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Course description

The course explores the role of firms and their regulation in the development process with examples drawing from all regions of the world with special emphasis on Africa.  Throughout, it charts public policy options to enhance the contribution of firms to social goals.  Special emphasis is on the evolution of firms, how they emerge, grow and die in different sectors and economies.  Features of successful “ecologies of firms” that contribute to productivity growth and poverty reduction are discussed. In this context, current debates on the role of micro, small and medium enterprises are explored.  Opportunities provided at the “bottom of the pyramid” are considered as are special policy issues arising from constraints on poor people in accessing markets.  Policy options with special emphasis on pro-competitive measures are discussed. The relationship between enterprise and values is a major theme.  This is anchored in the traditional debates about the purpose of firms, profit maximization and shareholder value. On this basis the potential role of corporate social responsibility (“doing well by doing good”) is considered and that of hybrid forms of social enterprise, including not-for profit organizations. Light is shed on the debates on social enterprise by considering the dark side of capitalism – races to the bottom and firms that do “well by doing harm”. Policy options for “social enterprise” are discussed comprising standards, property rights, taxes as well as enforcement approaches, including related self-regulation. Speculative discussion about the future role of firms, including state-owned firms, in a globalizing world concludes.

Course Grading, homework, study groups and class participation
Exam dates:

Mid-term: 
March 14, 2011 
during class time
Final:

May 16, 2012  
1-4 p.m.
Exams are closed book.  Absences are allowed only for valid medical reasons.  Unexcused absence results in a zero score. Any scheduling conflicts must be cleared well in advance with the instructor.  Rescheduled exams must take place earlier than the scheduled exam.

Final grades will be a weighted average of the following:

Final Exam 



45%

Policy Note



20%

Mid-term



25%

Class participation


10%

Policy note:
Students will be required to write one policy note that will be due on March 30.  Ideas for topics and basic lines of questioning can be discussed with me upfront.  Students may wish to turn in drafts or outlines for discussion a few weeks prior to the final date.  The point of the note is to present a particular topic of current interest in clear and succinct fashion for digestion by policymakers or their advisors.  The key to a good note is to cover the relevant arguments and facts, tightly argued without repetition and in a manner that is intuitive.  Supporting diagrams, pictures or tables should be used as appropriate. To get to a good note it is typically necessary to do lots of background work sufficient otherwise to fill a 20 to 30 page basic paper.  Then there tends to be enough material to write a really interesting short note.  There is a strict word limit of 2500 on a note. Longer notes will not be graded, but a length of at least 1800 words is acceptable, when complemented by useful graphs or diagrams. Late submissions will not be graded. It helps using the following writers’ guide http://rru.worldbank.org/documents/WriterGuide.pdf
Office Hours

Office hours are: Wednesday and Thursday 10:30-12:00
You can arrange for other times via phone/email or drop by when the door is open.

Office: BOB 752

Tel:  202-663 5690

e-mail: mklein16@jhu.edu

Course Outline and Reading Assignments
The course will develop in the sequence of topics set out below.  Probably two sessions will be devoted to case studies presented by practitioners.  The timing of these sessions depends on availability of the presenters, which in turn depends on their professional commitments. This may shift the exact dates for the rest of the course and affect somewhat the pacing of the course depending on what exact topics will be covered in the case studies.  With this in mind the dates below for each session are indicative. As the course unfolds the schedule will be updated.
Part A.  Enterprise and material welfare

Session 1
I. The process of economic growth
(Growth record and patterns; Factors of production and “institutions”; Experiments, innovation, productivity; data issues)
Assigned Reading: 
Mokyr J. (2002) “Gifts of Athena: Historical Origins of the Knowledge Economy”, Princeton University Press, chapters 1, 6 and 7 


Romer P. (1993) “Ideas and Things” The Economist September 11
Supplementary Reading:

Crafts N. (2000) “Globalization and Growth in the 20th Century”, IMF Working Paper00/44







Easterly W. and Levine R. (2001) “It’s not Factor Accumulation: Stylized Facts and Growth Models” in World Bank Economic Review 15(2)
Hall R. and Jones. C. (1999) “Why do some countries produce so much more output per worker than others?” Quarterly Journal of Economics 114(1)

Harberger A. (1998) “A Vision of the Growth Process” American Economic Review 88(1)

Ridley M. (2010) “The Rational Optimist”, New York, chapters 2,3,8 and 9 

Uglow J.(2002)  “Lunar Men”, New York
Prologue

II. The ecology of  firms 
(Concepts of markets and competition; limits of understanding: second best, market and policy failure; ecology and markets: firm size distribution, firm dynamics)
Session 2
Firm size distribution, firm dynamics – an ecology of firms?

