
Solving the problem of information asymmetry is not the purpose of this proposal by
Posner and Weyl and it will not be its effect. Its main purposes are to create an
income for internet users and to increase the efficiency of the digital economy
(Posner, Weyl 2018: 246-249). There is a real possibility that their proposal could
even worsen the problems of information asymmetry because people will be paid for
supplying ever more information to the tech giants.
The problems of information asymmetry cannot be solved by some market
mechanism because the core of the problem is the monopolization of information.
We need an institutional arrangement, a new element of social capital, because it is
about property rights. The tech giants appropriate the harvested information about
our behavior and exploit it for their profitable purposes of facilitating the
manipulation of our preferences through advertising. But why should they have the
right to monopolistically exploit rich information about our behavior? Why should
the information about our behavior not be our own – collective – property?
This leads to a new proposal which directly addresses the asymmetry itself. It is
a variant upon an old arrangement. Let us call it the Big Data Claim (BDC), not
because it is big but because it is about Big Data.
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5.4. The Big Data Claim
In most countries, big and small companies have to send detailed data on their
activities and their exploitation to national statistical institutes. These legal
obligations originate from long ago, often from the first half of the twentieth
century. They were instituted because the society – including trade and industry, the
state and the scientific community – needed reliable economic statistics. The
national statistical institute (NSI) must keep the data on individual companies or
persons secret, but it may use the data for all statistical purposes. My proposal is to
bring the big data about our behavior under this legal obligation, at least in Western
liberal democracies with independent statistical systems. If the tech giants are
obliged to make all their information on our behavior available to our NSI’s, could
this really cure the information asymmetry?
Many NSI’s have developed skills in the processing of huge data files. If they
receive from the tech giants all big data on the behavior of all individuals living or
travelling in their country, they will have to scale up. For instance, in The
Netherlands the NSI already employs a system of files concerning all inhabitants (17
million) combining data on a lot of variables from many sources, administrative files
and registrations as well as statistical surveys. Scaling up could be manageable
within a few years if there is enough money for necessary investments. Furthermore,
the Dutch NSI exploits, in cooperation with other organizations, a Center for Big
Data Statistics, using already available Big Data. But are NSI’s sufficiently
equipped to exploit all tech giants’ Big Data for all relevant purposes?
Many NSI’s have developed cooperation with other research organizations,
including universities and their research institutes. For instance, in The Netherlands
the NSI arranged facilities for external research organizations to work on its
microdata files without violating its legal obligation to prevent the disclosure of
individual information (CBS 2019). So, by applying the existing rules of statistical
information to the Big Data available at the tech giants, these data could be available
to all bona fide research organizations, without creating any privacy issues. One of
the conditions these organizations must meet, is the obligation to publish the results
of their research; all results have to be available, without costs, to all interested
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persons. In this way, all useful knowledge which can be derived from this Big Data
will become available to everyone in our societies.
This proposal is no solution to the problem of the surveillance by tech giants.
Nor is it a remedy against the targeted manipulation facilitated by them. This
manipulation can be neutralized with the help of the Sovereignty Fund (SF) as
sketched in section 4, because the anti-commercial advertisements, financed by the
SF, can be issued as targeted as commercial advertisements. But, if the surveillance
and the targeting are to be banned, and their wielding of monopolistic power is to be
curbed, powerful regulation must be installed. The same holds if the detrimental
effects on our culture have to be limited. But for solving the problem of information
asymmetry, our proposal is adequate.
The Big Data Claim is not a disruptive arrangement and it is not a substitute for
more disruptive arrangements like regulation or forcing tech giants to pay for the
harvested data. But, unlike those disruptive arrangements, the BDC will really cure
the information asymmetry that threatens our democracy and our humanity. It is
relatively simple to implement a BDC in all countries with well-established
statistical legislation. It will enable us to analyze all Big Data, mobilizing all
scientific research institutes, and to produce and distribute all knowledge which can
be derived from these data, in combination with all other available sources of
knowledge. This knowledge will be available – like all information produced by
National Statistical Institutes and publicly financed research organizations – to us
all.
Putting the existing statistical legislation in effect on the tech giants’ Big Data
will meet their opposition. But this will have little effect on public opinion. These
giants meet increasing criticism because their unlimited use of the data on our
behavior never was our intention when we produced the information. So, there will
be little sympathy for their monopolization of the use of our behavioral data. If the
giants go to court, their chances will be seriously limited by the fact that the
statistical legislation prevents the disclosure of individual data as well as the use of
that data for other than statistical purposes. As in all other cases, the statistical
legislation does not harm legitimate commercial interests and it serves an important
public cause. In conclusion, executing the BDC will not be a risky political action.
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6. Summary and conclusions
An increasing wave of criticism concerning the cultural effects of neoliberalism
has emerged, concentrating on rising inequality, elitist power of tech giants,
declining democracy, growing resentment, fragmentation and destruction of
societies in Western countries. But we are lacking a clear strategy for tackling these
obvious problems of our economic and social fabric. We seem to be in a state of
disorientation, not seeing where to go. Even the existential threats of global warming
did not immediately focus us on decisive and sufficient measures to safeguard the
well-being of our grandchildren. Instead of ‘safety first’ our motivation seemed to
be ‘economy first’ or ‘business as usual’. However, recently the Covid-19 pandemic
has rocked our preoccupation with the short term economic ups and downs. Is that
creating an opportunity for reorientation?
What are the underlying reasons for our obvious disorientation? This article
points out that a long history of commercially biased manipulation of our
preferences offers a plausible explanation.
150 years ago, advertising became a professional occupation and since then the
manipulation of our preferences has become increasingly sophisticated. We are not
aware of the effects of that manipulation. It mainly affects the unconscious
determinants of our behavior and our consciousness ignores that. The effects of the
manipulation on our culture are produced gradually, without us noticing. We only
notice the outcomes, long after the effects started to change our culture. We just
mentioned some of those outcomes: rising inequality, elitist power of tech giants,
declining democracy, growing resentment, fragmentation and destruction of
societies. But the main outcome is our disorientation.
Marketing and advertising changed our preferences, making them biased to
impulsivity, materialism, competition and egocentrism. Not only as a direct effect of
the manipulation but also indirectly, by affecting our culture. Cumulative effects,
resulting from the interplay of direct and indirect effects of manipulation, reinforced
our disorientation. During the last half century, countervailing manipulations – e.g.
by churches and other authorities – lost steam and the commercial manipulation
became absolutely dominant. Our most popular media are financed by selling
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advertisements and that put the commercial manipulation on steroids. In our actual
preferences, reflection, humanity, solidarity and dignity rate lower than they would
have rated if no commercially biased manipulation had dominated our cultural
development during generations. Our societies display the symptoms:
impulsiveness, harshness, fragmentation, parallel realities, resentment.
This article defined the concept of potential personal preferences: those
preferences we would have after a period of unbiased manipulation. We can expect
our potential personal preferences to be less biased to impulsiveness, materialism,
competition and egocentrism; reflection, humanity, solidarity and dignity rating
higher than in our actual preferences. This indicates the direction of our potential
reorientation. That reorientation will help us to make the right decisions in handling
the crises in the climate and in our economic and social fabric. But how to start a
process of reorientation?
As long as the manipulation of our preferences continues to be commercially
biased, our disorientation will be extended. Therefore, a necessary condition for our
reorientation is the removal of the commercial bias in manipulation. This article
proposes to institute a Sovereignty Fund for that purpose. It describes how the
Sovereignty Fund will finance anti-commercial manipulation which neutralizes the
existing commercial bias. This anti-commercial manipulation will mainly consist of
promoting citizen’s values and ambitions. It restores consumer sovereignty and it
gives citizens a voice in determining the development of the culture of their society.
Then, our reorientation should be able to take off, because the necessary condition –
neutralizing commercial bias in manipulation – is fulfilled. But this condition is not
sufficient because our reorientation will be seriously hampered by the cumulative
effects of many decades of commercially biased manipulation.
The article presents two supplementary proposals which – together with the
Sovereignty Fund – will enable our reorientation to take off. The first supplementary
proposal is called the House of Citizens. It aims at instituting a powerful forum for
democratic deliberation that will bypass and cure the sensationalist atmosphere in
our societal and political communication in which polarization, spin doctoring,
scapegoating, conspiracy theorizing and lying have crowded out respectful listening,
honest arguing and reasonable compromising. The House of Citizens will be the
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forum where the power of reasonable deliberation will be demonstrated and real
democracy will be realized. It will also be the forum where the values and ambitions
of the people, promoted in advertisements financed by the Sovereignty Fund, can be
respectfully discussed and implemented.
The second supplementary proposal is called the Big Data Claim. It aims at
recapturing the immense quantity of data on our behavior which is monopolized by
the tech giants. It will enable us to use these data – produced by ourselves when
visiting the internet – for our common purpose, enriching our scientific and practical
knowledge about ourselves and our societies, without compromising our privacy. So
reversing the growing elitist information asymmetry will avoid us to become second
rate ‘humans’ in a dystopic world. This prevents our humanity to be ripped off us,
which would have wrecked our reorientation.
In combination, these three arrangements will enable our reorientation. The
Sovereignty Fund will neutralize the commercial bias in the actual manipulation of
preferences and the supplementary proposals will compensate for the cumulative
effects on our culture generated by the historical commercially biased manipulation.
The three proposals have some important features in common. They do not remove
or fundamentally change any existing institution27 and they are fundamentally
democratic. The implication is that they are relatively easy to implement by
benevolent politicians.
Do we have enough benevolent politicians? That is a great question. But the
obvious crisis of our economic and social fabric and of our languishing democracies
cannot be solved without real “Building Back Better”. The most important feature of
our proposals is that they do not require political leaders who charismatically
convince the people of their visionary ideas. These days we have every reason to
fear that kind of strong leadership. The only vision the benevolent politicians must
display is their commitment to democracy. That commitment creates sufficient
reason to institute a Sovereignty Fund, a House of Citizens and a Big Data Claim.

27

Many proposals for curing the crisis of our economic or social fabric include disruptive institutional
changes. For instance: Posner and Weyl present most interesting proposals in their book Radical
Markets (2018). These include a radical change of property rights. But as existing property rights are
deeply rooted in our culture, radically changing them will not occur in the near future. Introducing that
radical change would create extreme divisions in our societies with the likely outcome of paralysis.

48

A POLITICAL ECONOMY OF REORIENTATION. NEW THEORY AND POLICY …
And then, the preferences of citizens will evaluate towards reorientation. Developing
our potential personal preferences will open new perspectives for our economies,
our societies, ourselves and our grandchildren.
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Friedrich L. SELL
1. Introduction
The new world economy – disregarding for a moment Covid-19 – is and
continues to be dominated by the forces of globalisation and digitalisation.
Champions of the new digital technologies such as Amazon, Google, Apple,
Facebook, Microsoft etc., make use and profit extensively of patent regulations.
They help them to raise enormous revenues to the detriment of labor income and of
a greater equality in the distribution of incomes between profit income on the one
hand and labor income on the other hand. The argument has at least two different
aspects: in the first place, it is said that monopolies which intensively reap the
benefits of patent law, tend to raise the profit share vis-a-vis to the wage share (see
Author et al. 2020) within the firm. This is supported by the finding that – as an
indicator for a rising within-firm profit share – one observes an increasing ratio of
profits per employee. Secondly, this effect will be extended over the whole economy
if the portion of GDP which is generated in these monopolies rises over time. As a
result, the profit (wage) share expands (shrinks) in the whole economy.
The boader context into which these observations fall, is the role of market
imperferctions for the inequality of incomes. Besides the wage share and the profit
share effects mentioned above, the increasing concentration of incomes, as measured
by the Gini coefficient, is a further consequence of monopolies on goods markets,
but also of monopsonies on factor markets. Why? Both market types tend to distort
the remuneration of factors of production, such as labor income, capital income, etc.
It is a distortion in the sense that monopolies should not reap the benefits of their
market position beyond the (necessarily transitory) “Schumpeterian momentum”.1 A
more than transitory deviation of factors of production remuneration from their
respective productivities is in a way “illegitimate” and stands in contrast to the
convictions of a functioning market economy .
Furthermore, one may claim as a working hypothesis that the more relevant and
dominant these market types become for the whole economy, the higher will be the
Gini coefficient ex-ante (that is before the government intervenes with transfers
By the “Schumpeterian momentum” it is meant that pioneering entrepreneurs are sort of allowed to
temporarily enjoy the position of a monopolist provided it can be soon contested by competing
imitators.
1
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and/or taxes) for the respective factor incomes. The decomposition “technique” of
the Gini coefficient enables one to then aggregate the increasing concentration of
labor, capital etc. compensation to the overall concentration of income(s). This
opens an attractive alternative option for income (re)distribution policies: instead of
waiting for the government(s) to traditionally correct the Gini coefficient ex-ante by
tax and transfer instruments (which later results in a presumably lower Gini
coefficient ex-post), the concentration of market incomes, as measured by the Gini
coefficient ex-ante, can be directly affected by an effective and efficient competition
policy.2
It is precisely here where our contribution can help to fil a gap in research, but
also in economic policy: Traditionally, theory and policy of income distribution
were not concerned with questions of competition theory and policy (see, for
example, Campano, Salvatore 2006). At the same time, the latter strand of
economics was seldom, if at all, interested in issues of inequality (see, for example,
Motta 2009). Only recently, one finds attempts to investigate barriers to entry into
markets and their distributional consequences (see Colciago, Mechelli 2020), the
possible links between the struggle for market shares and inequality (Hefti,
Teichgräber 2021) or the impact of import competition on income quantiles of
households (Helble et al. 2018).
The rest of the paper is organized as follows: In the next, second, section, we
will present some stylized facts on the development of Gini coefficients and of real
wages in the US economy. This is followed by a brief review of the literature related
to our subject. In the third section, we theoretically develop a simple model for the
factor remuneration when monopolies/monopsonies are at work and demonstrate the
impact of such market imperfections on the real wage rate and the partial/overall
Gini coefficients with the help of model calibration and simulation. The fourth
section puts our results into the framework of the Gini decomposition approach.The
fifth chapter is then dedicated to the options for competition policy to correct market

2

Traditional competition policy has not been concerned directly with distributional issues. It was led
by the profound conviction that market outcomes are acceptable, as long as the market dominance of
individual firms and/or attempts to hinder competition are either only transitory or can be avoided at
all.
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imperfections and thereby reduce the concentration of personal incomes. We
conclude in the sixth section.
Notice that the intention of our paper is basically a conceptual, and hence not an
empirical one: the insights won here are not dependent of a specific country (sample
of countres) or period(s) of observation. When we cite literature relevant to our
subject, many contributions comment market imperfections in the conetxt of the US
economy. But this does not imply that observations from the US economy are too
“country-specific”: On the contrary, especially in the field of digital platform
technologies, the US development anticipates what will and does later on occur in
other parts of the world economy. We want to elaborate a theoretical foundation for
a new focus of competition policy and establish the direct and complementary link
between goals and instruments of competition policy and, at the same time, of
income distribution policy. In a sense, we plead for a Neo-Adam-Smithsonian view
which expects a well functioning market economy with highly contested markets to
best fulfil the requirements of an acceptable inequality of incomes.

