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INTRODUCTION

Social Business—
From Dream to Reality

Beginning with a Tiny Step

I first got involved in the poverty problem as an academician, and then
personally, almost by accident. I got involved because poverty was all
around me in Bangladesh. In particular, the famine of 1974 pushed
me out of the university campus and forced me to become a social ac-
tivist in addition to being a teacher. .

This is a common experience, of course. In disaster situations, most
of us without hesitation take up the social roles demanded by human
compassion. Bat in my case what began in a time of crisis became a
lifelong calling. I gave up my academic position and founded a bank-
a bank for the poor. :

It was the first step in 2 journey that continues to this day. The lat-
est stage in that journey, as I'll explain in this book, is creating and re-
alizing an idea for a new form of capitalism and a new kind of
enterprise based on the selflessness of people, which I ¢all social busi-
ness. It’s a kind of business dedicated to solving social, economic, and
environmental problems that have long plagued humankind-hunger,
homelessness, disease, pollution, ignorance.

Back in the early seventies, the newly independent country of Bangla-
desh was in a terrible state. The aftermath of our War of Liberation—
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with the destruction caused by the Pakistani army--combined with
floods, droughts, and monsoons to create a desperate situation for mil-
lions of people. Then came the famine. I found it increasingly difficult
to teach elegant theories of economics in the classroom while a terri-
bie famine was raging outside. Suddenly I felt the emptiness of tradi-
tional economic concepts in the face of crushing hunger and poverty.
I realized that I had to be with the distressed people of Jobra, the
neighboring village just outside of Chittagong University, and some-
how find something to do for them. All that I hoped to do was make
myself useful to at least one person per day.

In trying to discover what I could do to help, I learned many things
about Jobra, about the poor people who lived there, and about their
helplessness. ] came face to face with the struggle of the poor to find
the tiniest amounts of money needed to support their efforts to eke
out a living.

in pamcuiaz I was shocked to meet a woman who had borrowed
just § faka {the equivalent of around 7 cents in U.S. currency) from a
moneylender and trader. She needed this small amount of money to buy
bamboo, from which she crafred stools to sell. The interest rate on such
loans was vety high—as much as 10 percent per week. But still worse
was the special condition imposed on the loan: She would have o seil all
her products to the moneylender at a price he would determire.

That S-taka loan transformed her into a virtual slave. No matter
how hard she might work, she and her family could never escape from
poverty.

To understand the scope of this moneylending practice in the vil-
lage, | made a list of the people who had borrowed from the money-
lenders. When my list was complete, it had forty-two names. These
people had borrowed a total of 856 taka from the moneylenders—

roughly U.S. $27 at then-current exchange rates. It seemed absurd that '

such a small amount of money should have created so much misery!
To free these forty-two people from the clutches of the money-
fenders, I reached into my own pocket and gave them the money to
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repay the loans. The excitement that was created in the village by this
smail action touched me deeply. I thought, “If this little action makes
so many people so happy, why shouldn’t T do more of this®”

That’s what | have been trying to do ever since.

The first thing I did was to try to persuade the bank focated in the
university campus to lend money to the poor. But the bank manager
refused. He said, “The poor do not qualify to receive loans from the
bank—they are not creditworthy.” [ argued with him with no result. I
met with senior banking officials at various levels to see if I could find
someone who would be willing to open the doors of the bank to the
poor. This went on for several months, but I couldn’t change their
minds.

Finaily, I came up with an idea. I offered to become a guarantor
for Joans to the poor. After much hesitation, the bank agreed to accept
this proposal. By the middle of 1976, T started giving out loans to the
village poor, signing all the papers the bank gave me to gz:arantée the
loans personally and acting as a kind of informal banker on my own.
I wanted to make sure that the poor borrowers would find it easy to
pay back the loans, so I came up with simple rules, such as having
people repay their loans in small weekly amounts, and ilaﬁng the
bank officer visit the villagers rather than making the villagers visit
the bank. These ideas worked. People paid back the loans on time,
every time.

It seemed to me that lending money to the poor wasnot as difficult
as was generally imagined. It even appeared to me that serving their fi-
nancial needs might be a viable business. You’d think a smagt banker
would be able to recognize this opportunity quicker than a mere eco-
nomics professor with no banking experience, But no. I kept con-
fronting difficulties in trying to expand the program through existing
banks.

Finally, with no other option, I decided to create a sépazate bank
for the poor. It was a long, arduous process. But with the support of
the then-finance minister of Bangladesh, I succeeded in creating a new
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bank, a bank dedicated to serve the poor. We called it Grameen Bank-
or “viilage bank,” in the Bengali language.

"Today, Grameen Bank is a nationwide bank serving the poor in
every single village of Bangladesh. Of its 8 million borrowers, 97 per-
cent are women. Farly in the history of the bank, we deliberately de-
cided to focus on lending to women—initiaily as a protest against the
practice of conventional banks, which refused to lend money to
women even if they belonged to a high income bracket. We also saw
that women in Bangladesh had the talent and skili to become income-
earners. Qur initial goal was to make sure we had both men and
women borrowers in even numbers. But soon we discovered, through
experience, that female borrowers brought much more benefit to their
families than male borrowers. Children immediately benefited from
the income of their mothers. Women had mere drive to overcome
poverty. Lending to women in the poor villages of Bangladesh, we re-
alized, was a powerful way to combat poverty for the entire society.

(ifameen Bank is unusual in other ways. It is actually owned by
the borrowers, who in their capacity as shareholders elect nine of the
thirteen members of the board of directors. Grameen Bank lends out
over $100 million 2 month in collateral-free loans averaging about $200.
The repayment rate on loans remains very high, about 98 percent, de-
spite the fact that Grameen Bank focuses on the poorest people—those
whom conventional banks still consider non-creditworthy.

Grameen Bank even lends money to beggars. They use the loans to
enter the business of selling goods—toys, household items, foodstuffs—
from door to door, along with begging door to door. Contrary to some
people’s expectation, beggars like the idea of supporting themselves
through sales rather than relying on charity. We now have over
100,000 beggars in this program. During the four years since this pro-
gram was launched, over 18,000 have quit begging. Most of the beg-
gars are now on their second and third loans.

Grameen Bank also encourages children of its borrowers to go to
school, offering affordable loans for them to pursue higher education.

INTRODUCTION: SOCIAL BUSINESS—FROM DREAM TO REALITY

More than 50,000 students are currently pursuing their education in
medical schools, engineering schools, and universities with financing
from Grameen Bank.

not job seekers. We explain to them, “Your mothers own a big bank,
Grameen Bank. It has plenty of money to finance any enterprise you
may wish to float, so why waste time looking for a job working for

someone else? Instead, be an employer rather than an employee.”
Grameen Bank is in the business of encouraging entrepreneurship and

self-reliance among the people of Bangladesh—not dependence.

Grameen Bank is financially self-reliant. All of its funds come from

themselves, who are required to save a little bit every week. They have
a coflective savings balance of over half a billion U.S. doltars.

All of this would be an impressive enough achievement based on
the tiny spark that started it all—that $27 worth of loans that I repaid
for the poor people of Jobra. But the work of Grameen Bank in
Bangladesh has turned out to be just the beginning. _

Today the idea of small, collateral-free loans for poor:women,
known as “microcredit” or “microfinance,” has spread around the
world. There are now Grameen-type programs in almost every coun-
try in the world. We even run a program named Grameen America in
New York Ciry. Its first branch was opened in Queens, New York, in
2008 to provide smali coliateral-free loans {averaging $1500} to local
women to start modest businesses or expand their existing busi-
nesses. Most of them are single mothers struggling to make a living
with dignity.

Grameen America is now branching out to new locations in Brook-
iyn, New York, Omaha, Nebraska, and San Francisco, Califoraia. Its
success demonstrates that even in the richest countty in the world with
the most sophisticated banking system, there i$ a huge need for banks
dedicared to serving the unserved and underserved millions.
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are bonsai people. There is nothing wrong with their seeds, but soci-
ety never gave them the proper base to grow in. All it takes to get poor
people out of poverty is for us to create an enabling environment for
them. Once the poor can unleash their energy and creativity, poverty

P st ettty P AT Sy,

will disappear very quickly.

The Concept of Social Business

I took my first step in the direction of helping poor people in the mid-
seventies. While poverty has remained my main concern since then, [
have moved on to other issues because I've found them very relevant
to my main concern. Over time Fve become involved in agriculture,
livestock, fisheries, renewable energy, information technology, educa-
tion{ health, hand-loom textiles, employment services, and many sim-
ilar areas and sub-areas under them. Each one, | thought, could help
overcome poverty if designed in the right way. For each sector or sub-
sector | created a'company to see whether I couid address the problem
of poverty in a sustainable way. Poverty is a state of living. It bas many
facets. It has to be approached from many directions, and no approach
is insiganificans,

While trying out all these approaches, I saw myself moving from
one level to another level of my conceptual framework. I moved from
microcredit to a much broader concept, which neatly includes micro-
credit itself. This new concept will bring a fundamental change in the
architecture of our capitalist economy by bringing it closer to a com-
plete and satisfactory framework, freeing it from the basic flaws which
lead to poverty and other social and environmental ills. This is the
panccpt of social business, whicb is the subject of this book.

Let me return for a moment to the financial crisis of 2008-2009.
Unfortunately, media coverage gives the impression that once we fix
this crisis, all our troubles will be over: The economy will start to grow
again, and we can quickly and comfortably return to “business as

usual.”

~ %iv ~
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But even if it were desirable, business as usual is not really a viable
option. We forget that the financial crisis is only one of several crises
threatening humankind, We are also suffering a global food crisis, an
energy crisis, an environmental crisig, a healthcare crisis, and the con-
tinuing social and economic crisis of massive worldwide poverty.
These crises are as important as the financial one, although they have
not received as much attention.

Furthermore, the media coverage may give the impression that
these are disconnected crises that are taking place simultaneously,
just by accident. That’s not true at all. In fact, these crises grow from
the same root—a fundamental flaw in our theoretical construct of
capitaiism

capitalism, human beings cngaged in business are portrayed as one-
dimensional beings whose only mission is to maximize profit. Humans
supposedly pursue this economic goal in a single-minded fashion.

This is a badly distorted picture of a human being. As even a mo-
ment’s reflection suggests, human beings are not money-making robots...
The essentiaf fact about humans is that they are multidimensional be-
ings. Their happiness comes from many sources, not just from making
money. <

And yet economists have built their whole theory of business on
the assumption that human beings do nothing in their economic lives
besides pursue selfish interests. The theory concludes that the optimal
result for society will occur when each individual’s search for seifish
benefit is given free rein. This interpretation of human beings denies
any role to other aspects of life—political, social, emotional, spiritual,
environmental, and so on.

No doubt humans are selfish beings, but they are selfless beings,
too. Both these qualities coexist in all human beings. Self-interest and
the pursuir of profit explain many of our actions, but many others
make no sense when viewed through this distorting lens. If the profit

- XY
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Our joint social business with Veolia, a large French water com-
pany, is called the Grameen Veolia Water Company, created to bring
safe drinking water to the villages of Bangladesh where arsenic con~
tamination is a huge problem, Viflagers buy water from the company
at an affordable price instead of drinking contaminated water. Over
time, we’ll measure the impact of the improved water supply on the
heaith of the local people,

Another large corporation, BASF of Germany, has signed a joint
venture agreement with Grameen to produce chemicaily treated mos-
quito nets in Bangladesh. When these nets are draped over beds, they
provide sleepers with protection from mosquito-borne diseases such
as malaria. The BASF Grameen joint venture will produce and sell
these mosquito nets as cheaply as possible to make the benefits af-
fordable to the poor.