Assigned Reading: 

Caves R. E. (1998) “Industrial Organization and New Findings on the Turnover and Mobility of Firms” Journal of Economic Literature 36(4)
Scarpetta, S et al. (2002) “The Role of Policy and Institutions for Productivity and Firm Dynamics: Evidence from Micro and Industry Data”, OECD Economics Department Working Paper no. 329

Bloom N. and J. van Reenen (2010) “Why do Management Practices Differ across Firms and Countries?” in Journal of Economic Perspectives, Winter
Supplementary Reading:

Bhide A. (2000) “The Origin and Evolution of New Business” Oxford University Press

Chandler A. (1977) “The Visible Hand: The Managerial Revolution in American Business” Harvard University Press

Christensen C.M. (1997) “The Innovator’s Dilemma: When New Technologies Cause Great Firms to Fail”, Harvard Business School 

Hayek F.A. ( 1968)  “Competition as a discovery procedure” translated in the Quarterly Journal of Austrian Economics (2002) Vol 5 No 3

http://mises.org/journals/qjae/pdf/qjae5_3_3.pdf
Klein M. (2000) “Why Large Size Adds to Value” International Journal of Global Energy Issues 13(4)

Nelson R. (1995) “Recent Evolutionary Theorizing about Economic Change” Journal of Economic Literature, March

Smith A. (1776) “The Wealth of Nations” Book I, chapter II; Book IV, chapter II



Various articles in Small Business Economics (2002) 18(1-3) (by Aw, Liedholm, Nugent and Seung-Jae
Sutton J. (1997) “Gibrat’s Legacy” Journal of Economic Literature 35(1)

Paul Krugman and “The Life of Brian”
http://www.pkarchive.org/cranks/legend.html
http://web.mit.edu/krugman/www/ricardo.htm
http://scienceblogs.com/mikethemadbiologist/2009/09/economics_evolution_and_data.php
http://web.mit.edu/krugman/www/evolute.html
III. Policy for dynamic firms

(Incentives to raise productivity: competition and protection to learn; rules vs. reality; formal vs. informal business, expectations and animal spirits)
Session 3 
Investment climate: The major policy areas and debates
Assigned Reading: 

World Bank (2004) “World Development Report 2005”, Washington, chapters 2, 4-7
Supplementary Reading:

Lewis W. W. (2004) “The Power of Productivity: Wealth, Poverty and the Threat to Global Stability”, The University of Chicago Press, chapters 9-12
Session 4
Data and Benchmarking:  affecting change in policy regimes
Assigned Reading: 

World Bank (2010) “Doing Business in 2011”, World Bank, Washington, “Executive summary”, “About Doing Business”, “Starting a business”, “Getting Credit”, Annexes on getting electricity and employing workers, data notes for “starting a business” and “getting credit”
Supplementary Reading:

Aterido R. et al. (2009) “Constraints to Small Firms’ Growth? Business Environment and Employment Growth Across Firms” World Bank Policy Research Working Paper 5032

Bruhn M. (2008) “License to Sell: The Effect of Business Registration Reform on Entrepreneurial Activity in Mexico”  World Bank Policy Research Working Paper 4538
Hallward-Driemeier M. et al. (2010) “Deals vs. Rules”  NBER Working Paper 16001 http://www.nber.org/papers/w16001
Session 5
Who should receive “special” support from policy?  Small firms? Innovative firms?  Domestic firms? National Champions? Everybody?
Assigned Reading: 