2. Stylized facts and a brief review of recent literature
Figure 1 plots the Gini coefficients3 ex-ante (that is before transfers and taxes)
against the calendar years, each of the 51 US states is on a separate line.
Additionally, the aggregated Gini coefficient of the USA is plotted as a thick grey
band. The impression one gets from Figure 1 is clear: we can observe two things.
Both an upward trend – and hence an increasing concentration of personal incomes
– among all the single Gini coefficients ex-ante of the 51 US states. Also, these
single Gini coefficients ex-ante are converging very much since the beginning of the
new millennium, though considerable convergence is already to be seen in the data
long before.

3

The Gini coefficient is a widely used measure of statistical dispersion or likewise of concentration
intended to indicate the income inequality within a region/nation or any other sub-sample of persons. It
is defined for a range between 0 (no concentration) and 1 (full concentration). It was originally
developed and brought into science by the Italian statistician and sociologist Corrado Gini. See, for
more details, Schira (2003: 65-75).
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Figure 1. Gini coefficients (0 < G < 1) for the states of the USA (1917-2015)

Sources: Frank (2021), own calculations and elaboration.

From Figure 2, we can also learn two things: first, that nominal average hourly
wages (at current USD) rose steadily from the mid-1960s on. The five recessions
(see the pink columns in Figure 2) which occurred since then could not change this
picture. However, that development did not translate into real welfare gains for
employees. This is the second significant observation. Real hourly wages (at
constant 2019 USD) are hence almost constant in the USA since the mid-1960s.
There were some moderate ups (in the 1970s) and downs (in the 1990s), but the
overall impression one gets from the data is that US workers have not profited from
economic growth in the US economy.
Now, the academic challenge consists in finding a theoretical framework which
is capable to both explain stagnating/falling real (hourly) wages and an increasing
(and possibly) converging concentration of personal incomes.4 Before we do this by
means of a simple numerical model based on neoclassical tools – which is then both

4

Notice that for a full explanation of the falling labour share in the USA, one needs to have also a look
at GDP, at employment figures, etc. and at additional aspects of the US economy which go beyond the
market imperfections we emphasize below. The network society raised by Castells (1996), but also
issues such as globalisation, capital deepening, substitution of labour by capital and automation
processes, etc. come into play. See, for that matter, a recent McKinsey study (2019).
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calibrated and simulated – let us have a short view on related literature: what do we
know, what is/has been researched so far? In the few examples out of recent
literature we give in the following (see below), one can find distinct and singular
explanations of stagnating/falling real wages, of market imperfections (monopolies,
monopsonies) and of the increase both in income inequality as in the convergence of
inequality. Every single contribution brings up important aspects of our subject. But
none of them, as it seems, puts them comprehensively together.
Figure 2

Source: Richter (2019).

Real wages in the USA
Hourly real wages, and their stagnation if not decline in the USA is a subject
frequently addressed not only by academics – like Stricker (2020) and Graetz and
Shapiro (2020) – but also by consulting agencies as McKinsey (2019), research units
like the PEW research center (Desilver 2018) and institutional (parliamentarian)
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services as the Congressional Research service (2020): “Reports of stagnant median
wages have … therefore raised concerns among some that economic growth over the
last several decades has not translated into gains for all worker groups”
(Congressional Research 2020: 2).
Monopolies in the US economy
The recent “hype” (which is not too much saying) across the globe on the
alleged monopoly power of US digital giants (or likewise “superstars”), such as
Amazon, Google, Facebook, Apple, Microsoft etc. has raised also a new interest
among economists and further scientists for market imperfections and their possible
repercussions on the labor share (Author et al. 2020), on the concentration of
(personal) incomes (Sell 2020) and/or the social and political consequences of their
accumulated power (Moore, Tambini 2018) and control on personal data.
Monopsonies in the US economy
After a more or less short trip into the field of monopsonistic competition, labor
economics seems to have steered back its focus towards monopsony itself. Many
generalizing, but also country-oriented studies have been published recently. After
the great recognition the investigation of Card and Krueger (1997) – whose main
concern was to establish the positive employment effects that minimum wages can
generate under the regime of a monopsony – received in the 1990s, nowadays, the
interest centers on sectors of the US economy such as health care (Chown et al.
2019), education (Goolsbee, Syverson 2019) or even football (Makofske 2018).
Increasing inequality and inequality convergence, not only in the USA
This “double feature” needs a bit more of a paragraph: An outstanding
contribution to this subject is, on a broad scale, due to Piketty and Saez (2003) and
their many papers which came afterwards: on a theoretical level, the main interest of
the authors is with the construction, validity and empirical relevance of the so-called
Kuznets curve – an inverse-U shaped function with the real per-capita income as
independent and the (ex-ante) Gini coefficient as the dependent variable – for the
US economy. They find a sort of “double Kuznets curve” in their data (1913-1998):
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“One could indeed argue that what has been happening since the 1970s is just a
remake of the previous inverse-U curve: a new industrial revolution has taken place,
thereby leading to increasing inequality, and inequality will decline again at some
point, as more and more workers benefit from the innovations” (Piketty, Saez 2003:
2). At the end of the day, this finding can neither be taken as an argument in favor
nor against convergence in inequality.
The paper of Lin and Huang (2011) – like an earlier study by Bao and Dhongde
(2009) – is basically empirical. It makes explicitly theoretical reference, however, to
the neoclassical (conditional) convergence of per-capita incomes approach in the
vein of Barro and Sala-i-Martin (1999): countries or regions with similar political
preferences5 and/or economic fundamentals6 tend to move towards the same timeinvariant distribution of income (Lin, Huang 2012: 154).7 The problem with this
type of thinking is that “preferences” and/or “fundamentals” of an economy are
often mirrored and directly affected by government consumption and/or investment.
As the latter highly correlate with public taxes and transfers, Gini coefficients exante, it seems, are an inadequate means to measure inequality here.
Sell (2015) does not conduct any country-specific empirical investigations in the
field of inequality convergence. However, he finds out empirically that inequality
converges between the group of developing and the group of industrialized
countries: while income dispersion has decreased in the first group of countries, it
increased in the second group of countries. As the USA belongs to the second group
of countries, this finding confirms that the steady state in the inequality of personal
incomes of the USA has tended to go up (Sell 2015: 15-19).
Doran and Jordan (2015), analyze changes in the levels and in the composition
of income inequality among US counties in the period from 1969 to 2009. They also
decompose inequality using the Theil coefficient into between-state and within-state
inequality. Their article finds that income inequality has increased in the period
studied with between-state inequality decreasing and within-state inequality

5

Such as for democracy, independency of key public institutions, the rule of law etc.
Such as the degree of industrialization, stock of human capital, etc.
7 Notice that this formulation literally resembles in total a phrase in Bao, Dhongde (2009: 296). When
it comes to neoclassical convergence theory, it seems, as if one is assuring (only) what the other says or
has said before.
6
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increasing. The authors subsequently decompose income inequality into the
proportion arising from differences in productivity and employment–population
ratios across counties. The results suggest that inequality arising from differentials in
labor productivity has fallen over the period studied while those arising from
employment-population ratio differences have increased.
Apergis et al. (2018) defend the idea of club convergence, which is the
perception that specific states, sectors, regions, who share a number of important
similarities (institutions, jurisdictional system, etc.), move from “disequilibrium
positions to their club-specific steady state positions” (Apergis et al. 2018: 152).
Studying a very long period of inequality (1929-2009), the authors come to the
conclusion that a sort of mixed picture evolves, especially in the more recent past:
while in the 1970s and in part of the 1980s, the hypothesis of convergence is
supported, divergence dominates thereafter.
One of the most recent significant contributions to our subject stems from
Sergio Rey (2018): his extensive investigation on US states, over a huge period of
time (1929-2012), concludes that interpersonal inequality displayed – for the longest
time – a (not inverse, but a “correct”, the author) U pattern (Rey 2018: 174). “By
contrast, interregional income inequality between the US states has displayed a
general decline up until the end of this period where convergence has slowed or
even reversed” (Rey 2018: 174).
Guo and Sell (2020, 2021) develop a political economy equilibrium framework
for personal income distribution. In the beginning, they set up a theoretical model
rooted in status theory. With this concept, one may explain a certain or optimal
degree of inequality in society and define a steady-state to which inequality can
converge. By taking the aggregated Gini coefficient due to a collective decision
process, deviations from the steady-state due to shocks are allowed. A return to
equilibrium is feasible with speed compatible with the collective decision-making
process. The authors then conduct an empirical analysis of personal income
distribution in 28 European nations for the period before, during, and after the great
recession of 2009/2010 and the Euro crisis of 2010/2015 (1995–2019). Not
surprisingly, they find inequality convergence in the data. However, the speed of
convergence is not the same for all countries.
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3. Profits, wages, prices, income and employment against the background of
market imperfections: a calibration of monopoly cum monopsony (and of
competition cum competition)
The aim of this section is to explain what the occurrence of a “double
imperfection”, that is both on the goods (“monopoly”, one supplier only) and on the
labour (“monopsony”, one employer only) market implies for the remuneration of
labour and capital, but also for profits, prices, employment and income achieved. To
keep things simple, we concentrate on the factor of production “labour”. The results
achieved can be compared in theory with a “perfect world” of competition both on
the goods and on the factor market. We then proceed to a numerical calibration of
both models (“monopoly cum monopsony” vs. “competition cum competition”)
which enables us finally to conduct a simulation experiment of the distributional
consequences for each scenario, as measured by the implied Gini coefficients ex
ante. The idea behind this procedure is to demonstrate how dominant market
positions – either on the goods (“monopoly”) or on the labour market
(“monopsony”) – tend to deteriorate personal income distribution.
Monopsony in theory
The following equation defines the maximization problem of a monopsonist: π
stands for the profit of the firm, p is the price of the output good, w is the nominal
wage rate, y is output, which depends on labor L and capital K (here capital K  0
is a constant parameter). Hence, the monopsonist maximizes profit vis-à-vis labour
input L when the marginal revenues and the marginal costs of labor equate:
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(1) max  (L)  max  py(L, K)  L  w  rK
L
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Monopoly in theory
The following equation defines the maximization problem of a monopolist, with
the standard definition of economic variables (see above). Hence, also the
monopolist maximizes profit vis-à-vis labour input L when the marginal revenues
and the marginal costs of labor equate:
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Monopoly cum monopsony in theory
Integrating both solutions yields8:
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In the following, we disregard from the factor Capital (K) and consider all income
sources in the dimension “Euro per hour”.
Numerical calibration of monopoly cum monopsony
Demand function:
Marginal revenue:
Labour supply:
Marginal costs:
Production function:
Marginal Revenue:
Numerical Output:

;
;

Marginal productivity of labour:
Wage rate:
Labour input:
Price:
Real wage rate:
8

It is evident from the formula that the development of (marginal) labour productivity is a further
decisive factor for the explanation of stagnating real wages (see above). This subject, however, goes
well beyond the scope of this paper. The same applies to the important question whether
monopolies/monopsonies are a hindering factor for the evolution of labour productivity, as long as they
persist much longer than a Schumpeterian innovator would do. To test for the existence of the latter
would at least require to detect significant imitators.
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Wage formula:

;
Profits:
Profits per hour:
Numerical calibration of competition cum competition
Marginal Revenue (price):
Marginal costs (wage rate):
Real wage rate:

= w9

Production function:

;

Marginal productivity of labour:

Labour input:
Numerical Output:
Profits:
Profits per hour:

;

;

;

The results of the model calibration are clear: wages per hour are higher under
competition cum competition (6.50 vs. 5.185), while profits per hour are higher
under monopoly cum monopsony (481.185 vs. 146.553). The same applies to real
wages and real profits (0.433 vs. 0.238).
In the Annex, we have simulated the corresponding Gini coefficients of labour
income per hour, of profit income per hour and of total income per hour, separately.
In Tables 1 and 2, we have calculated Gini coefficient for wages (€ per hour); the
wages corresponding to the different market forms are sort of stylized figures of the
numbers we achieved in the model calibration (5 € vs. 6.5 €).