Our joint venture with Intel Corporation, Grameen Intel, aims at
using information and communication technology to help solve the
wuo_umﬁm.m of the rural poor-for example, by providing heaithcare in
villages of the developing world where doctors and nurses are scarce
and medical clinics are few. As P'l] explain later in this book, the goal
is to create exciting new technologies that can bring the most advanced
healthcare concepts within the reach of poor villagers—and then to
create a cadre of small-scale entrepreneurs who will deliver these vital
services in an economically sustainable fashion.

Qur joint venture with adidas aims at producing affordable shoes
for the lowest income people. The goal of Grameen adidas is to make
sure that no one, child or adult, goes without shoes. Of course, it’s
more pleasant and comfortable to walk on dusty roads with shoes on
your feet, but at bottom, this is a health intervention to make sure that
people in rural areas, particularly children, do not have to suffer from
parasitic diseases that can be transmitted through walking barefoot.
Adidas is working with Grameen to bring these benefits to the poor-
est people of the developing world using an economically viable so-
cial business model.

INTRODUCTION: SOCIAL BUSINESS—FROM DREAM TO REALITY

_Another German company, Otto GmbH, a global leader in the mail-
order business, is eager to start a social business that produces textiles
and garments for export from South Asia into the developed world,
Otto Grameen is planning to set up a garment factory in Bangladesh
that will make a special effort to employ peopie who are often treated
as economically marginal, including single parent women and the dis-
abled. The profits will be used to improve the guality of life for the em-
ployees, their children, and the poor of the neighborhood.

As these examples show, social business is not just a pleasant idea.
It is a reality, one that is aiready beginning to make positive changes in
people’s lives as well as attracting serious interest from some of the
world’s most advanced corporations.

Marny more social businesses are on the way. One attractive atea
will be in creating jobs in special locations or for particalarly disad-
vantaged people. Since a social business operates free from the pres-
sure of earning profit for the owners, the scope of investment
opportunities is much greater than with profit-maximizing companies.
Before a profit-maximizing company decides to make an investment,
it has to be assured of a predetermined minimum return on invest-
ment, say 25 percent, It will not proceed with the investment’if this
rewrn is not available because it has other investment opportunities
which will bring that kind of return. Since the investor is a profit-
seeker, he will be driven to projects by the size of profit.

Bat the investment decision made b ial business is not based
on the potential profit. It is based on the social cause. I that cause
happens to be creating employment, it will go ahead if it is satisfied
that the business can sustain itself. This gives social business enormous
power in creating jobs. It can even invest in projects where the return
on investment is near zero, and in the process open up job opportuni-

ties for many people. In a purely profit-making business world, these
jobs would never be created. How unfortunate!

Healthcare is another high-potential area for social business. Pub-
lic delivery of healthcare in many countries is inefficient and often fails

- XKE
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to reach the people who need it most. Private healthcare caters mainly
to the needs of high-income people. The big empty space between the
two can be filled by social businesses,

in Bangladesh, the Grameen Healthcare company is developing a pro-
totype of health management centers in the villages that will keep healthy
people healthy by concentrating on prevention and offering diagnostic
and health check-up services, health insurance, education in heakth prac-
tices and nutrition, and so0 on. Grameen Healthcare is trying to take ad-
vantage of the near-universal avaifability of mobile phones and is
working with leading manufacturers to design diagnostic equipment that
can transmit images and data in real time to city-based health experts. By
using the amazing new efficiencies that technology makes possible, | be-
lieve Grameen Healthcare can drive the costs of healthcare down so low
that even the poorest village can be served while achieving the goal of
economic self-sufficiency that is at the heart of social business,

Social business can also play a major role in improving the health-
care infrastrufture. Grameen Healthcare is already in the process of
setting up nursing colleges to train girls from Grameen Bank families
as nurses. There is a large demand for gualified nurses both in
Bangladesh and the rich countries. There is no reason why vast num-
bers of young girls should be sitting around in villages while these at-
tractive job opportunities go unfilled, Nursing colieges run as social
businesses can bridge this void.

Grameen Healthcare is also planning to set up secondary and ter-
tiary health facilities, aiso designed as social businesses, (Later in this
hook, I’ll tell the story of one such facility that is already under devel-
opment, a unit for performing some of the most advanced surgical

~#procedures in the world to cure children suffering from thalassemia, an

s otherwise fatal genetic disorder.} To train a new generation of doctors
to staff these facilities, Grameen Healthcare plans to establish a Uni-
versity of Health Sciences and Technology.

Many other segments of healthcare are appropriate for building
successful social businesses: nutrition, water, health insurance, health
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education and training, eye care, mother and child care, diagnostic
services, and-so on. It will take time to develop the prototypes. But
once creative minds come up with the design for a social business and
a prototype is developed successfully, it can be replicated endlessly.

Designing each small social business is like developing a seed. Once
the seed is developed, anybody can plant it where it is needed. Since
each unit is self-sustaining, funding does not become a constraint.

Among other things, social business is a way of putting roday’s
most powerful technologies to work.

The world today is in possession of amazingly powerful technolo-
gies. They are growing very fast, becoming more powerful every day.
Almost all of this technology is owned and controfled by profit-mak-
ing businesses. All they use this technology for is to make more money,
because that is the mandate their shareholders have given them.

Yet viewed more broadly, technology is simply a kind of vehicle.
One can drive it to any desired destination, Since the present owners
of technology want to travel to the peaks of profit-making, technology
takes them there. If somebody else decides to use the existing technol-
ogy to end poverty, it will take the owner in that direction. If another
Owner wants to use it to end diseases, the technology will go there. -
The choice is ours. The only problem is that the present theoretical
framework under which capitalism operates does not give this chéice,
The inclusion of social business creates this choice.

One more point to ponder: There’s actually no need to choose.
Using technology for one purpose doesn’t make it less effective for
serving a different purpose. Actually, it is the other way around, The
more diverse uses we make of technology, the more powerful it gets.
Using technology for solving social problems will not reduce its effec-
tiveness for making money, but rather enhance it.

The owners of social businesses can direct the power of technol-
0gy to solve the growing list of social and economic problems, and get
quick results. And in the process, they will generate even more tech-
nological ideas for future generations of scientists and engineers to

~ xxiii ~




BUILDING SOCIAL BUSINESS

develop. The world of social business will benefit not only the poor,
but all of humanity.

Once the concept of social business becomes widely known, cre-
ative people will come forward with attractive designs for social busi-
nesses. Young people will develop business plans to address the most
difficult social problems through social businesses. The good ideas, of
course, will need to be funded. I am happy to say there are already
initiatives in Europe and Japan to create social business funds to pro-
vide equity and loan support to social businesses.

In time, more sources of funding will be needed. Each level of
government—international, national, state, and city—can create so-
cial business funds. These can encourage citizens and companies to

create social businesses designed to address specific problems {unem-

ployment, health, sanitation, pollution, old age, drugs, crime, the
needs of disadvantaged groups such as the disabled, and so on). Bilat-
eral and multilateral donors can also create social business funds.
Foundations cih earmark a percentage of their funds to support social
businesses, and husinesses can use their social responsibility budgets to
fund social businesses.

. Eventually we’ll need to create a separate stock market to make it
easy to invest in social businesses. Only social businesses will be listed
in this social stock market, and investors wiil know right from the be-
ginning that they’ll never receive any dividends from this market. Their
motivation will be to enjoy the pride and pleasure of helping to solve
difficult social problems.

Social business gives everybody the opportunity to participate in
creating the kind of world we al want to see. Thanks to the concept of
;* social business, citizens don’t have to leave alt problems in the hands of
' the government {and then spend their lives criticizing the moqﬁauni

for failing to solve them). Now citizens can have a completely new
space in which to mobilize their creativity and talent for solving the
problems of our time. Seeing the effectiveness of social business, gov-
ernments may decide to create their own social businesses, partner with
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n_cmam.ng social businesses, and incorporate the lessons from the social
businesses to iinprove the effectiveness of their own programs.

Governments will have an important role to play in prometing so-
cial businesses. They will need to pass legislation to give legal recog-
nition to social business and create regulatory bodies to ensure
transparency, integrity, and honesty in this sector. They can also pro-
vide rax incentives for investing in social businesses as well as for so-
cial businesses themselves.

The wonderful promise of social business makes it a!l the more im-
portant that we redefine and broaden our present economic frame-
work. We need 2 new way of thinking about economics that is not
prone to creating a series of crises; instead it should be capable of end-
ing the crises once and for all. Now is the time for bold and creative
thinking—and we need to move fast, wwmw.mhm the éomm is nrmmmww.ws,
,,_hmmw The first piece of this new framework must be to monowuaommnw
social business as an integral part of the economic structure.

In just a few short years, social business has developed from 2 mere

dea into 2 living, rapidly growing, reality. It is already bringing im-

provements into the lives of many people and is now on the verge of
exploding into one of the world’s most important social and mno:ommn... .
trends. In the rest of this book, I'll explain more about the theory of
social business, tell the stories of several social businesses that aré al-
ready in action, and offer practical suggestions about how you can get
involved in supporting this new movement.




CHAPTER 1

Why Social Business?

A social business is a new kind of business, It’s quite distincr from ei-
ther a traditional profit-maximizing business (which describes practi-
cally all private companies in the world today) or a not-for-profir
organization {which relies on charitable or philanthropic donations).
It’s also quite distinct from some other frequently used terms, such as
“social enterprise,” “social entrepreneurship,” or “socially responsible
business,” which generaily describe varieties of profit-maximizing
companies,

A social business is outside the profit-seeking world. Its goal is to
solve a social problem by using business methods, including the cre-
arion and sale of products or services. Grameen Danone, for exampie,
is working to solve the problem of malnutrition by selling afforddble
yogurt fortified with micronutrients, Grameen Veolia Warer addresses
the problem of arsenic-contaminated drinking water by sefling pure
water at a price the poor can afford. BASF Grameen will reduce mos-
quito-borne diseases by producing and marketing treated MOSGUILO
nets. There are many other examples—some already in operation, oth-
ers in the making.

There are two kinds of social business. One is a non-loss, non-div-
idend company devoted to solving a social problem and owned by in-
vestors who reinvest all profits in expanding and improving the
business. The examples mentioned above fit into this category. We call
this a Type I social business.
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The second kind is a profit-making company owned by poor peo-
ple, either directly or through a trust that is dedicated to a predefined
social cause. We call this a Type U social business. Since profits that
flow to poor people are alleviating poverty, such a business is by def-
inition helping to solve a social problem. Grameen Bank, which is
owned by the poor people who are its depositors and customers, is an
example of this kind of social business. And as I'll explain later in this
book, the Otto Grameen textile factory, currently in the planning
stages, will be a second example. It will be owned by Otto Grameen
Trust, which will use the proceeds to benefit the people of the com-
munity where the factory is located.

Unlike a non-profit organization, a social business has investors
and owners. However, in a Type I social business, the investors and
owners don’t earn a profit, a dividend, or any other form of financial
benefit. The investors in a social business can take back their original
investment amount over a period of time they define. It could be a
very short périod, such as one or two years, or a very long period, as
much as fifey vears or more. But any increase in the money going to in-
vestors beyond the original investment disqualifies the business from
being a social business.