Hausmann R. and Rodrick D. (2006) “Doomed to Choose: Industrial Policy as Predicament”, September http://www.hks.harvard.edu/fs/drodrik/Research%20papers/doomed.pdf
Pack H. (2000) “Industrial Policy: Growth Elixir or Poison?” World Bank Research Observer 15(1)

World Bank (2004) “World Development Report 2005”, Washington,    chapter 8

Supplementary Reading:

Klein M. (2010) “Promoting Small and Medium Sized Enterprises”, paper prepared for Deutsche Investitions- und Entwicklungsgesellschaft, November
http://www.deginvest.de/EN_Home/Service/Online_library/PDFs_Online-Library/DEG_Atrium_Dialogues_2010_Studie.pdf
Session 6
IV. At the bottom of the pyramid

(New challenges and opportunities for firms in emerging markets; the law of “one price”: do the poor pay more?)
Assigned Reading: 

Prahalad C.K. (2010) “The Fortune at the Bottom of the Pyramid”, Wharton School Publishing, Part I and part II, chapter 1
Wooldridge A. (2010) “The World Turned Upside Down” The Economist, April 17

Jenkins B. et al. (2011) “Inclusive Business Solutions: Expanding Opportunity and Access at the Bottom of the Pyramid” International Finance Corporation, Washington D.C. 
Supplementary Reading:

Goldmann Sachs Global Economics (2010) “Is this the BRIC’s Decade “, BRICs Monthly Issue 10/03, May 20 http://www2.goldmansachs.com/ideas/brics/brics-decade-doc.pdf
International Finance Corporation and World Resources Institute (2007) “The Next 4 Billion: Market Size and Business Strategy at the Bottom of the Pyramid”
http://rru.worldbank.org/thenext4billion
Part B:  Enterprise and values

V. Ethics and the firm

Session 7
The for-profit firm:  Client service and shareholder value; profit and executive compensation 
Assigned Reading: 

Milgrom P. and Roberts J. (1992) “Economics, Organization and Management” Prentice Hall, New Jersey, chapter 9: Ownership and Property Rights; chapter 13: Executive and Managerial Compensation; chapter 15: Financial Structure, Ownership, and Corporate Control

Hellwig M (1998) “On the Economics and Politics of Corporate Finance and Corporate Control” Mannheim, manuscript

http://www.sfb504.uni-mannheim.de/publications/dp98-43.pdf
Hansmann H. and Kraakmann R. (2000) “The End of History for Corporate Law”, New York University Center for Law and Business Working Paper #CLB-99-013
http://w4.stern.nyu.edu/emplibrary/99_013.PDF
Supplementary Reading:

Fremond O. and Capaul M. (2002) “The State of Corporate Governance” World Bank Research Working Paper 2858

http://info.worldbank.org/etools/docs/library/154716/domestic2003/pdf/WB_FremondWP2858.pdf
Hellwig M. (2000) “Corporate Governance and the Financing of Investment for Structural Change” Mannheim

http://www.sbf.unisg.ch/org/sbf/web.nsf/bf9b5a227ab50613c1256a8d003f0349/11db6e43d8a47a5cc1256db0003e76cb/$FILE/Thema%2009%20Corporate%20Governance%20-%20Hellwig%20Martin.PDF
Hellwig M. (2005) “Market Discipline, Information Processing and Corporate Governance” Bonn

http://www.coll.mpg.de/pdf_dat/2005_19online.pdf
Smith A. (1776) “The Wealth of Nations” 

Book V, Chapter I, Part III, Article I

Session 8
Not-for-profit firms:  social enterprise and philanthropy
Assigned Reading: 

Hansmann H. (2006) “The Role of Trust in Non-profit Enterprise” Chapter 6 in Helmut Anheier and Avner Ben-Ner, eds., The Study of Nonprofit Enterprise:  Theories and Approaches (Kuwer Academic Publishers, 2003)
http://www.law.yale.edu/documents/pdf/Faculty/Hansmanntheroleoftrust.pdf
Yunnus M. (2010) “Building Social Business” New York, chapters 1, 2, 5, 7 and 8