Knowing the structural difference between the “monopoly cum monopsony” and the “competition
cum competition” model enables us to choose sort of “freely” the nominal wage rate (higher) and the
price level (lower) in the latter constellation.
9
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In both Tables, we suppose the existence of 10 different markets with either
“monopoly cum monopsony” or with “competition” prevailing as a market form. In
Table 1, the assumption is that 10 percent of the markets are organized by
“monopoly cum monopsony”, and 90% by competition, in Table 2 we assume an
equal share (0.5/0.5) of both market forms. When calculating the respective Gini
coefficients, one gets a clear result: the Gini coefficient is strictly lower in an
economy with a comparatively high share of competitive markets: 0.021 < 0.062.
In Tables 3 and 4, we have calculated Gini coefficient for profits (€ per hour);
the profits corresponding to the different market forms are sort of stylized figures of
the numbers we achieved in the model calibration (300€ per hour vs. 100€ per hour).
In Table 3, the assumption is that 10 percent of the markets are organized by
“monopoly cum monopsony”, and 90% by competition. In Table 4, we assume an
equal share (0.5/0.5) of both market forms. When calculating the respective Gini
coefficients, one gets a clear result: the Gini coefficient is strictly lower in an
economy with a comparatively high share of competitive markets: 0.136 < 0.227.
In Tables 5a/5b and 6a/6b, we finally have calculated Gini coefficient for the
sum of profits (€ per hour) and wages (€ per hour). The Gini decomposition axioms
(see below) allow for that. In Tables 5a/5b, the assumption is that 10 percent of the
markets are organized by “monopoly cum monopsony”, and 90% by competition, in
Tables 6a/6b, we assume an equal share (0.5/0.5) of both market forms. When
calculating the respective Gini coefficients, one gets a clear result: the Gini
coefficient is strictly lower in an economy with a comparatively high share of
competitive markets: 0.129 < 0.219.
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Table 1. Calculation of the Gini coefficient for wages (€ per hour), monopoly
cum monopsony and competition (0.1/0.9) with 10 different markets
Original
Distribution

Accumulated
distribution

Accumulated even
distribution

Difference

5

5

6.35

1.35

6.5

11.5

12.7

1.2

6.5

18

19.05

1.05

6.5

24.5

25.4

0.9

6.5

31

31.75

0.75

6.5

37.5

38.10

0.6

6.5

44

44.45

0.45

6.5

50.5

50.8

6.5

57

57.15

0.15

6.5

63.5

63.5

0

63.5

342.5

322.25

6.75

0.3

63.5/10 = 6.35
Source: own compilation.
Gini = 6.75/322.25 = 0.021
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Table 2. Calculation of the Gini coefficient for wages (€ per hour), monopoly
cum monopsony and competition (0.5/0.5) with 10 different markets
Original
Distribution

Accumulated
distribution

Accumulated even
distribution

Difference

5

5

5.75

0.75

5

10

11.5

1.5

5

15

17.25

2.75

5

20

23

3

5

25

28.75

3.75

6.5

31.5

34.5

3

6.5

38

40.25

2.75

6.5

44.5

46

6.5

51

51.75

0.75

6.5

57.5

57.50

0

57.5

297.5

316.25

19.75

1.5

57.5/10 = 5.75
Source: own compilation.
Gini = 19.75/316.25 = 0.062

Proposition 1: The Gini coefficient for wages is a positive (negative), monotone
function of the degree of monopolisation/monopsonisation (competition) prevailing
in the economy.
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Table 3. Calculation of the Gini coefficient for profits (€ per hour), monopoly
cum monopsony and competition (0.1/0.9) with 10 different markets
Original
Distribution

Accumulated
distribution

Accumulated even
distribution

Difference

100

100

120

20

100

200

240

40

100

300

360

60

100

400

480

80

100

500

600

100

100

600

720

120

100

700

840

140

100

800

960

100

900

1080

180

300

1200

1200

0

1200

5700

6600

900

160

1200/10 = 120
Source: own compilation.
Gini = 900/6600 = 0.136
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Table 4. Calculation of the Gini coefficient for profits (€ per hour), monopoly
cum monopsony and competition (0.5/0.5) with 10 different markets
Original
Distribution

Accumulated
distribution

Accumulated even
distribution

Difference

100

100

200

100

100

200

400

200

100

300

600

300

100

400

800

400

100

500

1000

500

300

800

1200

400

300

1100

1400

300

300

1400

1600

200

300

1700

1800

100

300

2000

2000

0

2000

1900

11000

2500

2000/10 = 200
Source: own compilation.
Gini = 2500/11000 = 0.227

Proposition 2: The Gini coefficient for profits per hour is – perfectly in line with the
case of wages (see above) – a positive (negative), monotone function of the degree
of monopolisation/monopsonisation (competition) prevailing in the economy.
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Table 5a. Calculation of the Gini coefficient for profit income (€ per hour) and
wage income (€ per hour) monopoly cum monopsony and competition (0.1/0.9)
10 different markets
Profit income

Wage income

Total income

Accumulated
distribution

100

6.5

106.5

106.5

100

6.5

106.5

213

100

6.5

106.5

319.5

100

6.5

106.5

426

100

6.5

106.5

532.5

100

6.5

106.5

639

100

6.5

106.5

745.5

100

6.5

106.5

100

6.5

106.5

958.5

300

5

305

1263.50

1200

63.5

1263.50

6056

852

Source: own compilation.
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Table 5b. Calculation of the Gini coefficient for profit income (€ per hour) plus
wage income (€ per hour) monopoly cum monopsony and competition (0.1/0.9)
10 markets
Accumulated distribution

Accumulated even
distribution

Difference

106.5

126.35

19.85

213

252.7

39.7

319.5

379.05

59.55

426

505.4

79.4

532.5

631.75

99.25

639

758.1

119.1

745.5

884.45

138.95

1010.8

158.8

958.5

1137.15

178.65

1263.50

1263.5

0

6056.0

6949.25

893.25

852

Source: own compilation.
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Table 6a. Calculation of the Gini coefficient for profit income (€ per hour) and
wage income (€ per hour) monopoly and competition (0.5/0.5) with 10 different
markets
Profit income

Wage income

Total income

Accumulated
distribution

100

6.5

106.5

106.5

100

6.5

106.5

213

100

6.5

106.5

319.5

100

6.5

106.5

426

100

6.5

106.5

532.5

300

5

305

837.5

300

5

305

1142.5

300

5

305

300

5

305

1752.5

300

5

305

2057.5

2000

57.5

2057.5

8835.0

1447.5

Source: own compilation.
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Table 6b. Calculation of the Gini coefficient for profit income (€ per hour) and
wage income (€ per hour) monopoly cum monopsony and competition (0.5/0.5)
10 markets
Accumulated distribution

Accumulated even
distribution

Difference

106.5

205.75

99.25

213

411.5

198.5

319.5

617.25

297.75

426

823

397

532.5

1028,75

496.25

837.5

1234.5

397

1142.5

1440.25

297.75

1646.0

198.5

1752.5

1851.75

99.25

2057.5

2057.5

0

11316.25

2481.25

1447.5

8835.0
Source: own compilation.

Proposition 3: If total income (€ per hour) is the sum of wages (€ per hour) and
profits (€ per hour), the impact of an increasing degree of monopolisation cum
monopsonisation in the economy on the overall Gini coefficient is clear-cut: the
higher (lower) the representation of monopolies/monopsonies in the economy is, the
higher (lower) will be the associated Gini coefficient.
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4. Gini decomposition
Equation (8) is the basic decomposition of the Gini coefficient (ex-ante)
following Shorrocks (1982), Doran and Jordan (2016), Costa (2019) and many other
contributions.

G symbols the Gini coefficient of total income for the whole population.

is

obtained quite easily as a weighted sum of the Gini indexes Gi of each (say two, 1
and 2, that makes i = 1, 2; in our case the group of wage earners and the group of
profit earners) subgroup, where the weights are given by the population (in our case
market) share pi and the income share si of the two subgroups:
= G1p1s1 +G2p2s2.
“GW allows to evaluate the contribution to total inequality related to the variability
within the subgroups. Low values of GW indicate homogenous subgroups … while a
high GW provides the opposite indications (Costa 2019: 7). Hence, by definition of
(1) and (2), we achieve:

G1p1s1 +G2p2s2) =

,

where in the case of only two subgroups: p1 = (1 – p2) and s1 = (1 – s2). GB measures
the extent of inequality between subgroups and GT is the overlapping component,
which captures the “degree of overlap between the income distributions in the
various areas” (Özmucur, Silber 2009: 324):
(11)

= G12p1s2 +G21p2s1,

where G12 = G21 in the case of only two subgroups. So we get:
(12) G - G1p1s1 +G2 p2s2) = G12p1s2 +G21p2s1,
The term G12 or likewise G21, when there are only two subgroups, equals the Gini
coefficient between group 1 and group 2. According to Costa (2019, S. 9):
p1

s1)/2

A look at Tables 1 through 4 and the respective distribution of wages and profits
shows that, in our case, there is no overlapping of the distributions of incomes
(

. Applying hence the above formulas with no over-lapping to our

simulation exercise, reveals the following numbers/results:
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G1p1s1 +G2p2s2

G12p1s2 +G21p2s1,

Table 5b: Income distribution in the mostly competitive economy
From the simulation in the annex, we have: G = 0.129.
1: wage income; p1 = 9/10; s1 = 0.05; G1 = 0.021; G1p1s1 = 0.01
2: profit income; p2 = 1/10; s2 = 0.95; G2 = 0.136; G2p2s2 = 0.013
(9a) GW = 0.01 + 0.013 = 0.023
(10a) G – GW = 0.129 – 0.023 = 0.106 = GB
Table 6b: Income distribution in the economy with strong market imperfections
From the simulation in the annex, we have: G = 0.219.
1: wage income; p1 = 5/10; s1 = 0.028; G1 = 0.062; G1p1s1 = 0.001
2: profit income; p2 = 5/10; s2 = 0.972; G2 = 0.227; G2p2s2 = 0.110
(9a) GW = 0.001 + 0.110 = 0.111
(10a) G – GW = 0.219 – 0.111 = 0.108 = GB
There is a significant difference in the variability within the subgroups: 0.023 vs.
0.111, where the variability is comparatively higher in the market imperfections
scenario of Table 6b. With regard to the inequality between the subgroups, the
variability is almost identical, though comparatively smaller in the competitive
scenario of Table 5b (0.106 vs. 0.108).