This even applies to an adjustment for inflation. In social business,
a doilar is a dollar is a dollar. If you invest a thousand doliars in a so-
cial business, you’'li get back a thousand dollars—-not a penny more,
We are strict about this because we want to make it very clear that the
notion of personal financia! benefit has no place in social business.

Because social business is a new idea, Ive devoted a lot of time
and energy to defining it precisely and figuring out ways to commu-
‘nicate its nature clearly and compellingly to the general public. An
important ally in this effort has been Hans Reitz, director of the
Grameen Creative Lab {GCL} in Wiesbaden, Germany. Reitz helped
me formulate the Seven Principles of social business, which do a paz-
ticularly good job of presenting the key characteristics of a Type I so-

cial business:

-

WHY SOCIAL BUSINESS?

1. ,wrn. business objective is to overcome poverty, or one or more
problems {such as education, health, technology access, and en-
vironment) that threaten people and society-~not to maximize
profit.

2. The company will attain financial and economic sustainability.

3. Investors get back only their investment amount. No dividend
is given beyond the return of the original investment,

4. When the investment amount is paid back, profit stays with the
company for expansion and improvement.

5. The company will be environmentally conscious.

6. The workforce gets market wage with better-than-standard
working conditions.

7. Do it with joyii!

The last of the Seven Principles was Reitz’s suggestion, and T must
say, I like it. Cavght up in the aggressive environment of conventional
business, we forgot that business can have anything to do with joy.
Social business is all about joy. Once you get involved with it you con-
tinue to discover the unlimited joy in doing it. y

The Seven Principles are the core of social business. Keep them in
mind as you read the rest of this book. You'll notice these principles at
work when we describe specific social businesses that are already in
operation as well as ideas for new social businesses that have yet to be
faunched. When companies and entrepreneurs meet with us to learn
about the social business concept and explore ways to get involved in
this movement, we share the Seven Principles with them. They serve as
a touchstone and a constant reminder of the values that are at the
heart of the social business idea.

What Social Business ls——and Is Not

Terms such as “social enterprise,” “social entrepreneurship,” and many
others are frequently used in literature devoted to efforts to address

.3




BUILDING SOCIAL BUSINESS

problems such as poverty. Although these terms are used in varying
ways by different writers, they are generally used to refer to subcon-
cepts within either the profit-making world or the traditional world of
non-profit organizations. Thus, they are #of the same as what I call so-
cial business.

“Social entrepreneurship” relates to a person. It describes an ini-
tiative of social consequences created by an entrepreneur with a so-
cial vision. This initiative may be a non-economic initiative, a charity
initiative, or a business initiative with or without personal profit. Sore
social entrepreneurs house their projects within traditional non-
governmental organizations {NGOs), while others are involved in for-
profit activities. In contrast with social entrepreneurship, social
business is a very specific type of business—a non-loss, non-dividend
company with a social objective. A social business may pursue goals
similar to those sought by some social entrepreneurs, but the specific
business structure of social business makes it distinctive and unique.

Some organizations that promote the concept of social entrepre-
neurship, such as the educational foundation Ashoka, list my work
and that of Grameen Bank under this heading. I don’t object, and
Ashoka has done a good job of consecting people around the world
with the Grameen story and the concept of microcredit. But it wouid
be a mistake to lump together my work with that of all the other so-
cial entrepreneurs, or to assume that “social entrepreneurship” and
“social business™ are simply rwo names for the same thing,

Some people think that a social business is a kind of non-profit
organization. This is not correct. Note some of the characteristics
that distinguish 2 social business from the typical forms of non-profit
organizations.

A foundation, for example, is a charitable organization created to
disburse funds from one or more donozs who seek to create social ben-
efits through their giving. A foundation is not a social business: It is
not financially self-sustaining, it normalily does not generate any in-
come through business activities, and it does not have an “owner™ the

-

WHY SOCIAL BUSINESS?

way a maoﬁmm business does. {Under the laws of most countries, foun-
dations and &ther non-profits are not owned but rather governed by
boards of directors under guidelines established by the state.)

However, a foundation could own a social business, In fact, I think
it could be an excellent use of foundation monies to establish social
businesses within the organization’s sphere of interest. When a foun-
dation gives a grant to a traditional NGO, the money is spent ¢o es-
tablish or support charitable programs, and hopefully it provides some
benefits to the community. But in any case, the money is soon spent,
and in most cases the NGO is soon applying for another grant o con-
tinue its work.

By contrast, if a foundation were to provide investment money
with which to launch a social business, the business could create social
benefits while generating the income to sustain itself. Over time it
would repay the original investment, which means the foundation
would get its money back and be able to use it for some other worthy
purpose. Meanwhile, the social business would chng along, doing
good in the world and, if it is well run, expanding and spreading its in-
fluence in ever-widening circles throughout the society.

As I'll explain later, there are legal and tax rules in some countries,
including the United States, that make it complicated for a foundation
to invest in a business. However, these complications can be overcome,
P'd like to see foundations using some of their funds to establish social
businesses in their areas of interest: health, education, and sustainable
agriculture. I hope some of today’s leading foundarions are consider-
ing such possibilities,

In a similar way, a traditional NGO, which is a non-profit, char-
itable organization, could also own a social business. It would need
to be separated from the NGO for legal, rax, and accounting pur-
poses. But as long as the social business shares the same social ob-
jectives as the NGO, it seems to me that such an investment would
be a wise and potentially powerful tool for pursuing the NGO’s char-
itable goals,
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NGOs do a lot of good work in the world, But the charitable
model has some inherent weaknesses, which led me to create the con~
cept of social business as an alternative.

Relying on charitable donations is not a sustainable way of run-
ning an organization, It forces NGO leaders to spend a lot of time,
energy, and money on fund-raising efforts. Even when these are suc-
cessful, most NGOs are perennially strapped for cash and unable to
sustain, et alope expand, their most effective programs. By contrast,
a social business is designed to be sustainable, This allows its owners
to focus not on asking for donations, but on increasing the benefits
they can deliver to the poor or to others in society. The power of the
social business to endlessly recycle money gives it potentially far
greater impact than even the best-run charity.

Furthermore, social business treats its beneficiaries with greater
personal dignity and autonomy than charity, Even well-meaning, well-
designed charity programs have the inevitable effecr of taking away
the initiati%e of those who receive the benefits. Poor people who be-
come dependent on charity do not feel encouraged to stand on their
own feet,

By contrast, people who pay a fair price for the goods and services
they receive are taking a giant step toward seif-reliance, Rather than
passively accepting gifts, they are actively participating in the eco-
nomic system, becoming players in their own right in our free-market
econorny. This is enormously empowering and leads much more di-
rectly to genuine, jong-term solutions to such problems as poverty, in-
equality, and oppression.

Of course, not all charity should be replaced by social business.
Sometimes simply helping people in desperate need is essential—for
example, when a natural disaster such as the tsunami of 2004 or the
terrible earthquake that devastared Haiti in 2010 destroys infrastruc-
rare, makes people homeless, and creates a huge need for food, medi-
cine, and clothing. Families within a few days of starvation can’t wait
to launch businesses to support themselves-they need food, and they
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need it @Enﬁw Charity is the only immediate response in such cases,
But soon this emergency situation gives way to a phase when social
business interventions can be very appropriate and immensely help-
ful. That’s why we have created a Social Business Fund for Haiti to
create a series of social businesses as longterm, sustainable solutions
for the people of Haiti. Both charity and social businesses are needed,

- but we must understand how, and to what extent, each can contribute

to reducing the misery of the people.

There are also some categories of people who unfortunarely must
rely on charity, because it is virtually impossible for them to support
themselves. I'm thinking of people who suffer from extreme physical
or mental disabilities, as well as the very old and the very young. As a
society, we simply owe these people our help, and it would be cruel to
insist that they support themselves. So there is room in our world for
charity, just as there is room for social business.

However, I would point out that the potential sphere for social
business, within which poor people can become self-sufficient, is
greater than many people assume. I've mentioned the program by
which Grameen Bank makes it possible for beggars to transform them-
selves into small business owners through tiny loans. This program
has shown that even the poorest of the poor-—people with ne obvious
skills or resources—can become self~supporting when the tool§ they
need are made available.

Programs run by other organizations have worked similar “mira-
cles” with other categories of human beings who are sometimes dis-
missed as hopeless: drug addicts, the physically disabled, the mentally
ill. Let’s not be quick to assume that people can be helped only by
handouts. Instead, let’s try to use our creativity to unjock the hidden
potential that almost everyone has been given by God.

Another type of organization that might be confused with a social
business is a cooperative.

A cooperative is owned by its members. It is run for profit to ben-

- efit the member-shareholders. When the cooperative movement was
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first created by socialists such as Robert Owen in the early nineteenth
century, it had clear social objectives: to empower the poor, to en-
courage seif-sufficiency, and to promote economic development,
Today, some co-ops still create social benefits, For example, there are
housing co-ops that make affordable homes available to working-class
people, food co-ops that bring heaithy nutrition within the reach of
city dwellers, and banking co-ops that provide financial services to
consumers who might otherwise be underserved,

However, some co-ops are run vety much hike ordinary profit-max-
imizing companies. They simply bring together collections of people or
companies—farmers raising a particular crop, for example-and cre-
ate a business structure within which they operate so as to increase
their personal profits. There’s nothing wrong with this. But it’s not a
social business.

Is it possible for a co-op to be a social business? Yes, if the members
who own the co-op are poor people. In that case, any profits generated
by the co-op®vould go to supporting the poor and helping them escape
from poverty—which, by definition, is a socially beneficial activity. An
example is the Self-Employed Women’s Organisation {SEWA}, a trade
union that helps self~employed Indian women pursue the goals of “full
employment”: work security, income security, food security, health-
care, child care, and shelter. Organized as a trade union for home tex-
tile workers in 1972, SEWA now has over 900,000 members
throughout India. These members select their own leaders and effec-
tively run the organization for the benefit of the rank-and-file.

Finally, let me mention one more term that | am sometimes asked
about by people who are wondering what social business is, That term

_is “social marketing.” It’s a concept that surfaced among sociclogists

in the 1970s to describe efforts to change human behavior in a socially
beneficial way by using tools and techniques drawn from business
marketing. An exampie might be the antismoking campaigns that
many governments and NGOs have developed using television com-
mescials, statements from celebrities, and magazine adverrisements to
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carry-the message. Despite the similarity in name, social marketing of
this kind has 7eally nothing to do with my concept of social business.

Social Business and Corporate Social Responsibility

Corporate social responsibility {CSR} is another term that sometimes
gets confused with social business, CSR often designates a charity fund
set aside by a profit-maximizing company to do some good in the local
community. For example, the CSR department of a company might
donate money to a hospital or school, provide scholarships for a few
poor children, or sponsor a cleanup day at the local beach or park.
CSR programs are mostly used to build a company’s image, to pro-
mote the idea that the company is a “good neighbor” or a “good cit-
izen.” There’s nothing wrong with CSR, but it has no real relation to
social business,

By contrast, a social business is directly devoted to changing the
economic and social situation of the poor or to creating some other so-
cial improvement in the world. A profit-maximizing company that
practices CSR may devote 95 percent of its resources to producing
profits and § percent {ot less) to making the world a better place. A so- -
cial business devotes 100 percent of its resources to making the world
a better place, ¢

The CSR concept may also refer to certain rules of good citizen-
ship that some enlightened business leaders try to live by. Not every
business will be, or should be, a social business. But even traditional
profit-maximizing businesses should follow some basic principles of
responsibility.