Tuan M.T. (2008) “Measuring and/or Estimating Social Value Creation” http://www.gatesfoundation.org/learning/documents/wwl-report-measuring-estimating-social-value-creation.pdf
Supplementary Reading:

Hansmann H. (1987) “Economic Theories of the Non-profit Sector” in W. Powell, ed., The Nonprofit Sector 27 42 (Yale University Press, 1987)
http://www.law.yale.edu/documents/pdf/Faculty/Hansmanneconomictheories.pdf
VI. Decency, trust, reputation, races to the bottom

Session 9
Norms and attitudes; pressures to cheat; incentives to adhere to rules
Assigned Reading: 

Milgrom P. and Roberts J. (1992) “Economics, Organization and Management” Prentice Hall, New Jersey

Chapter 8: Rents and Efficiency

Ridley M. (1997) “The Origins of Virtue” Penguin, chapter 7, 12 and 13

Supplementary Reading:

Calabresi G. and Bobbit P. (1978) “Tragic Choices”, New York

Hirsch F. (1977) “The Social Limits to Growth” Twentieth Century Fund

Kessel R.A. (1977) “Transfused Blood, Serum Hepatitis and the Coase Theorem” Journal of Law and Economics pp. 265 -289

Moore B. (1978) “Injustice: The Social Bases of Obedience and Revolt”, The Macmillan Press, Chapter 1, chapter 1
Sen A. (2009) “The Idea of Justice” Harvard University Press
Titmus R. (1970) “The Gift Relationship” London

Session 10
(A)social enterprise: operating without a legal framework
Assigned Reading: 

Reuter P. (1985) “Disorganized Crime: Illegal Markets and the Mafia” MIT Press, chapter 4, 6-8

Gambetta, D. (2009) “Codes of the Underworld” Princeton University Press, chapters 1-3, 6 and 10

Nenova, T. and Harford T. (2004) “Anarchy and Invention: How does Somalia’s Private Sector cope without Government?” in Public Policy for the Private Sector 280 



http://rru.worldbank.org/documents/publicpolicyjournal/280-nenova-harford.pdf
Supplementary Reading:

Buxton J. (2008) “The Historical Foundations of the Narcotic Drug Control Regime” World Bank Policy Research Working Paper 4553

Keefer P. et al. (2008) “The Development Impact of the Illegality of Drug Trade” World Bank Policy Research Working Paper 4543

Naim M. (2005) “Illicit”, New York

Session 11
VII. “Doing well by doing good”: Corporate Social Responsibility (CSR)

Corporate social responsibility: “Win-win”; ethical clients; the threat of regulation and of future bottlenecks; policy for social enterprise: Standards, property rights, taxes; supporting self-regulation and enforcement

Assigned Reading: 

International Finance Corporation (2002) “Developing Value: The Business Case for Sustainability in Emerging Markets”, Washington 

http://www.ifc.org/ifcext/sustainability.nsf/AttachmentsByTitle/p_DevelopingValue_full/$FILE/Developing_Value_full.pdf
Supplementary Reading:

Bonini S. et al. 2010 “How Companies Manage Sustainability”, McKinsey Quarterly, March

King A. and Lenox M. (  ) “Industry Self-regulation without Sanctions: The Chemical Industry’s Responsible Care Program” 

http://www.stern.nyu.edu/bes/papers/selfreg.pdf*
Moss-Kanter R. (1972) “Community and Commitment” Harvard University Press
Session 12
VIII. Values, enterprise and globalization: Towards a new feudalism?

(Order, innovation and disobedience)

Assigned Reading: 

Hirschmann A.O. (1982) “Rival Interpretations of Market Society: Civilizing, Destructive or Feeble”, Journal of Economic Literature, December

Supplementary Reading:

Drucker P. (1993) “Post-Capitalist Society” New York

Finer S. (1997) “The History of Government from the Earliest Times” Oxford Univesrity Press Vol II, “the Feudal Background pp. 855 to 895
Nozick R. (1974) “Anarchy, State and Utopia”, Cambridge Mass.
Sugden R. (1989) “Spontaneous Order” Journal of Economic Perspectives, Fall