5. Competition policy as a device for correcting personal (market) income
distribution before income taxes and money transfers do
It is common knowledge among economists that in a world of ordinary scales,
an equal distribution of incomes maximizes total utility, whenever individual
marginal utilities of income are identical (Külp 1975: 83). This result changes if
individual marginal utilities of income differ (Külp 1975: 85). Now, maximization
of total utility requires to render more income to those equipped with the higher
marginal utility of income (curve). As the magnitude of individual marginal utilities
of income is, in principle, unknown to us, one may think of many types of (more or
less) uneven distribution of incomes. As long as we talk about positive economics,
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there is no criterion at hand which helps us to make the best choice. Therefore, we
tend to accept the distribution of incomes, as it is delivered by the market process in
the first place. If policy makers follow the axioms of a widely respected (normative)
welfare function, it is feasible to design an optimal distribution of incomes.
However, one may postulate that the market-oriented distribution of incomes itself
should not already be biased, long before the government starts to correct it. Put it in
these words: the Gini coefficient ex-ante is actually being calculated on the basis of
existing significant monopolies and monopsonies, but it should not. An “un-biased”
Gini coefficient ex-ante should be computed after correcting for market
imperfections. Hence, competition policy has two reasons to fight market
imperfections: one is to safeguard a functioning competition on markets and the
second is to submit to the policy makers a “well-functioning” income distribution of
incomes they may wish to correct afterwards.
Depart from the following thought: the Gini coefficient ex-ante is traditionally
higher (see Sell, Öllinger 2019) than the Gini coefficient ex-post (after taxes and
transfers installed by policy makers). If competition policy successfully reduces the
Gini coefficient ex-ante, the policy effort to reduce the Gini coefficient ex-ante –
given the envisaged Gini coefficient ex-post – can be lower (and cheaper in terms of
the transfer size required), ceteris paribus. In addition, further economic policy
chapters, such as minimum wage policy and/or a strategy of wage subsidies, become
(more) redundant. Hence, competition policy enhances the efficiency of
redistribution (fiscal) and/or of labour market policy.
Moreover, if it becomes less necessary for the government to make use of
progressive taxation for the upper income groups, fiscal policy will presumably
become more effective as well: because a lower need for redistribution (fiscal) policy
reduces the pitfalls of the Laffer curve, too.
In the following, we will assess two options: one is that competition policy
eases/enhances the possibilities for new firms to enter monopolized or
monopsonized markets, the other is that competition policy makes it harder to
monopolies and/or monopsonies to survive under the pressure of taxes, tariffs etc.
The first option has been the subject of a library filling amount of books and
articles. Therefore, it seems unnecessary to evoke the key results of these many
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studies. However, we will see below that one can relate specific instruments used by
policy makers to directly fight the market power of monopolies and/or monopsonies
to the overall goal to create more competition in markets.
Let us inspect the second option. See, for the following (Sell, Kermer 2017: 9093): Fiscal policy has several possibilities to fight monopolies and/or monopsonies
and their detrimental effects to consumers (low supply/high prices). The main
alternatives consist in taxing profits, taxing revenues or to subsidize costs. Let us
begin with the case of a monopoly:
(1) The taxation of profits results primarily in a status-quo: the optimal quantity
and the optimal price to the monopolist will not change at all, only his level of
profits will be dampened. The consumer rent remains constant. (2) The effects to be
expected from a taxation of revenues is even worse for the consumers: The optimal
quantity will shrink and the optimal price will rise, hence, the consumer rent is
reduced. (3) Economic policy might want to incentivize the monopolist to increase
the level of production by granting him a cost subsidy: here, the monopolist will in
fact react with an increased supply and a concomitant lowering of the price. The
consumer rent, hence, will rise. (4) A fourth option applies to the situation where the
domestic (importing) economy faces a foreign (exporting) monopolist. As is the case
of (domestic) taxation, one may expect (again only) a rise in the domestic price to
consumers, a lowering of the consumer rent and a shrinking supply of goods. One
thing, however, can make a difference: if the government deploys the collected tariff
revenues in favour of domestic consumers, their loss of consumer rent may be (even
more than) compensated. And there might as well exist another indirect effect:
profits of the foreign monopolist are reduced. A possible consequence: the domestic
market becomes less attractive to the monopolist and he might shift his interest
towards other countries…. If so, domestic producers will possibly discover a new
market.
What about monopsonies? As can be shown easily, a taxation of profits does,
again, not alternate the profit maximum: neither the amount of labour hired nor the
wage paid to the employees is affected. Results change quite a bit, when it is not the
profit, but the revenue which becomes taxed: The monopsonist will choose for his
optimum a lower input of labour, and, accordingly, a lower wage rate offered to the
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employees (see Kermer, Sell 2021, forthcoming). The final option is interesting:
paying a (constant) subsidy for any unit produced, will incentivize the
monopsonistic firm to increase production and hence employment. Given the
upward sloped labour supply function, the wage rate must rise, also. Minimum
wages are an interesting case with respect to monopsonies. As we know already
from early studies by Card and Krueger (1997), excluding special situations (see
Sell, Ruf 2016), minimum wages tend to increase wages and employment offered by
the monopsonist. But, there is another “side effect”: minimum wages tend to
dampen also profits of the monopsonist, what makes this market less attractive for
access to further (competing) employers (Sell, Ruf 2016). Hence, the likelihood for
a switch in the market from a monopsony to an oligopsony becomes less likely,
ceteris paribus. The latter, in turn, would presumably increase the degree of
competition. Here comes the link to our first option from above: the specific
instruments used against monopolies and analysed earlier, such as the taxation of
revenues or profits, the instalment of tariffs to weaken foreign monopolists or the
granting of production subsidies, will also be accompanied by “side effects”: the
effectiveness of these instruments will hence be the higher (lower), the less (more)
they are going along with a shrinking profitability of the respective
monopoly/monopsony. Ultimately, a kind of trade-off appears: all those instruments
designed to “hurt” the monopolist/monopsonist by reducing his net profits, have a
countervailing effect on the attractiveness of the market to possible newcomers, as
long as its profitability is lowered relatively to the median or the average market in
the economy.

6. Summarizing conclusions

The aim of this paper was to close the gap between the subjects of personal
income distribution on the one hand and of competition policy in markets with (nontransitory and hence non-Schumpeterian) monopolies and monopsonies on the other
hand. What have we learnt? First, competition policy has at least two reasons to
fight market imperfections: one is to safeguard a functioning competition on markets
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and the second is to submit to the policy makers a “well-functioning” income
distribution of incomes they may wish to correct afterwards. Second, competition
policy enhances the efficiency of fiscal redistribution and/or of labour market policy.
And third: fiscal policy is capable to effectively fight monopolies and monopsonies.
The alternative instruments available have been presented above.
As a result, we may summarize that a correction of inequality in personal
incomes is feasible ex-ante, that is, long before the government intervenes with taxes
and transfers in order to dampen the original Gini coefficient which is the outcome
of market processes. In order to put forward our thoughts, we have made use of
simple model calibration, simulation and Gini decomposition techniques. A future
extension of our approach may search for macro-economically valid indicators for
market imperfections which will make an in-depth empirical analysis of this subject
possible.
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1. Introduction
Since the mid-1970s, multinational enterprises (MNEs) have been moving from
developed countries towards emerging markets (EMs) due to the saturation of the
developed markets and the possibility of new market opportunities and future
growth (London, Hart 2004). These EMs differ significantly from the traditionally
served developed markets, and it was recognized that new strategies for entering
these markets were necessary (Marquis, Raynard 2015; Narayanan, Fahey 2005).
Consequently, researchers started to focus on how to analyse and enter business
sectors in EMs. However, the majority of previous research on business activities in
EMs do not distinguish between the developed and underdeveloped segments of
these countries, neglecting the large internal diversities and considering EMs as
homogeneous entities (Schuster, Holtbrügge 2012). The so-called “Bottom-of-thePyramid” (BoP) has to be separated from the more traditional markets at the “Topof-the-Pyramid” (ToP) within a country as they have significantly different socioeconomic, cultural and infrastructural contexts (see figure 1). MNEs therefore
require different strategies for different types of markets within an EM (Omar,
Williams 2009; London, Hart 2004; Schuster, Holtbrügge 2012). The frameworks
are currently only applicable to the ToP segment of EMs and do not include the
possibility of intra-national differences. Therefore, this research focuses on how the
frameworks can be developed further to make them also applicable to the BoP.
For MNEs expanding towards EMs, the common choice is to serve the ToP,
while for a long time BoP-markets, consisting of the world’s lowest-income
population, have been turned down and overlooked as a potential target. However,
since the publications by Prahalad and colleagues from 1998 on (e.g. Prahalad,
Lieberthal 1998; Prahalad, Hart 2002) the idea that MNEs could both enhance their
profit and reduce the poverty of billions of people by selling to the poor has been
widespread (Kolk et al. 2014). According to Prahalad, the BoP is a significant
untapped global market and their aggregated income represents a major potential for
new growth paths for MNEs (Zhu et al. 2019). However, many firms that entered
this market struggled for success, resulting in eventually pulling their projects out of
the BoP or moving them to their corporate social responsibility (CSR) branch
(Chliova, Ringov 2017). When MNEs move to EMs, they often misinterpret it as a
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strategy for the BoP (Landrum 2014). The traditional internationalization strategy
that was developed for foreign direct investment (FDI) towards the one billion
people in ToP is not sufficient to be simply adapted and extended into BoP-markets
due to the large differences in these markets including their socio-economic
development, culture and accessibility (Schuster, Holtbrügge 2012; Wright et al.
2005). Instead, corporations have to rethink and reshape the way they operate their
businesses to fit with the context of the BoP (London, Hart 2010).
Researchers began to explore and present business models modified to the BoP
(e.g. Ver Loren van Themaat et al. 2013) and frameworks for specifically analysing
BoP business models (e.g. Raj, Aithal 2018). However, to the best of my knowledge
a framework for analysing business sectors in EMs that also can be applied to the
BoP segment within these markets has not been presented yet. In studies that focus
on MNE strategies for the BoP, the specific local factors that are context-dependent
are not separated from general BoP characteristics and the BoP has often been
depicted as a homogeneous segment (Lappeman et al. 2018). Hitherto, mostly ‘onesize-fits-all’ business models and strategies for the BoP have been presented in
academic studies. However, as illustrated in figure 1 “the BoP is not homogeneous
both within and across communities” (Dembek et al. 2020: 380), and especially in
BoP-markets a one-size-fits-all strategy will not work and leads to entry failures
(Lappeman et al. 2018). One-size-fits-all strategies are significantly different from
strategies that are composed based on frameworks since frameworks take into
account local contextual differences between countries in which the BoP is situated,
and one-size-fits-all strategies do not. Lappeman et al. (2018) are among the first to
evaluate both the general characteristics that are true for every BoP-market and
those that are local and thus context-specific. This research builds on these ideas by
considering both those characteristics from the BoP that differ per context and that
are generally present in every BoP-market.
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Figure 1. Differences between BoP & ToP within country and BoP & BoP
between countries

Source: authors’ own elaboration.

When developing a strategy for the BoP, MNEs have to take into account
both the differences between the ToP and BoP context within a country and the
local differences of BoP contexts between different countries. Therefore, a
framework that considers both the local and general factors of a BoP-market to
analysis it for opportunities and threats, and eventually choosing a strategic
entry mode is needed. Existing frameworks for analysing business sectors in
emerging markets (e.g. Van den Ban 2009; Quist 2011) fail to include the
possibility of a BoP-segment and that this BoP can differ between countries.
This forms the theoretical gap for this research. Entry mode was chosen as a
research subject because it can be perceived as one of the most critical decisions
a firm must make when it enters a foreign market (Cui, Jiang 2012). It is thus
critical for MNEs to make informed choices in developing their strategy for
entering a specific BoP-market. Building on the frameworks that were
presented in the work of van den Ban (2009) and Quist (2011) for analysing
business sectors in EMs, this article investigates to which extent they are
applicable in the context of the BoP and which factors and theories have to be
changed or added.
Therefore, the following research question arises: “How does a framework
for analysing business sectors in emerging markets look like when taking into
account the local context-dependent and general factors of the BoP?”
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2. Literature review
2.1. Existing frameworks for analysing emerging markets business sectors
Before the decision is made whether to engage in FDI in a particular new
market, firms first have to analyse and gain knowledge on this new
environment. Especially EMs, characterized by greater informality, less
developed governments and weaker political, legal and socio-cultural
environments, can significantly differ from developed countries (Marquis,
Raynard 2015), making a thorough understanding of these environments
critical. As many theories for analysing markets and business sectors are
designed for developed market economies, Van de Ban (2009) developed a
framework for analysing business sectors in EMs to evaluate whether a
particular business sector in an EM is attractive to enter, and Quist (2011)
developed this framework further (see figure 2). The framework, depicted in
figure 2, will be discussed briefly in paragraphs 2.1.1.–2.1.4.
2.1.1. Institutional analysis
Institutions, “the rules of the game in a society, […] the humanly devised
constraints that shape human interaction” (North 1990: 3), can be classified in
formal rules and informal constraints within a society. Formal institutions are the
rules that are formally enforced by state bodies on a society and are reflected in
laws, regulations and property rights (Estrin, Prevezer 2011). While some debate is
going on about the conceptualization of informal institutions, a widely accepted
definition comes from North (2005), viewing them as restraints people impose on
themselves and can be found in shared norms, values and beliefs. Informal
institutions are commonly measured in terms of the cultural characteristics that form
the shared behaviour within a society (Orcos et al. 2018). The quality of institutions
can differ between markets. A country has institutional voids when it lacks formal
institutions, such as property rights protection, enforcement of the law and
corruption is present. To analyse the institutional context Whitley’s Business
Systems (1999) Hall and Soskice’s varieties of capitalism (2003) are suggested as
useful tools in academic literature.
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Figure 2. Framework for analysing business sectors in emerging markets

Source: Van den Ban (2009) with further developments from Quist (2011).
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Whitley’s (1999) Business Systems theory
Whitley (1999) argues that individual countries develop distinctive business
systems on a national level and that these systems can be classified and
characterized through patterns of economic coordination and control in market
economies. When a firm performs FDI in a new market, it is obliged to respond
to that a nation’s specific patterns of economic coordination. The business
systems theory explains why firms have different types of behaviour in different
countries. Through the analysis of economic activity coordination and
governmental factors, international differences of businesses and their
behaviour can be explained (Lundvall 1999). By identifying a nation’s business
system, MNEs that pursue to enter an EM can acquire important knowledge
about that country as all firms have to deal with a nation’s unique patterns of
economic coordination. The national business system exists out of specific
institutional characteristics that correspond to the economic performance of a
certain country, such as the role of the government and the relationship and trust
with them, the functionality of financial control systems and the extent of
development of skills (Jamali, Karam 2016). The dominance of certain
business-system types and their specific strategies and relations reflect the
business system characteristics (Hotho 2014).
Hall & Soskice’s Varieties of Capitalism (2003)
Like Whitley’s business systems (1999), Hall and Soskice’s Varieties of
Capitalism (2003) is a tool to compare national economies based on how they
are institutionally arranged in order to explain why cross-national differences
exist. Hall and Soskice (2003) distinguish between coordinated market
economies (CMEs) and liberal market economies (LMEs) as two distinct ways
of organizing capitalism. In CMEs, firms attain sustainable competitive
advantage through their human assets and institutional coordination. Firms and
other institutions such as the government aspire to develop strategic interaction
and collective mechanisms for organizations to strengthen the national
competitive position. In LMEs companies attempt to gain competitive
advantage through competing on a basis of low-skilled and low-wage workers.
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Since there is less high-skilled labour in these models, the need for firms to
have strategic cooperation with other institutions to gain competitive advantage
is less than in CMEs (Wilkins et al. 2010). Hall and Soskice (2003) argue that
the level of support in a country for certain kinds of coordination depends on
that country’s institutional environment, and analysing this can be helpful for
firms. By identifying a nation’s market structure, the prediction of strategic
corporate behaviour is possible (Wilkins et al. 2010).
2.1.2. Industry analysis
To analyse opportunities and risks in a certain industry on a national level,
Porter’s National Diamond (1990) and Porter’s Five Forces can be utilized. The
opportunities and risks that are identified in this analysis are only based on
external factors, and thus are the same for every MNE that wants to enter a
specific market.
Porter’s (1990) National Diamond
Porter’s (1990) national diamond (figure 3) is a tool to assess a country’s
competitive advantage and explains why some countries are succeeding more in
particular industries than in others. Porter argues that some national
environments are more supportive of competitive success than others. The
knowledge that firms can derive by assessing these factors can assist them in
(re-) shaping their strategy and in turn help them to become increasingly
competitive.
Porter distinguishes between the four attributes that interdependently shape
a country’s competitive advantage: factor conditions, demand conditions,
related and supporting industries, and firms strategy, structure and rivalry
(Porter 1990). Additionally, Porter (1990) describes that the four main elements
that form the diamond are affected by two supplementary external elements, i.e.
government and chance (Vlados 2019).
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Figure 3. Porter’s National Diamond

Source: Porter (1990).