The first responsibility principle that every business leader should
follow is to make sure the business does not imperii anybody’s life on
this planet, I'd like to see every business manager take a personal vow
to not make our world a riskier place than it would be without the
business in it. This means operating the business in a safe mannerfor
example, following procedures to avoid the risk of injuries to workers,
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It means making products and services that are safe to use, And it
means taking steps to avoid polluting the environment or contributing
10 global warming. It seems to me that a company that considers itself
to be devoted to the principles of CSR should practice at least these
minimal steps,

The second responsibility principle goes a bit m:n_oﬁ. It states that
the business will contribute to making the planet safer than it would
have been without the business, Under this principle, it’s not enough
merely to refrain from poliuting—it’s also necessary to help clean up
the atmosphere, the seas, and the ground we walk on, leaving them in
better shape than we found them. It’s not enough simply to produce
goods that don’t harm the customers-~it’s also necessary to create
products that make life easier, safer, and more healthful for those who
use them.

And the third responsibility principle is that the business should be
conducted within the framework of social and political responsibilities
established by%he state and global authorities. Of course, this means
obeying laws and regulations regarding safety, environmental respon-
sibility, financial integrity, and so on. But it also means actively con-
tributing ro business efforts to support the well-being of society on the
local, national, and global levels. Companies that believe in CSR
should strive to be good corporate citizens, helping to make the world
a better place through their policies, procedures, and practices.

Based on principles like these, we can design businesses where there
is no conflict berween social and economic objectives. “Social” means
in this context that the business serves to benefit a broad group of peo~
ple rather than being focused purely on the shareholders’ monetary

@m_m. There is no reason why we cannot design such businesses—this

“kind of social undertaking makes perfect economic sense. But again, it
is not the same as a social business as 've defined i,
As an example, consider the company The Sun Shines for All. This
for-profit business, founded by the social entrepreneur Fabio Rosa, is
dedicated to providing solar electricity to rural Brazilians. Rosa stud-
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ied S:mmmnm dn t the southernmost state of Brazil, Rio Grande do Sul,
where few vmovwm,wnw connected to the regional power grid. He found
that almost 70 percent of the families spent at least $11 per month on
energy sources such as kerosene, candles, batteries, and liquid petro-
leum gas. This is the same amount of money they could instead be
spending to rent a basic home solar electric system, including wiring,
lights, and outlets for appliances. Such a system would be environ-
mentally sustainable, more healthfui, and more versatile.

Rosa’s company is now installing this kind of solar energy system
in villages throughout southern Brazil, He hopes to eventually reach
over three-quarters of a million homes that currently have no electric-
ity. Clearly this is a social benefit to the poor people of Brazil. But The
Sun Shines for All is not a social business. The business plan calls for
an internal rate of return berween 29 and 30 percent-a figure Rosa
calculates is necessary to attract profit-seeking foreign investors.

Profit-seeking companies with a strong CSR commitment try to
make their pursuit of profit consistent with social considerations,
However, their commitment to making a profit inevitably limits their
contributions to social causes. Under the present economic framework
that defines the profit-maximizing company, they have to design the
company te pursue profit first and then add the social features——pro-
vided the social features don’t interfere with maximizing profit. ‘

It’s a tricky balancing act. For example, whar will happen if one
day the economic conditions in Brazil force Rosa to choose between a
high rate of profit for his outside investors and affordable rental fees
for his rural electricity customers? Because Rosa’s company is organ-
ized as a traditional for-profit business, it's possible that service to the
compumity would have to suffer to keep investors satisfied, This is a
choice a social business doesn’t have to make.

By contrast, a social business is designed exclusively to deliver so-
cial benefits. There is no thought of creating profit for any investor, As
a result, it becomes very powerful, and its attention to the social cause
is totally undivided.

w~ BE o~
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Is social business better than normal business? It depends on what
you consider better or worse. H you want to make money, then a
profit-maximizing company is of course better. If vou want to solve
peopie’s problems, social business is the way forward. Profit-making
companies cannot do this job-or not nearly as well.

Profit and Social Business

Same people ask, why exclude the idea of combining the power of the
profit principle with the goal of social benefit—or “doing well by
doing good,” as it is sometimes phrased? If the only aim is to eradicate
poverty, for instance, should we not be pragmatic about how to get
there? This might also include being pragmatic about the issue of
profit, Some people might argue that a profit-making organization can
-more successfully fight poverty. The prospect of making a profit might
allow them to attract more capital, to expand their model faster, and
hence to tBuch more lives, more quickly. This is the notion of the
“double bottom line” or “triple bottom line™ that some well-inten-
tioned businesspeople talk abour,

1 am not opposed to making profit. Even social businesses are allowed
to earn a profit, with the condition that the profit stays with the company
and is used to expand the social benefits the company provides. {{ often
use the word “surplus” to make a clearer distinction between this kind of
profit and the profits earned by conventional businesses, which go to
benefit the owners.) Profit in itself is not a bad thing.

However, social business is a new category of business. It does not
stipulate the end of the familiar profit-maximizing business model.
Rather, it widens the market by giving a new option to consumers, em-
ployees, and entrepreneurs. It brings a new dimension to the business
world and a new feeling of social awareness among business people.

To be perfectly clear: | am not asking businesspeople to give up any
of their businesses. Nor am I asking them to convert their businesses
into social businesses. Ali { am saying is this: If you are worrying about
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a social mwow@ﬁ you can make a significant contribution to resolving
the problem through the mechanism of social business. It is up to you
to decide whether you want to do such a thing. Nobody will raise an
accusing finger at you if you choose the path of conventional business
instead. But you may feel happy if you follow the social business path.
1 for one can testify that this is very possible!

So I have no intention of trying to coerce anyone into starting or
joining a social business. But I do want to explicitly define social busi-
ness as excluding the pursuit of profit or the payment of dividends to
owners. There are three main reasons why this is important.

First, there is the moral argument. I believe it’s immoral to make a
profit—and especially to pursue the usual business goal of maximum
profit—f{rom the poor. In effect, this is benefiting from the suffering of
our fellow human beings. It seems to me that common human decency
forbids such a thing.

This is not merely a theoretical argument. The issue is a very real
one within the microcredit community. Over the past twenty years, as
the power of the Grameen Bank model of microcredit has become
widely recognized, organizations around the world have begun offer-
ing small loans to poor people,

Many of these organizations follow closely the methods that
Grameen Bank pioneered-~including charging the lowest possible in-
terest rates on loans and giving borrowers the opportunity to become
owners of the bank, (At Grameen Bank, our highest interest rate is 20
percent, and many types of loans, including student loans and home
mortgages, are assessed at significantly lower rates.)

However, some for-profit companies in the microcredit world have
become very financially successful by charging much higher interest
rates, sometimes in excess of 80 percent or even 100 percent per year.
They defend these rates by saying that lending to the poor is very ex-
pensive. It’s true that it costs more to manage smali loans to poor peo-
ple than conventional loans, But intefest rates should not go too far
bevond the sum of the cost of funds and the delivery cost.
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1 have spoken. out against these excessive charges, which violate
the spirit in which microcredit was originally created—the spirit of
serving the poor. Replacing the traditional exploitative village money-
lender with a new form of exploitation was not what I had in mind
when I founded Grameen Bank.

When businesspeople ask me about the profits to be made in serv-
ing the poorest people in the world, I sometimes reply, “I have no
quarrel with the pursuit of profit. But first let’s give the poor people
the help they need to escape from poverty. Once they have become
middie class, then I urge you to sell them all the goods and services
you can-~and make a handsome profit doing so! But wait until they
are no longer poor before you exploit them. That is the only right
thing te de.”

My second argument for defining social business as strictly avoid-
ing the pursuit of profit is a pragmatic one. In times of stress, profit
will always trump the other “bottom lines.”

When yBu mix profit and social benefit, and say that your company
‘will pursue both goals, you are making life complicated for the CEO.
‘His thinking process gets clouded. He does not see clearly. In 2 partic-

ular situation where profit and social benefit need 1o be balanced,
which way should the scales be tipped? What if it is possible to increase
profit greatly by custing social benefits just a lirtle—is that all right?
How should one judge? What about in times of economic stress, like a
recession—is it all right to eliminate social benefits altogether in hopes
of helping the company to survive? Why or why not? The idea of a
“mixed” company offers no clear guidance on questions like these.

In pracrice, profit tends to win out in struggies of this kind. Most
often the CEO will lean—perhaps unconsciously—in favor of profit,
and exaggerate the social benefits being created. And if the CEQ is a
lirtle unclear about the real priority, we can imagine that the middle
managers and line employees will be even more uncertain, Over time,
the social goals will gradually fade in importance, while the need to
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make- Bomn% becomes more and more deeply ingrained in the com-
pany’s nﬁ;ﬁ»mﬁ.

Here is a small example. In the United States, many poor people
rely on local food banks to stave off hunget. These food banks, in turn,
rely on donations from individuals as well as companies to keep their
shelves stocked with foods that can be donated to hungry families,

In recent years, many food banks have been supported by gro-
cery stores that donate outdated, dented, or mislabeled packages of
food that they can’t sell. Hungry peopie are happy to receive these
“unsellable” items, and the grocers get the benefit of being good
community members, It’s a fine example of how corporate social re-
sponsibility is supposed to work,

in the fall of 2009, however, many food banks in the United States
reported a shortfall in donations, One reason is that a new business
has emerged in which middlemen buy “unseliable” merchandise from
grocers for 30 or 40 cents on the dollaz. These middlemen, in tarn,
seli the goods to low-price stores, which sell them to consumers at a
steep discount from the usual price. It’s a new source of profits to the
grocers—-but it means that the once-unseliable foed is no longer avail-
able to be donated to the food banks. ..

I can’t really blame the grocers for taking advantage of this new
avenue of business. Their job is to maximize profit in any way they
can. Bur this example illustrates the danger in leaving the needs of the
poor to be served through the generosity of profit-maximizing com-
panies. When profit and human needs conflict, profit mm:wnm_@ wins
out—which means that people lose.

Social business gives a clear, unambiguous mandate to manage-
ment. There is no balancing act involved. Every decision the company
makes can be measured against a single vardstick: What will enable us
1o provide the greatest possible benefit to society? This doesn’t mean
that the decisions are always easy—<creative problem-solving is fust as
difficult in social business as in profit-maximizing business. But at least
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the manager isn’t forced to juggle two sets of mutually contradictory
objectives.

Third is the systemic argument, It is necessary to create social busi-
ness as a clearly defined alternative, separate from the worlds of busi-
ness and charity, in order to change mindsets, reshape economic
structures, and encourage new forms of thinking.

For many people, the biggest chalienge seems to be getting over the

hurdle of the no-profit rule itself. “Can’t we take a small profit?” {am

sometimes asked. It seems as though the idea of profit is like a famil-
tar crutch that businesspeople are afraid to throw away.

Trust me, it can be done! If you can agree to take a “smalf” profit
{however that is defined), you can also persuade yourself to take zero
profit. Once you get there, you find yourself in a new world, seeing
and doing things in a new way.