Porter’s (2008) Five Forces
Porter’s Five Forces Framework (FFF) (2008) can be used to assess an
industry’s attractiveness by identifying the economic forces that shape
competition in an industry, consisting of three main sets of components:
bargaining power of buyers and bargaining power of suppliers; threat of new
entrants and threat of substitutes; and the rivalry among existing competitors
that influences entry and growth. Porter separates bargaining power and the
extended rivalry, making his model consist out of five forces (figure 4) on
which an industry’s attractiveness for investment depends (Narayanan, Fahey
2005). Porter argues that when the five competitive forces and their underlying
causes are understood, the sources for profitability and competitive advantage
in a certain industry can be unravelled. Additionally, Porter (2008) suggests that
by understanding the competitive landscape thoroughly, i.e. beyond existing
rivals, opportunities in terms of customers, suppliers, substitutes, potential
entrants and rivals can be uncovered.
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2.1.3. Relevant resources and capabilities
The resource-based view of the firm
A firm has a collection of resources and capabilities that attain competitive
advantage (Becerra 2009). By looking at the firm’s internal sources of sustained
competitive advantage, the resource-based view (RBV) attempts to explain why
firm performance varies within the same industry (Kraaijenbrink et al. 2010).
Barney (1991) argues that firms need a sustained competitive performance,
which can be achieved through acquiring and controlling resources and
capabilities. Furthermore, he argues that resources have to be Valuable, Rare,
Inimitable and Non-substitutable (VRIN) to offer sustainable competitive
advantage to the firm. A valuable resource helps a firm to decrease costs while
increasing their revenues. Rare resources are those that are not owned by every
firm. Resources should be very difficult to imitate or replicate. If a resource is
not easily substituted by another type of resource, it can help a firm to achieve
sustained competitive advantage (Becerra 2009).
Figure 4. Porter’s Five Forces Framework

Source: Porter (2008).
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The RBV can be utilized to identify which resources and capabilities a firm
should possess in a particular country’s specific sector to gain sustainable
competitive advantage and thus be successful in a certain country’s business
sector. Based on this outcome, the best fitting entry mode strategy for a specific
market can be determined. Meyer et al. (2009) found that when MNEs are
highly dependent on resources and capabilities that are context-specific, firms
rather enter through an acquisition or joint venture (JV), as these gain access to
foreign resources and capabilities, compared to a greenfield. Due to certain
restrictions that are context-dependent a firm tends to choose one of the
collaborative entry modes – JV or acquisition – above the other.
2.1.4. Decision-making process and application of the framework
After the execution of the abovementioned three analyses a firm faces two
decisions. Firstly, how to acquire missing resources and secondly, an
investment decision (entry mode). According to Laserre (2007), entry mode can
be based on type of ownership and the intensity of an investment (see figure 5).
Decision-making is furthermore affected by the expected outcomes of a specific
decision.
Porter’s national diamond and five forces framework provide
comprehensive sector-level industrial information. The industrial analysis gives
the input for relevant resources and capabilities analysis. The RBV is applied by
focussing on the critical resources and capabilities that are required to succeed
in a particular business sector within a particular EM. This in turn leads to the
decision-making process. The entry mode depends on both the contextspecificity of required resources and capabilities, the firm’s internal set of
resources and capabilities and the expected performance. This analysis is
directly affected by the institutional context that is analysed through Whitley’s
Business Systems Theory and Hall & Soskice’s Varieties of Capitalism.
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Figure 5. Entry mode choice based on intensity of investment and ownership
dimension
Ownership dimension
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equal or non-absolute position
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greenfield investment



High
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investment

Arm’s length agreements:

Low



Regional headquarters



Distributor



Marketing subsidiaries



Licensing



Procurement office



Agent



Representative office



Representative



Technical observatory



Franchisee



correspondent

Source: Laserre (2007).

2.2. The Bottom-of-the-Pyramid
2.2.1. The emergence of the notion of the BoP
Despite large amounts of money that were spent on aid-based programs by
governments, charities and NGOs have not proven to have long-lasting effects
on poverty alleviation and livelihood improvement of the poorest people in
society. Prahalad and Hart (2002) therefore suggested that there lies a great
possibility for wealthy multinationals for growth and opportunity while they
simultaneously fight poverty (Dembek et al. 2020). This hybrid motivation of
social value generation while gaining economic profits has become the basis of
the ideas behind the BoP (Borchardt et al. 2020).
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Prahalad (2006) found that in the past the lowest-income groups worldwide
were often left out of the process of globalization. He argues that this market
should be given attention as potential expansion targets for MNEs, especially
those from the developed world (Hillemann, Verbeke 2014). The idea of a
potentially profitable market at the BoP is especially appealing due to its size:
with approximately four billion it represents more than half the population
worldwide (Dembek et al. 2020; Borchardt et al. 2020). The aggregated
purchasing power of more than US$5 trillion of the potential consumers in the
BoP is regarded as an enormous untapped market that offers MNEs a great path
for future growth and innovation (Zhu et al. 2019; Hillemann, Verbeke 2014;
Primus et al. 2017). Furthermore, the rising income of the potential BoP
consumer and low competitive intensity have been used to emphasise the
attractiveness of BoP-markets (Primus et al. 2017).
2.2.2. The BoP-market
Poor communities are located in over a hundred countries worldwide, both
developing countries and EM economies such as Brazil, Russia, India and
China (Borchardt et al. 2020). While more recent published works have been
critical on income level as a criterion for poverty (e.g. Kolk et al. 2014; Subhan,
Khattak 2017), most researchers consider low income as a key characteristic of
BoP communities. Prahalad and Hart (2002) determined that communities with
a daily income of maximum US$2 per capita would compose the BoP.
However, other researchers used other benchmarks such as US$4.50 and US$8.
Depending on the measure that is being used, BoP-markets consist of between
2.7 and five billion individual people worldwide (Landrum 2014; London, Hart
2010; Chmielewski et al. 2020; Subhan, Khattak 2017).
2.2.3. General characteristics of the BoP
While there is no clear consensus on the demographic aspects of the BoP,
scientific literature often does identify the same three generic characteristics
that are present in every BoP-market. Firstly, organizations have hybrid
motivations, i.e. economic profitability, social impact and sometimes also
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environmental impact (Chiliova, Ringov 2017). Secondly, resource scarcity,
both in terms of BoP consumers’ income and resources that are needed to
provide for basic needs such as food, safe drinking water, shelter, energy,
sanitation, and health (Borchardt et al. 2020; Lappeman et al. 2018). Thirdly,
weak or absent institutional context, where informal institutions and economic
activity prevail, formal regulation lacks or is not enforced, corruption is
omnipresent and market-supporting institutions such as property rights
protection are missing (Borchardt et al. 2020; Lappeman et al. 2018).
2.2.4. Constraints in the BoP for MNEs
Success in the BoP comes far from easy for developed-country MNEs. The
main constraints are firstly the income of the BoP community, which brings a
significant challenge to MNEs in terms of cost management and product or
service design. Furthermore, BoP communities are often characterized as
having low awareness, e.g. on healthy nutrition, and a lack of access to financial
resources (Primus et al. 2017). Additionally, due to the often geographically
dispersed residential areas of the BoP community and infrastructure to reach
them is lacking or very low in quality, MNEs have to come up with innovative
solutions to distribute their products or services to them (Tasavori et al. 2014).

3. Differences between BoP and non-BoP thinking: coming up with sensitizing
concepts
This

chapter

describes

the

differences

between

traditional

EM

internationalization strategies and specific BoP-strategies. Additionally, it presents
on which factors MNE success depends when entering a BoP-market according to
current literature. Finally, by combining this knowledge and the literature review of
the previous chapter, the main key questions are formulated for this research. These
questions are like sensitizing concepts, used to guide observations, that give
direction for research on how to make the existing frameworks more applicable in
the context of the BoP. It is an initial thinking model that is further developed when
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studying the results that become apparent after the qualitative research (Jonker,
Pennink 2010).
3.1. Key differences between BoP and non-BoP strategies
BoP strategies differ significantly from non-BoP internationalization
strategies towards EMs when it comes to their goal, target market, business
models, products and service design and cost structures (Landrum 2014).
3.1.1. Goal
Conventional FDI strategies towards EMs often have one goal, which is to
increase profitability. Improving the social or environmental circumstances is
regarded as philanthropy. BoP strategies on the other hand are based on creating
mutual benefits by alleviating poverty of the local community and improving
social sustainable development, while still being profitable as a corporation
(Hillemann, Verbeke 2014). Prahalad and Hart (2002) initially presented the
BoP as mere consumers to which goods and services from developed
economies are being sold, and was regarded as a profitable market due to the
vast amount of people it entailed. The goods and services are adjusted inter-firm
(top-down) to the BoP communities to suit these markets, for example by
product downscaling to meet a certain price point. This view has become
known as BoP 1.0. However, since the initial criticisms by e.g. Karani (2007),
ethical and environmental concerns in the context of the BoP are rising. Focus
had to be on empowering BoP communities and engaging with them to alleviate
poverty and improve their lives, instead of merely selling to them. With this
BoP 2.0 thinking, these communities are regarded as local entrepreneurs –
distributors and suppliers – that are engaged in the process of the bottom-up
creation of products and services specifically for this market (Dembek et al.
2020; Chmielewski et al. 2018; Dionisio 2016).
One of the main conditions for a BoP strategy is the hybrid motivation of an
MNE. However, the existing frameworks generally do not take into account another
bottom line than making profit. This gives rise to the following question:
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1. How can hybrid motivations of MNEs – generating social value while gaining
economic profits – be incorporated in a framework?
3.1.2. Target market, business models and design of products and services
Many MNEs focus solely on the ToP, while the BoP often excluded. These
firms follow a non-BoP FDI strategy in which they adapt their traditional
business model to the local market. MNEs with a BoP strategy include the BoP
community directly. The design for the product and services they deliver is
organized from the bottom-up, together with the BoP community, instead of
inter-firm top-down, like many non-BoP strategies (Landrum 2014). Due to
their low income and a lack of complementary infrastructures, goods and
services in the regions they live in, products made and developed in developed
countries would not suit BoP-market consumers. Therefore, MNEs are required
to adapt to these environments by finding innovative ways to cope with several
contextual factors, including the consumers’ low income and their particular
needs and wishes (Hillemann, Verbeke 2014). According to Prahalad and Hart
(2002: 2) these products and services should be “culturally sensitive,
environmentally sustainable and economically profitable.” BoP strategies
consider BoP communities not only as consumers to which they merely sell
their goods and services, but often involve them as producers or partners for
knowledge sharing to fit the product, distribution and supply with the needs and
wishes of the BoP community (Kolk et al. 2014). Finally, BoP strategies tend to
create new cost structures to make products affordable for BoP consumers,
where non-BoP strategies for EMs merely have to refine and minimize cost
structures in order to be affordable for the ToP markets they serve (Landrum
2014).
MNEs have to cope with contextual factors that are specific for BoPmarkets and make significant changes in the design and cost structures of their
products and services based on these characteristics. It is argued that this is at
the basis of MNEs strategy in the BoP (Chliova, Ringov 2017). Some of these
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characters are the same for every BoP market, others will be contextdependent. Therefore, the following question arises:
2. Which general and context-specific characteristics are considered to be important
for MNEs with activities in the BoP and how can they be included in a framework?
3.2. MNE success in the context of the BoP
MNEs from developed countries have an institutional distance with the BoP in
terms of product, capital and labour markets, regulatory systems and systems for
contract enforcement. They lack local market contacts and knowledge (Van den
Waeyenberg, Hens 2012). Therefore, MNEs should have social embeddedness in
which they understand the BoP-markets and how the local community works by
having a two-way interaction between the community and the MNE (Hart 2010).
Scholars suggest that MNEs should collaborate with non-traditional local partners to
gain local knowledge and credibility, for example with NGOs and local
governmental organizations (London, Hart 2004; Hart 2010; Van den Waeyenberg,
Hens 2012). This way, MNEs gain an understanding of what the communities need,
and what their strengths and vulnerabilities are. This bottom-up approach help
MNEs learn about the markets and sees the circumstances in the BoP as
heterogeneous (Pels, Sheth 2017).
Previous frameworks present a limited amount of entry modes in their
frameworks. As the context of the BoP poses many challenges and MNEs have
hybrid motivations, other entry modes might exist that are a better fit with the
BoP. Therefore, the following question arises:
3. Does the collection of entry modes that previous researchers describe in their
models fit with the context of the BoP, or can other entry modes be included as
well?
While weak institutions and institutional voids are often seen as a general
characteristic for the BoP, Ault and Spicer (2008) argue that next to the
institutional differences between the layers in the economic pyramid, significant
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institutional differences also exist between different countries with substantial
BoP populations. Therefore, labelling BoP institutions as universally weak is
too short-sighted (Kistruck et al. 2015). Ault and Spicer (2008) argue that a
careful analysis of the institutional context in the BoP is necessary before the
potential success of the MNE’s activities in the BoP can be evaluated.
Furthermore, political stability is often lacking in the BoP. This affects the
informal economic relations in the sense that extortion, bribery and corruption
are more common to occur (Ault, Spicer 2008).
As Witt and Redding (2013) found in their analysis of different business
system theories including the theories of Whitley (1999) and Hall and Soskice
(2003), none of the models incorporates institutional informality. Stable formal
institutions, such as a stable financial system and rule of law are taken for
granted in these models (Leszczyński 2015). Additionally, Zhu et al. (2019)
argue that both the industry-based view and the RBV ignore the fact that formal
institutions can be weak and under-developed, and that informal institutions
prevail. Therefore, the following question arises:
4. How can the general and context-specific characteristics of the BoP institutional
context be analysed in the framework?
Linked with the institutional context of the BoP is the transferability of the
resources and capabilities from the MNE’s developed home market towards the
context of BoP-markets. Due to institutional voids MNEs might not be able to
depend on the resources and capabilities they collected and developed in their
home country. Therefore, Van den Waeyenberg and Hens (2012) argue that
only those capabilities that are independent of the institutional context –
managerial, financial, technological and learning ability (Hart 2010) – can be
transferred to an MNE’s operations in the BoP.
The RBV is merely applicable if the institutional context of a country is
relatively stable. When institutional environments are unpredictable, as is the case
in BoP-markets where rules and regulations are fluctuating and enforcement is not

102

INTEGRATING GENERAL AND LOCAL CONTEXT-DEPENDENT FACTORS …
certain, a firm’s sustainable comparative advantage is more complex (Kraaijenbrink
et al. 2010). Thus, the following question arises:
5. Which resources and capabilities are needed to gain competitive advantage in the
context of the BoP?

4. Methodology
4.1. Research design
This research utilizes a qualitative, multiple-case study research design to
answer the open research question. It is exploratory research in which multiple
cases are compared with each other, which could be classified as a combination
of deductive and inductive theory building and hypotheses generation
(Birkinshaw et al. 2011). Since the context of the BoP is highly complex and
the behaviour of MNEs in these contexts can make the BoP especially
complicated, a qualitative approach was regarded as most suitable to meet the
objective of the study (Creswell, Creswell 2018). An advantage of a multiplecase study approach is that it reduces the researcher’s biases and it increases the
opportunity to create empirically valid theories (Eisenhardt 1989). Furthermore,
complex causal links can be analysed and explained by a variety of factors (Yin
2018), which is highly convenient for studying BoP-markets, as these are
significantly different from ToP-markets. Additionally, a multiple case-study
can be applied to either predict similar results or contrasting results for a
predictable reason (Yin 2003). This is also critical to the context of the BoP as
the understanding of this context is not yet sufficiently advanced in the existing
literature and much uncertainty in explaining MNE-decisions in the context of
the BoP – such as market entry – still exists (Schuster, Holtbrügge 2012).
4.2. Research sample
This study examines how MNEs take into account the specific contextual
and generic factors of the BoP-market. Therefore, the sample exists out of

103

Maaike Maren BROEKSMA, Bart Jan Willem (Bartjan) PENNINK
managers at MNEs that are directly involved in the MNE’s activities in the
BoP. The interviewees were identified through networking. Experts on the BoP
and managers at MNEs with activities in the BoP were within the authors’
network were contacted at first. These respondents in turn offered their network
for contacting other experts and MNEs that operate in BoP-markets. Thus, a
snowball sampling strategy was applied to identify the relevant interviewees
and connect with them (Bryman, Bell 2015). This eventually resulted in a
sample of ten respondents from ten different organizations. The sample includes
two experts from non-profit organizations specialized in the BoP and eight
managers from eight different MNEs with activities in the BoP.
4.3. Data collection and method of analysis
Primary data is collected by conducting ten semi-structured interviews. This
interviewing technique allows the interviewer to collect the data in a flexible yet
organized matter. All interviews were conducted in the months November and
December 2020. During the interviews emerging countries with BoP-markets
within Asia and Africa were addressed, including India, Ethiopia, Kenya,
Bangladesh, Nigeria and Myanmar.
Due to practical matters all interviews were conducted online in either a call
or a video conversation instead of in person. Based on the outcomes of the first
interview with the first expert, the interview guide for MNEs was slightly
adjusted for the interviews with the MNE managers. The interview questions
are structured in a thoughtful and strategically planned order. However, this did
not mean that there was a final interview script beforehand, as is the case in
structured interviews. The setting of the interviews is that of an interactive
conversation in which more in-depth (follow-up) questions can be asked
(Adams 2015). To analyse the data that was being collected later on, the
researcher recorded the interviews after asking the interviewees for permission.
In order to discover and generate theory based on the data collection “that is
grounded in practice” (Jonker, Pennink 2010: 84) this research applies the
grounded theory approach. The internal publication (Broeksma 2021) goes
more in depth on the data analysis of this research.
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The interviewees gave well-founded and extensive answers to the open
questions they were asked. These answers allowed the researchers to formulate an
answer on how to involve the BoP in a strategy for entering emerging markets. For
more insights into the data that was collected the authors can be contacted at the email address that is stated in the correspondence address.1
4.4. Validity, reliability and transparency
This study strives to meet construct validity through using a clear chain of
evidence by showing how the findings in the case study were reached through
the data collected and in turn from the initial research question and the casestudy protocol (Yin 2018; Gibbert et al. 2008). The fact that the first three
transcripts are coded line-by-line and therefore decreasing the chance of making
biased assumptions also increases the construct validity of this study. External
validity is increased as this study utilizes a cross-case analysis through doing
eight case studies at eight different organizations (Gibbert et al. 2008).
Reliability is increased by leading the interview as little as possible.
Furthermore, the researcher attempts to reduce interviewer bias by maintaining
a professional attitude towards the interviewees from the first contact on.
Furthermore, reliability is increased through carefully pursuing the research
design. To enhance transparency, the case study database in which all interview
transcripts are included is made available to the University of Groningen and
can be provided on request. Additionally, the research utilizes a sensitizing
approach in which the thoughts of the researcher throughout the study can be
followed.

5. Results and discussion
The interviews enabled the researcher to answer the five sensitising questions
that were presented in paragraph 3. This paragraph aims to explain how the initial

1

b.j.w.pennink@rug.nl
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framework for analysing business sectors in EMs can be extended by adding the
findings from the interviews.
5.1. How the institutional context of the BoP can be integrated into a
framework
Formal institutions are lacking in the BoP-market, such as quality control,
formal regulations and their enforcement, property rights and corruption.
Therefore, managers should analyse the different institutional voids (figure 6,
IE) when developing their BoP-strategy as every void has a unique effect on the
organization. MNEs might want to overcome institutional voids by working
together with a variety of partners (private, public, non-profit) (Parmigiani,
Rivera-Santos 2015). The results strengthen the findings of Zhu et al. (2019)
that corruption results in unfair actions from competitors. They suggest that
managers should closely observe the weak institutional environment in the BoP
to adapt their strategy for this market. Government involvement in the activities
of the MNE in the BoP (figure 6, IE), especially knowing a government’s
agenda for the BoP and their views on topics such as healthy nutrition play an
important role for MNEs. Firms can gain more market opportunities when a
government is supportive, e.g. in terms of social marketing and behavioural
change programs and subsidies (Zhu et al. 2019). Furthermore, MNEs should
actively analyse the varying cultural traits, i.e. the informal institutions, and
incorporate these findings into their strategy. These findings are substantiated
by those of Kuo et al. (2016), who found that firms have to understand the
various BoP demands, based on their cultural traits, to develop a fitting strategy
for the BoP.
5.2. How the hybrid motivations of the MNE fit in a framework
It became clear that their main focus, next to profit, was to create a situation
in which the local BoP community has a socio-economic gain in the long term.
MNEs often work together with partners in these training- and empowerment
programs. This goal seems to fit into the definition of Lashitew et al. (2021: 3)
of social value creation (figure 6, EP): “business-led approaches for improving
the socio-economic well-being of BoP communities in an economically viable
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manner.” MNEs work with vulnerable communities with many disadvantages in
their lives. Therefore, doing business in the BoP requires “an organizational
culture of deep reflection and care” (Lashitew et al. 2021: 14) to prevent
undesired socio-economic outcomes that are the result of MNE interventions. In
order to gain local ethical sensitivity it can be even more important to have a
deep understanding of the BoP. Partnerships can be useful for this.
5.3. How specific BoP characteristics can be incorporated in a framework
One of the main factors in the BoP that MNEs have to take into account is a
deep understanding of the general and local context-dependent BoP
characteristics. The main factors to take into account are explained below and
can be found in figure 6 under ‘BoP orientation’.
Accessibility and last-mile distribution to the BoP is seen as one of the most
difficult aspects and is often underestimated by MNEs. Therefore,
understanding where the BoP consumers buy and meet each other is important,
as often informal channels are used. The results confirm previous findings by
Campos (2020) that MNEs tend to innovate their business models by designing
new distribution models, e.g. recruiting and training women as sales personnel
for door-to-door sales models to access BoP consumers. Furthermore, the
results of this study reinforce the importance of understanding and adapting to
the specific needs of the BoP consumer, and therefore the importance of
understanding the context-dependent habits and behaviours that form the
specific needs of the consumer as was found by Anderson and Billou (2007).
This research extends the research of Anderson and Billou (2007) by
highlighting the consumers wants instead of their needs. Wants might even play
a bigger role in the BoP, and the BoP consumer’s aspirations have to be
understood as well. These findings are also highlighted by Gupta and Srivastav
(2016), who urge firms that target the BoP to understand BoP consumers’
aspirational needs, adjust their business models to this and develop affordable
products and services that fulfil these aspirations. MNEs are often involved in
behavioural change and social marketing programs to make the product
aspirational, create demand and educate the users on the product. It became
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evident that knowledge, information and education are often lacking in the BoP
causing its consumers to not understand the added value of a product, for
example in the case of fortified nutritious products. Local partners can support
the MNE with social marketing. Van den Waegenberg and Hens (2012) found
that non-governmental organizations often support MNEs in social marketing
because of the credibility they have in local BoP communities. Furthermore, in
line with the findings of Chikweche and Fletcher (2012), the low income and
limited buying power of the BoP consumers, their affordability, are factors that
play a large role in the product design and innovation and the business
operations in the BoP. Saving or borrowing money to make larger investments
is often not possible because of lacking access to finance. To reduce costs and
enhance the consumer’s capacity to buy the product, local resources and raw
materials are often used. Furthermore, downscaling in terms of size and cheaper
ingredient substitutes are often used to reduce costs. Additionally, partnerships
with other MNEs are sought to share distribution networks. Also, BoP
consumers often are very value and quality conscious. Therefore, the MNE has
to find the right balance between offering a low-cost product that has a high
level of quality and value (Pitta et al. 2008). Chikweche and Fletcher (2012)
underline the macroenvironmental constraints for pricing strategies in the BoP
that have to be taken into account, such as currency risks, as was found during
this study.
The results of this study confirm the findings of Hillemann and Verbeke
(2014: 86), who argue that “MNEs should consider the “normal” economic,
political and other environmental parameters […], instead of focusing
exclusively on their ability to innovate to create new goods for BoP
consumers.” Therefore, existent frameworks can be advanced with a “BoPanalysis” in which the contextual factors of the BoP are analyzed and MNEs
acquire a deep understanding of the local context. This BoP-analysis exists on
the one hand of characteristics that are generic for every BoP-market
worldwide: low buying power, limited access to finance, need for high-quality
products and lacking education, information and knowledge in the BoP. On the
other hand, consumer characteristics also can be context-dependent and differ
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significantly per BoP community: habits, behaviours, needs and wants, buying
channels, accessibility both in terms of infrastructure and geography and their
definition of an aspirational product. Zhu et al. (2019) offer a tool for this as
they propose a new construct called ‘BoP orientation’, the “capability to serve
the needs of BoP consumers based on a thorough understanding of their unique
characteristics” (Zhu et al. 2019: 4). Added to this research is the distinction
between context-dependent and general characteristics, the context-specific
wants and aspirations of BoP consumers, and the general need for high-quality
products of BoP consumers.
5.4. Which resources and capabilities are needed for the BoP
The capability of having a thorough understanding of the BoP community
and its characteristics before entering this market is seen as vital for the success
of the BoP. Many interviewees mentioned creating partnerships with various
local non-market parties to gain local knowledge, such as universities, NGOs
and governments. Furthermore, it was mentioned that the MNE works together
with the local people in the BoP to create a product and thus utilize a bottom-up
approach. These findings are substantiated by Sánchez and Schmid (2013) as
they argue that partners can create a competitive advantage for the MNE when
firms are missing the knowledge to develop a BoP-orientation. Partners can
assist in the co-development of products, distribution channels and educations
programs by sharing their knowledge on the local BoP-market. Sánchez and
Schmid (2013) call this the relational view (figure 6, RC) of strategy, which
builds on the RBV by adding that competitiveness is a result of combining
resources and knowledge of multiple partners instead that together form
relational capabilities. The relational view is included in the framework as
addition to the RBV.
5.5. How MNE entry mode in the BoP fits in a framework
Public Private Partnerships (PPPs) (figure 6, EnM) appeared as a mode to
enter the BoP. These alternative business models are argued to be especially
useful in developing and transitioning economies (Vinogradov et al. 2009).
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PPPs are collaborations between governments and private firms, in which the
government acts as a buyer for the BoP community, which are beneficial for
both parties (Primus et al. 2017). While no clear consensus was found on a
strategic choice for entry mode, partnerships (figure 6, EnM) turn out play a
vital role for MNEs in the BoP-market. Therefore, the framework can also be
utilized to make a strategic choice for a partnership. Partnerships can be used to
both gain local knowledge and get an understanding of the BoP, to deal with
governments and regulations and to support training and support programs for
the local community, including the education and training of farmers.
5.6. Framework developments when including the context of the BoP
This framework fills the gap presented in the introduction as it includes the
BoP and additionally makes it possible to detect differences in BoP-markets
between countries. The suggested BoP-orientation analysis is recognizable by
the darker markings. All further additions to the initial frameworks are in italics.
Due to the sensitizing character of this research, this extended framework
should not be regarded as a final concept, but rather as a general idea of a
framework that can help to steer future research in a certain direction. Some
outcomes of the framework might overlap with outcomes from other analyses,
for example the institutional environment and Porter’s Diamond on the
government’s role. Due to the many mutual relationships that were found,
different starting points in the model are encouraged. Based on the grey arrows
that show the relationships between the analyses, starting with the institutional
environment analysis and following up with the BoP orientation might make
sense, since these both influence many other analyses.
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Figure 6. How to come to good decisions on entry strategies integrating local
and general factors from the BoP