Consider this analogy: Suppose you are trying to quit smoking.
Would it be helpful or the opposite to allow yourself to rake “just one
small p8ff”? The answer is simpie—“a little bit” of backsliding de-
stroys the whole attitude. In the holy month of Ramadan, Muslims
are not allowed to eat or drink untif after sunset. Why not take a small
snack, or even a sip of water, during the day? It would destroy the
strength of the mental commitment. In the same way, making a com-
plete break from the for-profit attitude creates a huge and important

difference for the businessperson who really wants to commit himself

or herself to social change.

Social business is about totally delinking from the old framework
of business—-not accommodating new objectives within the existing
framework. Untl you make this total delinking from personal finan-
cial gain, you'll never discover the power of real social business.

Let’s be very honest: The profit motive is extremely powerful. Once
it gets its nose under the edge of the tent, it soon takes over the entire
dwelling space,

This is the problem with traditional capitalism, which is such a cre~
ative and effective force for good in s0 many ways. Capitalism has cre-
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ated poverty by focusing exclusively on profit. It built a fairy tale of
prosperity for all—a dream that was doomed never to come true.
That’s why many European countries decided to empower their gov-
ernments to take care of social needs, such as poverty, unemployment,
education, and healthcare. They were smart enough to figure out the
inability of traditional capitalism to solve these probiems.

In the developing world, however, government lacks the managerial
ability and material resources to create the kind of welfare state Ea-
ropeans enjoy. In some other countries, such as the United States, cul-
tural and political norms prevent government from addressing social
problems. For these and other reasons, a new mechanism is needed.
Social business can be that mechanism—provided it is kept completely
free from the complication of profit-seeking. Being in social business is
iike being in a no-smoking zone--even a tiny little puff spoils the
whole concept.

The Origin of the Social Business Idea

The origin of the idea of social business was really quite simple: When-
ever I wanted to deal with a social or economic problem, I tried to
solve the problem by creating a business around it. Over time I be-
came convinced that it is an excellent way fo address social ard eco-
nomic problems, but one that is missing in the framework of economic
theory. I strongly feel that it should be included. This missing piece in
the theoretical framework is what ! call social business.

It all started because my work with Grameen Bank brought me
into contact with lots of poor people, many of whom had problems
that went beyond a simple lack of credit, For example, consider the
Sixteen: Decisions—the set of commitments that we ask each Grameen
Bank borrower to make in order to strengthen herself, her family, and
her potential for growth., The Sixteen Decisions were developed in the
early years of Grameen Bank and finalized in 1984, Since then, they
have remained an integral part of Grameen Bank’s business approach.
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What’s important to notice is that the Sixteen Decisions are not
about banking. For example, Decision Four states, “We shall grow
vegetables all the year round. We shall eat plenty of them and seli the
surplus,” This decision became part of the Grameen program because
we noticed that many of the families we served suffered from condi-
tions such as night blindness due to vitamin A deficiency. This was a
problem that was within their power to solve—so why not solve it?

Similarly, Decision Nine says, “We shall build and use pit Jatrines.”
Most Grameen Bank borrowers five in communities without modemn
sanitary systems, A pit latrine is a simple, practical way of drastically
reducing the incidence of diseases spread by contact with human
waste. All in ali, nine of the sixteen decisions are related to health: safe
housing, cleanliness, safe drinking water, family planning, and so on.

This is how the Grameen organizations got involved in social is-
sues beyond simply providing financial services—and how we began
to think about creating programs to improve every efement in the lives
of poor fRmilies.

Around each problem we identified, we created separate programs.
And then, over time, we created company after company, each one
dedicated to addressing a different social problem we'd observed
through our interactions with the poor people of Bangladesh.

A complete description of all the Grameen companies would run
for many pages. Here Pli offer just a brief explanation of some of the
most important examples. {If you are curious, you can learn more
about the Grameen family of companies in Creating a World Without
Poverty.}

* Grameen Telecom and Grameen Phone have made modern
telecommunications available to people throughout Bangladesh,
with enormous economic and social benefits. Grameen Phone, a
mobile phone company, was launched in 1996 and quickly ex-
panded its network coverage to cover the whole country. By the
middie of 2009, Grameen Phone had become the largest tax-pay-
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msm&onﬁvma in Bangladesh, with over 25 million subscribers,
GrameeriBank would provide a loan to a Grameen borrower to
buy a cell phone and become the telephone lady of the village
by selling telephone service, one call at a time, to those without
phones of their own. More than 400,000 telephone ladies were
created through this program.

Grameen Shakti (Grameen Energy, 1995) has become the fastest
growing solar home system company in the world. It sells 14,000
solar home systems per month to the villagers in Bangladesh. By
the end of 2010 it will have half a million solar home systems in
operation in these villages. It will also have half a million im-
proved cooking stoves and 50,000 bio-gas plants in operation.
Grameen Kalyan (Grameen Wellbeing, 1997} exists to provide
good-quality, affordable healthcare for Grameen Bank borrow-
ers and other villagers. It operates fifty-four health clinics and
offers a health insurance program providing basic healthcare to
families for the equivalent of around $2 per year per family. We
are now in the process of building up a nationwide healthcare
system through a series of social businesses specializing in pro-
viding healthcare, :
Grameen Fisheries and Livestock Foundation was launched in
1986 to administer nearly 1,000 fish ponds m northern and
western Bangiadesh that had become moribund under poor
management by a government agency. By the end of 2009, we
had organized over 3,000 poor people into groups who produce
2,000 tons of fish per year, work to maintain the ponds, and re-
ceive nearly half of the produce in exchange for a share of the
gross income. In 2002, a livestock program was added, provid-
ing training, vaccination, veterinary care, and other support serv-
ices to help poor women become dairy farmers and assist others
in improving and expanding existing dairy operations.

¢ Grameen Shikkba (Grameen Fducation} was created in 1997 to

provide education to the children of our borrowers, including
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preschool classes held at Grameen Bank centers. In 2003, it was
expanded to include a Scholarship Management Program, which
created an endowment fund for generating scholarships for poor
students. By 2009, it had accumulated enough in the endowment
fund to provide scholarships to 2,500 poor students. It continues
to expand the endowment to finance more and more scholar-
ships each year.

* Grameen Uddog (1993) and Grameen Shamaogree {1996) are
textile companies that we created to revive and modernize the
traditional Bangladeshi handloom industry of manufacturing
beautiful cotton fabrics and garments., Grameen {lddog
{Grameen Enterprise} heiped local weavers bring to the interna-
tional markets a new, uniform line of fabrics under the brand
name of Grameen Check. Grameen Shamogree (Grameen Prod-
ucts) focuses on local sales of Grameen Check garments.,

Fach %f these Grameen businesses was created with its own busi-
ness plan, organizational form, mission statement, and financial struc-
ture. Each was refined, improved, and modified on the basis of
growing experience as to what worked and what didn’t. And each new
business benefited from the insights generated by the experiences with
the ones that came before,

Eventually I looked back at what we had accomplished and real-
ized that the Grameen family of businesses was different from tradi-
tional businesses. Conventional companies exist to make money; these
exist to solve social problems while vusing business technigues and
models. In time, I gave this new form of business a precise definition
and a name: social business, Most of the businesses | had already cre-
ated did not {it the definition exactly, so I started creating new busi-
nesses to fit the definition I'd developed. I elaborated my ideas about
it in Creating a World Without Poverty. Many people responded en-
thusiastically, and that is how social business came to be a rapidly
growing social and economic movement.

30~

WHY SOCIAL BUSINESS?

M ommmw mmw.fmrmwamﬁ%mwownsmmmommoammgmwmmmmﬁ_w@m&mﬁ%mﬁm
my dream of a*world in which poverty no longer exists. Perhaps be-
cause of this ambitious context, I am often asked, “How long will it
take for this new movement to make an impact on global sociery?”

I honestly don’t know how long it will take for humankind to wipe
out the scourge of poverty {although I firmly believe it can happen
much sooner than most people assume--say within the period of 2030
to 2050). But for those who are considering becoming involved in so-
cial business, you don’t have to wait. You can see the impact right
away--not on the whole of society, but on a portion of it.

Turge anyone who has an idea for a social business to start work
on it as soon as possible. Even if it improves life for only five people—
by lifting them out of poverty, providing themn with a home, or bring-
ing them affordable healthcare—it is worth undertaking. It’s not
necessary to wait to see the impact on millions of people. “Miilions”
is a big number. But if your work has a positive impact on five or
ten people, you have invented a seed. Now you can plant it a miflion
times,

Remember, that's how Grameen Bank got started--with loans to-
taling $27. It never crossed my mind to ask, “Will this solve the prob-
lems of 50 million poor people in Bangladesh?” I was simply asking
myself, “Can I do something to help the villagers of Jobra?” Wheén |
solved the problem of a few people, I felt encouraged. I realized that all
I had to do was to keep on repeating it. As a result, microcredit be-
came a globai phenomenon. If you know how to lend money to five
people, you have learned how to do it for five thousand people—or
five hundred million.

Social Business and Government

Sometimes people ask me whether social business is somehow akin to
socialism or communism, Having grown accustomed to many years
of two-way rivalry between capitalism on one side and communism on
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the other, they may assume that anyone who notices flaws in the theory
and practice of capitalism must somehow be allied with the socialists.

In socialism and communism, the state {meaning the government)
controls the economy. Major portions of the economy-or, in some
systems, the whole economy—are kept under the command of gov-
ernment bureaucrats or politicians. Economic decisions are made
based on political considerations. There is virtually no competition
among business enterprises. In time, efficiency and innovation tend
to disappear.

Soctal business offers an option to investors. It is not forced on any-
body. It operates in an open economy with free choice. All players in
the marketplace are welcome to create their own social businesses—
businesses, governments, individuals, foundations, or any other social
or economic entity, Nobody is excluded. Social business helps citizens
to undertake activities which traditionally were considered the re-
sponsibilities of the goverament. As a result, government’s burden is
lightenc®, its efforts complemented by those of civil society. Govern-
ments can collaborate with social businesses run by civil society and
businesses, since social businesses are not run by profic-rakers, and at
the same time governments can create their own social businesses,

The existence of social business means that businesses, civil society,
and individual people now have access to a business format that they
can use to tackle major social problems. In a society where social busi-
ness is a vibrant economic force, people will no longer have to wait for
the government to address such issues as poverty, hunger, homeless-
ness, and diseases because they themselves can find ways to address
them by forming their own enterprises, first on a smail scale and even-
tually on a large scale.

Furthermore, social business enhances competition and freedom
of choice by giving people more choices of goods and services, When
the social business sector flourishes alongside traditional profit-max-
umizing companies, consumers will have more sources to choose
from. At the same time, workers and managers will have more career
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owaonmﬁ .wwm& business emphasizes bottom-up growth and experi-
mentation by thousands or millions of individuals who are free to
create any kind of organization they want to pursue their choice of
personal and social goals.