6. Conclusion
The main objective of this study was to find an answer on the following
open research question: ‘How does a framework for analysing business sectors
in emerging markets look like when taking into account the local contextdependent and general factors of the BoP?’. At first, a sensitizing concept has
been created in the form of five questions on the applicability of existing
frameworks for analysing EM business sectors on the segment of the BoP.
These questions are based on combining the knowledge of those frameworks
with existing literature on the BoP. As many current models for the BoP are
based on one-size-fits-all principles, and current frameworks for analysing EMs
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that do take into account different contexts and situations fall short to be
applicable to the BoP, this research makes both a theoretical and managerial
contribution to the current literature. Firstly, it fills a theoretical gap in which
the context-specific factors of the BoP are being considered by presenting a
framework for analysing BoP-markets. Secondly, this research fills a
managerial gap by enabling MNEs with a framework for making strategic
decisions when entering the BoP. By interviewing experts on the BoP and
managers at MNEs with activities in the BoP, it has been possible to collect
empirical evidence and increase the understanding of how BoP-markets are
analysed and eventually entered by MNEs. Through an analysis of the
interviews, the sensitising concept has evolved into an advanced framework for
analysing EM business sectors that is also applicable to the BoP-market.
Additionally, due to the illustration of numerous links between analyses that
were found, the framework can be understood better.
This research has filled the theoretical gap by designing an advanced
framework through which the BoP can be analysed, and also differences
between BoP-markets can be found. As was expected, a one-on-one copy-paste
of a BoP strategy between different BoP-markets is not possible because of
significant differences between BoP-markets and their communities. The
involvement of the government in the activities of the MNE and their agenda on
the BoP is different in every market, which affects the opportunities in the
market. Furthermore, it was found that formal institutions are weak and
institutional voids are omnipresent. Therefore, next to an analysis of the
institutional voids in a market, an informal institutional analysis has been added
to the framework in which the national cultural traits that influence the
operations of the MNE are analysed. It became evident that MNEs have an
outside-in motivation of social value creation that can influence strategic
choices (entry mode and partnerships selection) which requires a deep
understanding of the BoP and their needs by having a BoP orientation.
Therefore, the BoP orientation box has been added to the framework in which
both general and context-specific characteristics that MNEs have to take into
account in the BoP are included. The finding of the importance of

112

INTEGRATING GENERAL AND LOCAL CONTEXT-DEPENDENT FACTORS …
understanding the wants and aspirations of the BoP was somewhat surprising as
many previous studies do not seem to focus on this specific characteristic. This
deep understanding of the BoP turned out to be the main source for MNEs to
acquire competitive advantage, which is often gained through partnerships with
local non-market parties. Therefore, this research argues that competitiveness in
the BoP is reached through relational capabilities. Partnerships turned out to
play a vital role, as they not only support the MNE in understanding the BoP
but also help in dealing with local institutions and are used to reach the social
goals of the MNE by supporting it in training and support programs for the BoP
community. Finally, the option of PPPs as entry mode has been added to the
model.
Limitations and future research
This research has multiple limitations and thus presents several suggestions
for future research. First and foremost, the generalizability of the findings has to
be handled with caution beyond this study as the applicability of this framework
in the BoP has not been tested yet. Therefore, this advanced framework should
be tested for its adequateness in analysing a business sector in a BoP-market.
Further studies can research whether Hofstede’s theory of cultural dimensions
and the relational based view can be useful additions to the framework.
Furthermore, future research is urged to research how MNEs choose their entry
mode in the BoP as no generable answer in this research was found.
Additionally, the research sample consists of exclusively Dutch interviewees.
Managers’ national culture might have a strong influence on managerial
behaviour (Pizam et al. 1997). Therefore, a study with merely Dutch managers
might not be suitable to make general conclusions on this study’s external
validity. This is why further studies might want to repeat this study using a
sample of managers with a variety of nationalities. Furthermore, due to the
rather limited amount of MNEs that have known activities in the BoP and were
open for an interview, the researcher was not able to distinguish between B2B
and B2C markets, and neither managed to create a sample that includes a
variety of industries. Future researchers are urged to test whether the framework
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is applicable in both the case of B2B and B2C MNEs, as well as its applicability
in a variety of industries.
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1. Introduction
Since the invention of computers, the computing technology curve has become
steeper every year. Search algorithms have become more efficient and data is taking
much less storage space. Accordingly, it is less arduous to retrieve data. As
technology evolved, the size of the data grows rapidly. Thus, it became difficult to
analyze and control the data. Especially after the development of the Internet of
Things (IoT), the data grew exponentially that needed a way to analyse it to get
useful information.
The big data concept came from the data with lots of rows that ordinary
statistical methods are not sufficient enough to be analyzed. In the case of analysis,
some Machine Learning (ML) and Artificial Neural Network (ANN) methods ease
the job by fitting a model for the data. The difference is only the size of the data
which needs more space to be stored by combining multiple computers to prepare
enough space for the data.
In the case of time-series data, which is common in transportation system data,
further methods are needed to catch the effective factors and the relationship
between them. The data pre-processing phase, such as outliers and missing value
issues, took a lot of time, and sectors are affected by this situation. On the other
hand, data storage is another issue that should be taken into account. As a solution,
the big data method has been used in almost every field, like medical, food, and
textile industries and it started from developed countries to improve their services by
taking useful information from the data. Due to the sensor system in almost every
vehicle, the data size increases. Continuous monitoring of roads and highways will
bring benefits to management only with secure handling and classification of largescale data. This is possible with the analysis of big data.
This study aims to provide a literature review of big data applications in the
largest industries which are airline, highway, and railway from the transportation
sector. For this purpose, by evaluating the literature research in the transportation
sector, industry differences, and areas that can be improved within the same sector
are revealed. Although the specified industries seem to be complementary to each
other, there are great differences in terms of application. In this way, it was planned
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to provide researchers with information about the gaps in the sector and areas that
could be improved.
Section 2 includes some introduction to the history of big data application and
some similar methods. Then, the big data application will be explained in three
transportation systems in section 3. There is no case study in this paper as the
purpose of this study is to provide a literature review for the mentioned subjects.

2. Big data
It is stated that the first discourse about big data was used by Fremont Rider, a
librarian at Wesleyan University. Rider predicted that the number of books in the
library would double every sixteen years (Craver 2019). The term big data was
coined by Charles Tilly in 1984 as “…the investigations tend to lose their wit, grace,
and sense of proportion in the pursuit of statistical results, that none of the big
questions has yielded to the bludgeoning of the big-data people…” (Tilly 1984).
However, it is a matter of debate whether the use of the word big data in the
mentioned study has the same meaning as today’s use. American computer scientist
Denning stated that a tool that can keep the pattern of data in memory can be
invented: “Both auto-class and the genetic memory show that it is possible to build
machines that can recognize or predict patterns in data without knowing the meaning
of the patterns. Such machines may eventually be fast enough to deal with large data
streams in real-time.” (Denning 1990). In 1997, two people working at MRJ
Technology Solutions at NASA Ames Research Center stated in a conference paper
that big data refers to large data sets that take up a lot of space in the computers’
memory. Thus, the place of big data in the digital environment became clear (Cox,
Ellsworth 1997).
Big data is a powerful concept to extract useful information from a large amount
and variety of data. Big data has brought a new perspective to the world of data, as it
has enabled us to process large amounts of data by removing some constraints and
can also operate ML processes. The ML concept has been used from the last decade
to make a model for the data based on the statistical methods and has also given

some prediction based on the proposed model where there is some dependent
variable which is called a supervised model. On the other hand, some unsupervised
methods can be used as ML algorithms which has some common aspects with the
big data, which came from data without any dependent variable in which the
relationship between the variables and the clustering methods are applied. Similarly,
the ANN tries to fit a model to a data set with some dependent variables by using
extra hidden layers to make the perfection, which is used, in image processing, voice
recognition, etc. The big data concept arises from a need which is the inability to
process data using traditional methods. With the increase in the size of the data and
the diversification of its type, difficulties have arisen in handling, storing, and
processing the data. According to (Attoh-Okine 2015) there are 5 challenges in data:
heterogeneity, inconsistency and incompleteness, privacy and data ownership,
timelines, and merging data. This concept has made it possible to combine data from
different types and sources. Multiple computers come together in big data and act as
a single computer in both software and hardware. It allows to store and process data
of different types and sizes such as text and video together in a single computer.
This has opened up new horizons in the field of data analytics, and the performance
of ML algorithms has increased as the computing power has increased. Big data has
been a start for discoveries and has broadened our perspective on data science.
The features of big data are changing in different studies like described as 3V,
5V, and 7V. But 5V is one of the most used (Attoh-Okine 2015; Nunez, AttohOkine 2015; Zhong et al. 2016). Data processing difficulties are related to the
volume, variety, velocity, verification, and value of the data. Volume refers to the
size of the data to be processed in a certain time frame. For example, there are
thousands of sensors in autonomous vehicles. The faster the data in this sensor is
processed, the more efficiency is obtained from the vehicle. Variety refers to the
different types of data which are structured, semi-structured, and unstructured.
Velocity is the speed of the data to be analyzed. It is necessary to be able to process
the received data quickly. According to the verification, there may be meaningless
records such as dirty data that contains duplicate, outdated, insecure, incomplete,
inaccurate, and inconsistent data. These records need to be cleaned because they
affect the data results. For example, the speed of an autonomous vehicle -10 km/h is
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an example of dirty data. The speed is expected to be at least 0 km/h. The data must
provide added value to the company. Otherwise, there is no need to work on it
because the data is not fit for the purpose. This is the value feature of big data. It is
not necessary to have these features together. For example, data consisting of three
types of variables, 1 billion observations and 1 million variables are also difficult to
process. However, the combination of all features will make it even more difficult to
process the data.

3. Big data applications in transportation sector
Due to the Global Positioning System (GPS) transceivers, Radio-frequency
identification (RFID) tag readers, smart meters, and sensors used in the
transportation sector, data are accumulating at an increasing rate. This collected data
can be used to optimize operations and run organizational business intelligence.
Both public institutions and the private sector have to manage the big data
caused by traffic problems, developing new regulations appropriate to the
conditions, and optimizing transportation. Data inference can inform both shortterm and long- term investment decisions. It is possible to reach a lot of information
from planning the transportation route to vehicle and driver behavior.
Intelligent Transportation Systems (ITS) is a subject that attracts great attention
from researchers and practitioners in terms of effective use of capacity, increasing
security, determining optimal routes. The purpose of ITS is due to the excess of big
data and the fact that many issues are now more controllable. Because the more data
on the subject, the closer the result is to reality. For this reason, big data seems to be
a big problem, but in transportation, it is the biggest resource in analyzing the
character of the system.
The airline, railway, and highway industries are among the most used in the
transport industry. However, different applications are observed no matter how
much they are in the same sector. For example, although vehicle routing problems
seem to be common to all of them, there are minor differences. Although there is no
concrete route in the airline, the boundaries of the countries are in question. On the

highway, there are different applications for roads, tunnels, and bridges. Approaches
related to the working principle of sensors are generally followed in railway and
highway. Within the scope of big data, most studies have been produced in the
airline industry.
This section consists of three parts which are about three different transportation
systems. In each part, the application of big data is provided in terms of some
examples.
3.1. Big data applications in airline industry
According to Boeing, a major development is expected in air traffic, including
4.6% traffic growth by 2038 (Boeing 2019). This indicates that the data will increase
day by day and data traffic will become more concentrated. Airline carriers such as
Ryanair, KLM, SWISS, Delta, and Turkish Airlines use big data for different
purposes such as better service to the customer, and baggage tracking(Odarchenko et
al. 2019). According to (Larsen 2013), optimizing airspace and system performance
requires large-scale data due to its diversity. Flight information and data for radar
tracking can be more than 30 TB. With the addition of factors such as historical data
and datasets, the data size can be up to 100 TB. Working with such extensive data is
not possible with traditional methods, but it can be realized with big data algorithms.
On the other hand, the weather prediction and the air traffic should have a
significant relationship which needs much more space to investigate their
relationship where the weather data are time series huge. For this reason, some
methods, algorithms, and applications have been developed for big data. The studies
of big data in different fields were investigated mostly in the aviation industry.
Dinis et al. (2019) developed a big data and predictive analytics (BDPA) tool
using Bayesian networks (BNs) to eliminate uncertainties in capacity planning. The
data required for this method, which is used in aircraft Maintenance, Repair, and
Overhaul (MRO) organizations, received as real maintenance data from 372 aircraft
of Portuguese MRO. They have created 3 BNs for the BDPA tool and have made
their verification with Mean Absolute Deviation (MAD), one of the common
forecasting methods. (Hausladen, Schosser 2020) developed a maturity model for
the airline network planning challenges resulting from big data. In the case study of
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nine airlines, four business models according to full-service carriers, low-cost
airlines, scheduled charter airlines, and cargo airlines were developed. It is
concluded that full-service carriers and cargo airlines are more mature than others.
Overbooking is still an issue that has not been fully resolved in aviation. Since
the aviation industry is a very costly sector, even one passenger makes money for
the company. Since it is a frequent problem that passengers do not come to flight,
companies can book many passengers for one seat. If more than one person arrives
for the same seat, the person will wait for the next flight. This situation affects the
reputation of the company negatively and causes the loss of customers. To prevent
the overbooking crisis, Ma et al. (2019) looked at the big data from another angle
which is social media outcomes. For this reason, they used United Airlines’ Twitter
data for 2017. Thus, they analyzed traditional yield management by using the
advantages of big data. In another study, the passenger value model was proposed
by using social media data. In the article, which aims to improve Customer
Relationship Management (CRM), the idea is to analyze the social media value and
behavior information of the passengers by using the example of China Southern
Airlines on Sina Weibo. Passengers’ criticism on social media will also affect other
customers. Increasing the transfer of information from social media will improve the
company’s customer relations (Chen et al. 2016).
In the aviation industry with large fuel costs, optimizing airline routes is an
important factor for profitability because airline routes create both cost and time
problems. Solving the problem with big data is one of the best approaches when the
subject is so important, and the data is large scale. For this, Kasturi et al. (2016)
have optimized the airline routes by using big data analysis with heuristic
approaches. There are some situations to be considered in this regard. For example,
it is not possible to prepare a specific route for the aviation industry. Because
conditions such as weather, landing permits, runway status, and airplane features
affect the route.
Demand imbalances are one of the biggest obstacles to the firms’ ability to
invest forward. Irregular demands will affect the company both financially and
morally. For this, companies make demand forecasts on a short and long term.
While short-term demand forecasts are mostly related to the current situation of the

company and emergencies, long-term demand forecasts are mostly related to
strategic decisions and investments. In the aviation industry, where there are many
emergencies, Kim and Shin (2016) worked on the air passenger demand forecast
from short-term forecasts. The proposed prediction model gives an average of 5.3%
error.
3.2. Big data applications in highway industry
Highway industry consisted of three phases: Roads, tunnels and bridges to
provide safety for both human and goods. Sensors are often used to analyze data in
road transport. Sensors record a significant amount of data, but it is often not
possible to use this data except in special cases. Big data analytics provides an
algorithm for tracking these data sets. It also gives predictable results for unexpected
events such as in large sensor systems (Mital et al. 2015). Analyzing a sensor
consists of data energy efficient clustering, data gathering, data analysis, energy
efficiency, and data storage (Boubiche et al. 2018). Based on a study for the use of
big data in road safety by Styliano et al. (2019), in-situ sensors, remote sensors,
cameras, microphones, wireless sensor networks, and mobile devices are the
important sources for the data which are constantly gathered. Similarly, another
study suggested the big data application in the road transport by Cambos-Cordobes
(2018), the Internet of Things trend provides a chance for the deployment of the
Connected Vehicle (Car-as-a-sensor) concept, supported by advanced V2X
communications, making a massive data volume that should be analyzed under big
data concept. According to the Bureau of Transportation Statistics, seasonally
adjusted vehicle miles traveled (VMT) was 242.260 million in January 2010 and
274.164 million in December 2019 (Traffic Volumes and Trends 2019). This
corresponds to an approximately 13% increase in 10 years.
Secondly, for the tunnel phase, the morphological characteristics of structural
defects such as lining cracking, water seepage, and insufficient thickness, and its
relationship with the tunnel space position and geological conditions are some
important characters of the tunnel (Ding 2019) in which the big data becomes a
useful method to defect the structure and traffic accident. In another study by Pan
(2019), the important factors in the tunnels have been identified and some kind of
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big data techniques were implemented to analyze the data. The author believes that
these methods will be helpful economically and improve the management of the
tunnels.
Finally, in terms of the bridges, big data is used to investigate serviceability for
the aged bridge according to Liang et al. (2016). In this study, apart from big data,
deep learning methods have been implemented to evaluate the bridge serviceability
according to real-time sensory data or achieved bridge-related data. Another study
was done by Wang (2018) as an evaluation of highway bridges in the United States
based on four regions is compared. The data matrix has more than a million bridges
represented in a row. For this purpose, some statistical methods were applied to
construct a comparison between the properties of the bridges in the different four
zones.
3.3. Big data applications in the railway industry
Usage areas and benefits of big data on the railway attracted the attention of
researchers and engineers interested in the field (Ghofrani et al. 2018). However,
there is still not much work on the subject.
The railway is one of the industries that need big data solutions because of
railway infrastructure and maintenance. Due to difficulties such as the amount of
data, heterogeneous sources of information, real time requirements, algorithms to
predict wearing, and huge business opportunities, problems cannot be solved with
old methods and some technological methods are needed (Thaduri et al. 2015). It is
also possible to solve problems involving big data with optimization techniques such
as neural networks and k-means, or metaheuristic approaches (Nunez, Attoh-Okine
2015).
Fumeo, Oneto and Anguita (2015) worked on condition-based maintenance
(CBM) to maximize the remaining life of the train axle bearings. Analyzing data
from a large number of sensors is a major challenge because the data comes from
different sources and in large numbers in real-time (Li et al. 2013). Therefore,
Fumeo, Oneta, and Anguita proposed a CBM based on SDA (Streaming Data
Analysis) algorithm that utilizes online Support Vector Regression (OL-SVR) using

real-life data. They stated that collecting and analyzing data with this method will
optimize the lifetime.
Railway failures can cause not only technical costs but also some customerrelated costs and reliability issues related to passenger safety. Image processing
approach is used with the recordings obtained from video cameras using data
visualization. In this way, the railway failure was estimated. It was emphasized that
action should be taken at the right place and the right time to prevent unexpected
results (Jamshidi et al. 2017).
The train delay systems currently used cannot catch up with today’s
technologies. However, it is possible to estimate these delays with some error rates
by using historical data. However, the analyzability of the data is very difficult due
to the data type and number. Therefore, big data methods are needed. For this
reason, Oneto et al. (2018) analyzed until the last data by using a fast learning
algorithm for Shallow and Deep Extreme Learning Machines. The algorithm has
been compared with the methods used today. It has been observed that the proposed
algorithm gives better results compared to the current method according to the
Italian rail networks. This has been confirmed by the actual data provided by Rete
Ferroviaria Italiana (RFI), which has been shown to yield twice as good as the
current methods.
It is possible to use big data on marketing decisions in the rail industry. In a
study by Zhang and Gong (2014), marketing decision-making using this data is
explained. Thus, it has been seen that big data not only provides benefits in technical
matters but also plays a role in strategic decisions that will support the growth of the
company. Another study by (Núñez et al. 2014) discusses the applicability of big
data to facilitate maintenance decisions regarding railway lines. Railway track
monitoring data reach enormous dimensions within minutes. However, the data are
not yet fully used due to the lack of suitable techniques. Therefore, valuable
information is contained in large amounts of memory from different sensors.
Table 1 summarizes the mentioned transportation system studies in the article.
These studies, which are examined as airline, highway and railway, are grouped
under three sub-headings in the highway sector: bridges, tunnels and roads. In the
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table, it is visually expressed that big data applications are carried out in different
areas by giving the title of the articles and the topics covered.
Table 1. The list of some applications of big data in transportation system
Area
Airline

Subarea

Reference
Dinis et
(2019)

al.

Ma et
(2019)

al.

Kasturi et al.
(2016)

Hausladen,
Schosser
(2020)
Chen et al.
(2016)

Kim,
(2016)
Source: Authors’ own elaboration.

Shin

Title
A supporting framework for
maintenance
capacity
planning and scheduling:
Development
and
application in the aircraft
MRO industry
Examining
customer
perception and behaviour
through
social
media
research – An empirical
study of the United Airlines
overbooking crisis
Airline Route Profitability
Analysis and Optimization
Using
BIG
DATA
Analyticson Aviation Data
Sets
under
Heuristic
Techniques
Towards a maturity model
for big data analytics in
airline network planning
Big Data Analytics on
Aviation Social Media: The
Case of China Southern
Airlines on Sina Weibo
Forecasting short-term air
passenger demand using big
data from search engine
queries

Topic
Capacity planning

Overbooking crisis

Airline
profitability

route

Airline network planning

Behavior information of
passengers

Air passenger demand
forecasting

Table 1. Cont. ...
Highway

Roads

Styliano et al.
(2019)

CambosCordobes
(2018)

Tunnels

Ding (2019)

Pan (2019)

Bridges

Liang (2016)

Wang (2018)

Railway

Núñez et al.
(2014)

Zhang, Gong
(2014)
Fumeo et al.
(2015)

Jamshidi et al.
(2017)
Oneto et al.
(2018)

Mobility Patterns, Big data
and Transport Analytics:
Tools and applications for
modeling
Big data in road transport
and
mobility
research.
In Intelligent Vehicles

Big Data Analysis of
Structural
Defects
and
Traffic Accidents in Existing
Highway Tunnels
Design
of
Integrated
Management and Control
System for Mechanical and
Electrical Equipment of
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based
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on big data streaming
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Train
Delay Prediction
Systems: A Big Data
Analytics Perspective

Source: Authors’ own elaboration.
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When the studies were examined, we observed that route planning was made for
all three industries. Studies on sensors have been mostly carried out in the highway
and railway industries. In addition, topics such as marketing, maintenance, customer
relations, delay problems and accidents are covered. Since these issues, which are a
problem in the transportation sector, cannot be dealt with due to the size of the data,
an attempt was made to solve these problems using big data applications which is
the sub-branch of artificial intelligence. In order to show that big data studies can be
done in many fields, articles on different subjects are included. Although there has
not been much work done so far, the large area to work will shed light on other
studies that can be done in the transportation sector regarding big data.

4. Conclusion
This study aimed to investigate the application of big data methods in the
inference of transportation systems’ data in three different sectors. In this way, a
general view is provided for the researchers to catch up with big data applications in
the field of the transportation sector. As a result, the methods which can be useful in
the corresponding industries may be analyzed. By data revolution, the need for the
methods to handle the data gathered from different sectors increases the demand for
big data analysis, that is why some other mathematical, numerical, and statistical
methods are used for this purpose. Especially, with the invention of the sensor
systems in almost every vehicle, the size of the data grows exponentially in the
transportation industry. Although the history of the big data concept backs on less
than a decade, its application is used frequently, especially in the past three years
that verifies the importance of big data. This study provides a literature review for
some big data applications in three different transportation industries as well as
some examples of the huge size of the data. The role of big data was highlighted in
different fields via diverse views, but that was not all. It is obvious that there is a lot
of work and methods that have been done by big data that are not available in
academic studies while they have been used frequently and accurately.

So, there are other fields and other application methods in the mentioned three
sectors that are not considered in this study. Therefore, as a future study, we plan to
investigate the application of other methodologies such as ML and ANN in other
transportation industries like maritime.
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