Social business recognizes that the responsibility for solving a soci-
ety’s problems is shared between the government and the citizens,
What’s more, it recognizes the abilities individuals have that govern-
ment does not. Smart, ralented, creative individuals can produce in-
novations that government is rarely capable of developing. And they
do this without imposing any economic burden on anybody. Govern-
ment uses taxpayer money in its attempts to solve social problems,
and therefore it is limited by its resource base. Social business, by con-
trast, can be expanded indefinitely by raising investment money from
every imaginable source,

In theory, government should represent all the people and there-
fore should bear the chief responsibility for addressing social prob-
lems that create human suffering, In some fortunate countries, this
happens to a greater or lesser extent. But in practice, governments
often become captive to special interests, self-serving political parties,
and corrupt individuals., Hence the need for social business. If moq,.f..
ernments had aiready solved the world’s most pressing problems, we
would not need social business. But throughout the world, in poor
countries and rich countries alike, social problems are plaguing hu-
mankind--welfare dependency, unemployment, crime, lack of housing
and healthcare, environmental degradation, obesity, chronic dis-
ease . . . the list goes on and on.

Of course, those of us who advocate social business don’t have
blueprints for solving all these problems, nor do we claim to. But we
do know that government efforts have failen short and that a new ap-
proach is necessary. In many cases, social business offers a promising
alternative to failed government programs.

Think about the government programs in your own commusity or
country that have led to disappointing results. They might include
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public schools, hospital systems, transit companies, water and sani-
tation services, energy utilities, airports and seaports, highway net-
works, and other similar institutions. Unti! now, the only alternative
to government control has been the concept of “privatization™—
which all too often simply means handing over public property to
well-connected individuals who then exploit their new holdings for
private gain.

Instead, why not experiment with making some of these govern-
ment operations into social businesses, with the explicit mission of
serving the needs of the people? This could be 2 way of combining the
creativity and energy of business with the avowed social purpose of
government, producing shared benefits that neither sector has pro-
duced before.

Social Business as a New Form of Capitalism

To this%point, I've been emphasizing the differences berween social
business and traditional profit-maximizing business. But the similari-
ties are just as important.

Look at a couple of the first social businesses we've created in
Bangladesh, Grameen Danone is a yogurt company that produces,
markets, and distributes its products much the same as any for-profic
yogurt company. Grameen Veolia Water treats surface water for con-
taminants and then pipes it to where it is needed, much like the water
systems that Veolia Water and other companies operate around the
world. In these ways, these two social businesses are very much like
other companies.

Of course, these companies have some unique qualities as well. The
yogurt produced by Grameen Danone is fortified for nutritional pur-
poses, which creates a challenge: how to mask the taste of the vita-
mins and minerals so that youngsters will like and eat the product, In
this case, meeting the social need requires a product formulation so-
lution—using business creativity to solve a health-related challenge.
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‘Grameen Veolia Water is wrestling with the problem of convincing
rural W_._mm.mw t0 spend some of their sparse family income on drink-
ing water, a product they are accustomed to getting for free. Again,
the healthcare problem requires a smart business solutionin this
case, one that is marketing oriented.

Tl provide more details about the challenges these two companies
face later in this book. But already you can see that there is a pattern
here. The social businesses operate within the same capitalist system as
conventional businesses, Like profit-maximizing companies, they must
find ways to sell their products that will cover all their costs and per-
haps generate enough money to fund expansion. They must respond
etfectively to market chalienges, price their offerings so that the targes
audience of poor people can afford them, and, when possible, take ad-
vantage of opportunities to generate additional income through sales
at higher prices to more affluent customers. Like other types of busi-
nesses, a social business can grow or shrink, and it can expect to face
many of the same kinds of problems: financing, talent recruitment,
management, expansion, and so on. .

In other words, social businesses are subject to many of the same
market signals, stresses, and challenges as profit-making businesses.
However, a social business has one advantage. It is less exposed to
downside risk in times when markets fluctuate, because the futfire of
the business is not tied to its stock price. Since social business investors
are not seeking personal gain, they will be more patient in waiting for
results and less likely to abandon their ownership stake because of a
few days or weeks of disappointing performance. This should make it
easier for social businesses to develop sound long-term plans for
achieving thelr objectives.

Above all, social business represents 2 new way for human beings
to express their entrepreneurial spirit.

An entrepreneur is a risk-taker, a person driven by the burning de-
sire to put his business idea into action. He is ready to tackle difficul-
ties, to experiment boldly, to work long hours, and to experience
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personal sethacks and disappointments without becoming discour-
aged. He is not satisfied until his project is implemented successfully,
producing the desired results-—cither financial reward {in the case of a
profit-maximizing business} or social improvement (in the case of a
social business). .

My sense is that the special brand of entrepreneurship demanded
by social business is quite similar to that required by a for-profit com-
pany. I'm sure it would be helpful to have experience from the world
of conventional business, provided one knows how to adapt this ex-
perience for social business purposes. A business education, such as
an MBA degree, may be useful if the person learns how to apply the
learning to social business success. If he does not, the traditional busi-
ness training may become an obstacle. The most appropriate thing
would be to earn a “Social MBA” degree, a new form of education
that 1 hope will soon be offered. More important are the personal
gualities that mark the true entrepreneur. To be successful in social
busistess, you need good practical business sense, a willingness to work
hard, team-building capacity, the ability to connect with people whose
coliaboration you need, the ability to judge the results of your actions,
and the honesty to admit when you’ve made a mistake and need to
start ovet.

it is obvious that if you bring extensive background or knowl-
edge from traditional business, you’ll need to be willing to reorient
yourself. In the world of social business, all your calculations will
have a different purpose. You’il still be eager to find ways of reduc-
ing costs—but not by cutting the pay or benefits you offer to the
poor people who may make up your workforce. Youw'll still look for
smart ways to seginent your castomer base-—but you won’t want to
use your market power to extract value from one set of people to
enrich another. You'll still be trying to make your product or service
as affordable as possible—but not if it means custing corners on
quality and thereby reducing the benefits you deliver to your cus-
tomers. All of the business savvy you've developed in conventional
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_uszmmm will be very useful, but the goals and values you’ll pursue
will be different.

Entrepreneurship is an integral part of human nature. Social busi-
ness offers a new and exciting way of expressing it—not only for those
people who may not feel comfortable with the restricted, one-track
pursuit of profit that marks conventiona! business, but also for those
who are quite comfortable in the profit-making world. Nobody is ex-
cluded from social business. Everybody is welcome to find the roles
that work best for them—as investors, executives, creative advisers,
promoters, marketers, managers, suppliers, producers, service agents,
or whatever, The important thing is to get involved and to find your
own way of making a positive difference in the world.

What Social Business Offers You

At this point, you may be starting to wonder, “What does the social
business concept mean for me personaliy?” 1 hope you are—because
one purpose of this book is to help people see that social wsmﬁamm can
be a wonderful way of enriching our own life experiences.

The motivation for starting or joining a social business is m:nw_a. It
begins with the idealism and hope that are deeply ingrained in all
human beings. -

If you have ever found yourself thinking, “I don’t like the way
things are around me; it’s painful to live in a world where hunger,
poverty, disease, illiteracy, and unemployment afflict so many peopie;
I want to see these terrible things disappear,” then social business may
be part of your life’s calling,

Social business also provides an outlet for the creativity that mit-
lions of people harbor within themselves. “Creativity” doesn’t have
to mean something grand. It can be as simple as noticing a local prob-
fem and thipking, “I wonder whether anyone has ever tried to solve
the problem by doing this®—and then trying it, A small local solution
can become the seed of a global solution.
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But even creativity on this modest scale is not a prerequisite. If you
cannot develop a seed, you can pick up an existing seed and plant it in
a new location, Social business offers many options. I like that.

Social business also offers an opportunity for individual renewal,
Millions of people in every walk of life dream about change, but some-
how never manage to experience it, Many of us feel trapped in “se-
cure” lives that never leave the treadmill of routine work and
unthinking consumption. At the same time, we wish we could escape
into a different way of life where we can leave our signatures on this
planet and discover the endless talents buried within us. Social busi-
ness is a new way of framing our existence that offers the opportunity
to redesign our lives even as we improve the planet we inhabit.

Social business, I’ve found, is a great learning process. Take the
plunge and you quickly discover you are acting and thinking in ways
you never did before. New challenges arise that force you to exercise
mntellectnal and emotional muscies that have long gone unused. Past
expefences that youw’d almost forgoiten suddenly become relevany
and useful. You are exploring a new world that was totally unknown
to you. Thasnks to the “social business glasses® you now wear, you
see things you never saw before. Slowly you move toward becoming
a multidimensional person, rather than a robotic being driven solely
by profit,

Social business is exciting and fun. For many people, the chief ob-
stacle to making the commitment to social business is attitudinal, It
easy ro lapse back into apathy, pessimism, and despair.

Many people argue that there is no point in trying to change the
world, whether through social business or any other meanswthat the
world has always been the same, and that there is no way to change
human nature.

This s simply false, Today’s world is not the same as the world in
which our ancestors lived. We don’t have plagues. We don’t have slav-
ery. We don’t have monarchy. We don’t have apartheid. We have
women voting, free markets flourishing in once-closed societies, peo-
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ple. mnom:m the world demanding human rights--even a black presi-
dent in the United States. Change does happen, and that change is
shaped by us,

As for human nature, my belief is that it is fundamentally good.
That is why religion, good governance, social values, arts, culture, and
charity have flourished throughout history, even in the face of tyranny
and selfishness. The sprouts of justice and mercy are always struggling
to grow through the cracks. If we nurture and nourish them, we can
make this planet into the garden all humans dream of inhabiting.

An ldea Whose Time Has Come

We live in exciting times—an era when the world is ripe for the kind
of amazing, positive change that social business can create.

Pve mentioned the global economic crisis that began in 2008, ex-
posing the weaknesses in traditional capitalist theory. But a crisis is
also an opportunity for reform. Today’s crisis gives us an opportunity
to reshape economic theory so it reflects the multifaceted wamwnw of
human nature,

Furthermore, the current crisis-or, more accurately, the inter-

twined economic, environmental, agricultural, energy, health, and so-
cial crises—provides an opportunity for bold experimentatidn with
new solutions. Social business has a better chance of changing the
world than some past ideas because the concept is so m.oén_,.?_ yet 5o
fHexibie and accommodating. Social business involves no compalsion
on anybody. It widens the scope of free choice rather than narrowing
it down. It fits neatly into the capitalist system, offering the hope of
bringing mitlions of new customers into the marketplace. Rather than
threatening the existing structure of business, it proposes a way to re-
vitalize it,

What's more, social business helps the governments share their bur-
den of responstbilities for social change with the civil society. It also
helps governments avoid creating or widening any politica! divides by
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undertaking a particular social action for the whole nation. Now gov-
ernments ¢an encourage social businesses to flourish in as many di-
rections as they want, so that people can figure out which action is
preferable to them without creating political crises. It is up to individ-
uals to conceive, design, and create social businesses, Then the free
market will decide which social businesses succeed and which ones
fail. A social business concept can be developed on a trial-and-error
basis and implemented slowly or quickly. It can be dormanr for a
while but remain alive, waiting for the right moment to shower its
benefits on society. Like life itself, social business is capable of endless
change, development, and growth.

Like any other idea, that of social business is subject to being mis-
used and perverted. A few powerful people will look for ways to dis-
tort the concept and twist It for their own benefit-just as some
misguided people have applied the term “microcredit” to describe
companies that are really just loan sharks in disguise. Well-intentioned
peopls will need to be on guard against those who would abuse the
good name of social business.

But that’s true for any basic concept. The ultimate fate of social
business will depend on whether it has touched any special chord in
people’s hearts, If social business becomes part of people’s dream of a
better world, then nobody can stop it. It will flourish, even under ad-
verse circumstances.

The time will come when social business is not only an accepted
part of the capitalist system but is especially prized for its creative and
idealistic approach to the world. Parents who today encourage their
children to earn pocket money by delivering newspapers or setting up
a lemonade stand on a summer day will urge them to start smali social
businesses aimed at solving neighborhood problems—planting trees,
caring for homeless animals, raaning errands for elderly neighbors.
Reality TV shows that today focus on opportunities in show business
will challenge contestants to develop innovative new social business
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&mmmu with a top prize of generous funding for the best idea so that it
can guickty spread around the country and the world.

Personally, I see no upper limit to the role of social business in the
global economy. In the years to come, social business may become a
significant proportion of the business world as a whole. Theoretically,
a whole economy could be made up of social businesses. If that hap-
pens, it will be as a result of people’s free choices, not because of co-
ercion. The ultimate role of social business will depend on what all
the people want. Is there an optimal ratio between the two kinds of
businesses—for individuals, for society, for the world? And how far
can social business take us down the path toward a more perfect
world, where every buman being has the opportusity to live a life of
dignity, freedom, and peace?

During the lifetimes of our children and our grandchildren, hu-
mankind will engage in an exciting experiment that will reveal the an-
swers to questions like these. As the rest of this book will show, the
experiment is already under way.
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CHAPTER 2

Growing Pains

Lessons in Adaptation and
Change from the Story of Grameen Danone

— n my last book, Creating a World Without Poverty, 1 told the story
of Grameen Danone, the world’s first consciously designed social
business. At the time I completed that book, in early 2007, the
Grameen Danone yogurt factory in Bogra, Bangladesh, was just going
on line. The first cups of Shokti Doi yogurt, fortified with nutrients
badly needed by the children of Bangladesh, were being produced, and
the Grameen ladies who had been recruited to serve as local saléspeo-
ple were beginning to take it to their friends and neighbors.

We were very excited about this pioneering effort to demonstrate
that a social business could be self-sustaining while also creating im-
portant benefits to its customers, suppliers, and other community
members. Grameen Danosne’s plan was to use the success of the first
yogurt factory as a springbeard to expanding the concept throughout
the country. The company hoped to soon begin building a network of
up to fifty small factories that could provide nutritious Shokti Doi to
children all over Bangladesh,

As so often happens in life, it has not turned out to be so easy,
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Over the past three years, Grameen Danone gained valuable expe- -

rience in this business. There was a steady growth in sales for a full
year after the launch of the business—then a collapse due to economic
factors no one had predicted. The company had to reinvent its sales
and distribution system, redesign its business model, modify the for-
muia for the product, reach out to new groups of customers, and in-
troduce new products for varions segments of consumers.

In 2610, we are back on a steep growth curve, one we hope will
prove to be long-lasting, In February, we surpassed the magic produc-
tion figure of 100 tons per month, which is very close to the level we
need to cover all operational costs and generate a surplus to cover
fixed costs. We plan to expand the Bogra plant’s capacity to 200 tons
per month by adding a few facilities, and we are proceeding full speed
to start production in our second plant near Dhaka in November of
2010, This is promising to be an exciting vear for Grameen Danone.

But one thing is certain-~along the way, we’ve all learned a lot
abofi the chailenges in building a sustainable social business. Some
are problems that any company is likely to experience. Others are pe-
culiar to the social business model. And all have tanght us lessons we
think will be valuable to us in the future, as well as to others who are
interested in creating social businesses. That’s why I think the story of
Grameen Danone is one worth sharing.

Birth of a Social Business

Grameen Danone was born in a conversation between me and
Franck Ribound, the chairman and CEQ of Groupe Danone. During
2 lunch in Paris I proposed to Riboud, “Why don’t we create a
Grameen Danone in Bangladesh as a social business?” He liked the
sound of the idea. But ke wanted to know, “What is social busi-
ness?” After I explained the concept--a business that sustains itself
but whose purpose is to create social benefits rather than to generate
a profit—Riboud was intrigued. Better stili, he was ready to sign on.
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“Let’s do it,” he said. And from that simple agreement, Grameen

Dationé*was born.

Talented managers from our two organizations spent the next year
or more developing the idea for our social business. Danone’s ex-
pertise meant that nutrition would be a natural focus for the busi-
ness. This was certainly an area of great need among the poor people
of Bangladesh. Half of all the children in my country suffer from mal-
nutrition, especially in rural areas, Diarrhea, often a byproduct of mal-
nutrition, is mach more than the nidsance it is in Western countrigs—it
is often fatal.

Among the most common nutritional deficiencies are iron {suffered
by 49 percent of young children); vitamins A, B2, and C; calcium; io-
dine; and zinc, Lack of these nutrients causes a range of problems,
from immune system malfunctions to poor eyesight. And, of course, in
the long run, widespread malnutrition reduces the prospects for eco-
nomic development, since children who are ill-fed have difficulty
growing up to be well-educated, energetic, productive aduits.

After much discussion, we decided that the best way to start our
joint venture would be with a yogurt business. Yogurt is not only a
product for which Danone is famous the world over. It’s also a tradi-
tional snack in Bangladesh, very popular among al! people, incind-
ing children. What’s more, yogurt is a natnral dairy product filled
with calcium and protein, both essential nutrients that many young
Bangladeshis lack.

We realized that if we could create a yogurt brand that was forti-
fied with vitamins and other nutrients, appealing to children, and af-
fordable for the poor, we could provide an important benefit to
families in Bangladesh. We counid reduce rates of illness, improve chil-
dren’s energy level, and increase their rates of participation in school
and other worthwhile activities.

Of course, this was just the outline of our idea. Developing the
complete business plan turned out to be guite complex. Danone’s ex-
ecutive vice president for Asia Pacific operations, Emmanue! Faber,
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now <o-CEQO of Groupe Danone, brought a team of nutritionists, busi-
ness planners, production specialists, and other experts to meet and
work with us in Bangladesh throughout 2006. From Grameen Kalyan,
our social business focused on healthcare, my good friend Imamus Sul-
tan, who intimately knew the needs of the poor people of Bangladesh
and had worked closely with me on many Grameen projects, was se-
lected to work closely with Faber.

A bandful of decisions were especially crucial. One was the decision
to build a small yogurt factory rather than a large facility like a global
company like Danone typically constructs. This would have several ben-
efits. It would minimize the investment risk to Danone by reducing the
up-front costs; it would limit the distribution area to a small one, elim-
inating the need for costly refrigerated trucks and warehouses; and it
would simplify the problem of staffing the plant, since a small factory
would require only a few workers rather than scores or hundreds.

Most important, a smali factory would become part of the local
commuity and economy. It could draw its supply of raw materials,
especially milk, from local suppliers, and local consumers would be
its chief customers. I hoped that people around the Grameen Danone
plant would come to think of it as “our factory” and would support
the business accordingly.

Working cooperatively, the Grameen and Danone teams selected a
Jocation near the city of Bogra, about 140 miles northwest of Dhaka,
the capital of Bangladesh, to build the first plant. Danone sent Guy
Gavelle, industrial director of the company’s Asia Pacific operations,
to design the plant and oversee its construction. Gavelle had built
Danone facilities around the world, from China to Brazil, but he had
never built a tiny factory before. Nevertheless, he was up for the chal-
lenge, and he tackled the project in a spirit of experimentation,

We held a ceremonial ground-breaking on july 14, 2006, and in
less than six months Gavelle and his team of construction workers and
engineers had created the factory. Just 7,500 square feet in size, it is
small but highly efficient as well as eco-friendly. It contains water
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treatment equipment, recycling facilities, and a biogas unit that con-
verts natiial waste into energy, as well as solar panels to minimize the
impact on the environment.

Pleased with his work, Gavelle pronounced the new factoty “cure.”
He trained a team of Bangladeshi workers to run the plant, teaching
ther the high production, safety, and purity standards by which Danone
operates around the world. It was important thar the Bogra plant be
ready to ran withowt outside supervision once Gaveile had completed
the project and moved on to his next internationaf assignment.

As the plant was being built, other important business decisions were
being made. Nutritionists, food production experts, and marketing spe-
cialists were working closely with local people from Bangladesh to test
varying recipes for the yogurt. Eventually a formula was developed that
used date molasses {a Bangladeshi product} as a sweetener. It also con-
tained an array of the micronutrients Rangladeshi children desperately
needed for good health, including vitamin A, iron, calcium, zinc, and
iodine. In fact, a single serving provided 30 percent of a child’s daily re-
quirements of these crucial nutrients. Children from the area around

. Bogra happily gobbled samples of the yogurt and asked for more..

A local supply network for the ingredients was aiso planned. Ninety
percent of the milk market in Bangladesh is operated on what’s called
an “informal” basis. In other words, farmers simply haul their mitk on
carts to focal marketplaces or sell it to their friends, family, and neigh-
bors.

This “backward™ marketplace for milk could have made it very dif-
ficult for Grameen Dasnone to secure a reliable supply of raw material.
Here is where our deep roots in the country’s rural economy came in
handy, Back in 2000, Grameen Bank had helped to found the Grameen
Fisheries and Livestock Foundation, a network of local farmers who
receive microcredit, animal insurance, veterinary services, and agricul-
tural training. Grameen Danone was able to contract with the founda-
tion as a steady source of milk supplies.
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And as with any new consumer product, Grameen Danone had to
give thought to marketing and sales. The company came up with the
name Shokti Doi, which in the Bengali language means “yogurt for
encrgy.” Based on the results of a survey among local children, it chose
a lion as the mascot to symbolize the product. An artist designed a
friendly-looking cartoon lion, flexing his muscles, to adorn the lid of
the Grameen Danone container. This character quickly became a fa-
vorite among the local kids.

The yogurt was priced at 5 taka for an eighty-gram cup. That’s the
equivalent of about 7 cents in American currency. By contrast, locally
produced yogurt from the shops in Bogra traditionally sold for the
equivalent of 30 cents a cup—not much money by Western standards,
but too musch for many rural Bangladeshi families. The goal, of course,
was to get our nutrition-packed yogurt into the hands of as many poor
people as possible.

In February 2007, the first commercial packages of Shokti Doi
rolled off the production line in Bogra. It was an exciting, hopeful mo-
ment for the members of the Grameen Danone team.

And then things began to get interesting.

If at First You Don’t Succeed. ...

Over the first several months the Bogra plant was in operation, every-
thing seemed to go smoothly. The equipment ran well, the yogurt was
creamy and delicious, and most people who tried it liked it, But sales
didn’t grow vety fast. Grameen Danone spent the months of spring
and summer 2007 trying to figure out why.

Grameen Danone relied on a “two-legged stool” to distribute and
sell Shokti Doi. One leg was a number of small retaii stores located in
and around Bogra. It’s a fairly large city, with a population of over
100,000 in the city itself and a couple hundred thousand more in the
neighboring areas {within around thirty kilometers, or twenty miles, of
the city). But the number of stores in which Shokti Doi could be sold
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was .m%mq small, between three hundred and fous hundred. The reason
is %mﬁo@g requires refrigeration, and district towns in Bangladesh,
even in a city like Bogra, do not enjoy reliable electrical service. How-
ever, Grameen Danone did its best to promote the product to shop
owners, and within a few months it was widely available in small
stores in and around Bogra,

The second leg of Grameen Danone’s sales operation was the
“Grameen ladies.” These are female entrepreneurs who have taken
loans from Grameen Bank and used the money to start or expand
small businesses with which to support themselves and their families.
The Grameen ladies run all kinds of businesses——tending small veg-
etable plots, raising poultry and livestock, weaving baskets, selling
clothing, making dresses, and 50 on. As I mentioned earlier, some are
also “phone ladies,” who use their Grameen Ioans to buy cell phones
with which they provide telephone service on a pes-call basis to neigh-
bors who don’t have their own phones.

. When we launched Grameen Danone, we believed the Grameen
ladies would form an important sales network for our yogurt. Grameen
Danone recruited a number of onr borrowers from around Bogra, gave
them training lessons about the benefits of Shokti Doi, and provided
them with insulated bags in which to carry the yogurt containers from
door to door, Grameen Danone planned to pay a sales commission of
one-half taka per cup sold. Grameen Danone’s thinking was that an ef-
fective saleswoman might be able to seli enough yogurtto earnup toa
few hundred taka per month—a significant extra income for a rural
Bangladeshi family,

But during the early months of 2007, sales by the Grameen ladies
were small, Grameen Danone’s recruitment efforss failed to gain trac-
tion. Sometimes women would sign on to.the program, seil yogurt for
a few days, then quit without a word of explanation. As a result,
Grameen Danone never had more than thirty saleswormen visiting
their neighbors with the yogurt.
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This meant that, between the shops in Bogra and the saleswoman
network, sales of Shokti Doi seemed to be stuck at around 3,000 cups
per day. It wasn’t enough to make our beautiful factory self-sustaining,
and certainly not enough to make the nutritional impact we were hop-
~ ing for.

In the late summer of 2007, two things happened that moved
Grameen Danone off the starting point where it seemed stuck.

First, the company tried to understand the problem and had dis-
cussions with Grameen staff and NGQOs. The local experts they con-
sutited with gave this advice: “The problem is with your management.”
And they explained:

You do some things right. You select the ladies, train them about the
voguee, and then send them out into the field to sell. But vou do not
coach them properly about selling technique. What's more impor-
tant, you fail to involve the woman’ entire community. In
Banghadesh, a woman is never an isolated being, living and working
for herself, She is part of a family. If you want to create a successful
partnership with her, you must get to know the family as well—es-
pecialiy her husband.

This is particularly trie when you are talking about door-to-door
selling. In Bangladeshi rural culture, women tend to stay close to
home. It is hard for them to step outside the confines of the home
without the support of the men in their lives. Most of the fadies who
take loans from Grameen Bank operate businesses at home—grow-
ing food, weaving cloth, making baskets, But selling door-to-door is
a different matter, If the husband does not approve, the wife will feel
anable to keep such a job.

This was an eye-opening moment for the Grameen Danone team.
They realized that a cultural barrier had prevented them from work-
ing most effectively with the village ladies——a barrier that was all the
stronger for being unspoken.
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ﬁx.. second good thing that happened during the summer of 2007
was Wmmw.,ﬁ full-time managing director of Grameen Danone. Select-
ing a local manager steeped in the culture of the community was a big
step toward making Grameen Danone into a company the village peo-
ple could understand and support.

Under the new leadership, the process for recruiting, selecting, and
teaining saleswomen was completely revamped. Grameen Danone
took care t0 involve the women’s families, especially their husbands,
and to make sure that each saleswoman had her community’s support
behind her. As a result, the number of saleswomen grew steadily, from
just 29 in September 2007 to 270 by the following March.

in addition, Grameen Danone made a minor adjustment to the yo-
gust recipe. Customers had been complaining that Grameen Danone
yogurt was not sweet enough. In response, Grameen Danone added a
littie more molasses flavoring. {Grameen Danone yogust is still not
quite as sweet as the traditional product sold on the streets of Bogra,
however.)

The benefits of all these changes soon became apparent. After seven
months of basically stagnant sales, October 2007 saw the biggest sales
increase in Grameen Danone’s brief history. November was even bet-
tet, and December was better still. In fact, between October 2007 and
March 2008, Grameen Danone experienced six consecutive months
of sales improvement. Monthly yogurt sales soared during this period.

This sales increase came almost entirely from Grameen Danone’s
rapidly growing rural sales network. The Grameen ladies sales model
the company had envisioned from the beginning of the project ap-
peared to be taking shape. Bven more encouraging, a study Grameen
Danone did during the winter of 2007 indicated that in the villages

 where the sales network was most fully developed, between 40 per-

cent and 50 percent of the children were earing Shokti Doi. This high
sales penetration made Grameen Danone optimistic that the nutri-
tional benefits it had hoped to provide the children of Bangladesh were
quite realistic.
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But even as Grameen Danone’s sales and marketing efforts were
achieving success, events in the larger world were beginning ro have a
serious impact on the company.

Responding to a Global Crisis

Beginning as early as 2006, global food prices had begun to rise
steadily. There were several causes for this increase. They included:

¢ Unseasonahle droughts affecting grain production in such major
wheat-exporting countries as Australia and the United States

+ Population growth and expanding affluence in developing na-.

rions like India and China, which increased demand both for
basic foods and for the more expensive meat products that, in
turn, depend on grains and other animal feeds

¢ Inereases in the price of oil and other petroleum products, which
led to higher prices for shipping farm products as well as in-
creased costs for petroleun-based fertilizers

s The growing use of wheat and corn to make ethano! fuel (espe-
cially in the United States}, which produces artificial shortages
of those foods

Because of the spread of free trade policies over the past two
decades, the world has become, for most practical purposes, a single
agricultural market. This means that price trends in one marketplace
eventually affect every country. So as prices for grains and other food
products rose in the developed world during 2006 and 2007, similar
increases occurred in the developing nations, including Bangladesh.

For many Americans, an increase in the price of food is merely an
inconvenience, For people in the poor nations of the Global South, it
is often the difference between life and death. The year 2007 saw a
dramatic increase in the number of people suffering from hunger
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mucmrm the world. Headlines and cable TV news footage of “food
aoﬂwf.&.gzaom from Mexico and Cameroon to Senegal and Pak-
istan conveyed the seriousness of the problem.

In Bangladesh, the problem was exacerbated by two consecutive
years of worse-than-normal fiooding during the monsoon season {June
to October). This yearly inundation is normally a benign event, lead-
ing to the extraordinary fertility of our lush farmlands, But when na-
ture produces a more extreme version of the seasonal rainfalls, farms
and villages are swept away, causing terrible hardship, homelessness,
and many deaths, It’s a problem that we fear will be made much worse
by the growing impact of global warming and the rising ocean levels
it is preducing.

For Grameen Danone, all these trends combined to create a serious
challenge to its business model. Along with the price of rice and meat,
the price of milk—the most important ingredient in yogurt—-doubled.
The higher cost of raw materials completely ate up the small profit
margin Grameen Danone had established when pricing its product. In
fact, by the time sales reached their then-peak level in March 2008,
Grameen Danone was actually losing money on evety cup of yogurt it
sold. Obviously this was not a sustainable way of doing business.”.

But how to respond to this challenge? That wasn’t so clear. The
Grameen Danone board, including representatives from both Groupe
Danone and Grameen—French business experts and Bangladeshi ex-
perts on rural women and children—wrestled with the problem for
more than two months.

There were two schools of thought on the board. One group in-
sisted that Grameen Danone had to raise the price of the yogurt to
cover the new, higher costs. Grameen Danone is a social business, not
a charity. Of course, it is important to provide the nutritional benefits
to its poor customers in a form they can afford. But if Grameen
Danone loses money every month, there is no way it can stay in busi-
ness. Hf mounting losses eventually cause Grameen Danone to shut its
doors, the benefits to the poor will disappear forever. So maintaining
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low prices that are artificial and unsustainable is #of going to help the
poor in the long run.

The other side of the debate said that keeping Grameen Danone’s
established price of 5 taka for an eighty-gram cup was necessary to
maintain the growth of its still-new business. Those who advocated
this course said, “Changing the price of a product that is still in the
launch phase could be a fatal mistake. Rather than increase the cost of
the yogurt, Grameen Danone needs to find a way to reduce its ex-
penses. Otherwise Grameen Danone may drive away the customers,
perhaps permanently.” .

The debate raged between Paris and Dhaka for several weeks. Both
sides raised smart, thoughtful arguments. I was among those who sup-
ported increasing the price of the yogurt.

1 strongly believe that a social business must be managed on a sus-
tainable basis from day one. It’s a mistake to establish prices, proce-

dures, or business methods that are not realistic in the early months of

the bushaess.

Such a course is courting disaster. It means that your customers,
suppliers, and employees will all become accustomed to an econemic
structure that simply does not work. When the time comes that you
are forced to change direction—as it almost surely will—you run the
risk of alienating everyone whose good will you rely on.

So mine was one of the voices urging that the price of a cup of
Shokti Doi be increased as necessary to cover the costs. And in the
end, this plan was adopted. In Apsil 2008, Grameen Danone raised
the price for an eighty-gram cup from J taka to § taka.

At the same time, the company rejected a second proposal-—that it
alter the method by which saleswomen were paid. Rather than con-
tinue to pay on commission, these members suggested, Grameen
Danone should offer a fixed salary, regardless of their sales volume.
The idea was that if yogurt sales fell dramatically as a result of the
price increase, the women would be shielded from the impact. This
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3@%@3@8& as both a humane thing to do and also a way of keep-
ing te siles network intact even in the face of falling sales volume.

The Grameen Danone board voted against this plan for the same
reason it decided to raise the prices. The board was determined to run
Grameen Danone on a sustainable basis, Paying a salary that was not
justified by the sales the women produced would transform the com-
pany into a form of chariry. The board didn’t want to abandon the
social business model at this, its fizst moment of crisis,

So Grameen Danone went ahead with the price increase, And the
results were devastasing,

First, sales plammeted. Grameen Danone lost around 80 percent of
its sales in the rural areas—understandably so, since its customers, al-
ready hit hard by the global economic crisis, were simply unable to
afford a product whose price had just risen by 60 percent, (Urban sales
through small shops in and around Bogra were also affected, though
not as greatly; city dwellers are somewhat more affluent than rural
people, so the decline in store sales was “only” around 40 percent.}

Second, the rural sales network Grameen Danone had built so
painstakingly over the previous six months collapsed. With their cus-
tomers disappearing, the saleswomen abandoned the business. Soon
Grameen Danone had no way to reach its rural customers, even if any
of them still wanted to buy the product. An 80 percent sales-decline
wurned into a complete washout.

Grameen Danone’s business was now a vear old, and it was back at
square one. 1t was time to rethink the pian from the bottom up.

Fortunately, it now had a year’s experience and learning to build
on, as well as the leadership of a solid managerial team. This team
began to examine all of the assumptions of its business, starting with
the product itself,

It was clear that the sudden, sharp increase in price from 5 to 8 taka
had been too much of a shock for the rural market. Grameen Danone
realized it had to develop a more affordable version of the product.
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The Danone food-development experts set to work., They'd
doubted whether it would be possible to maintain the same level of
mictonutrients in a good-tasting yogurt if the size of a serving shrank
below eighty grams. Now they conducted further experiments using
the shightly sweeter recipe and found that they could pack the same
niitrients, representing 30 percent of a child’s daily requirements, into
a sixty-gram container.

It was a smaller snack, yes, but no smafler than the serving sold by
Danone in other countries, such as Turkey. So in June 2008, this be-
came the new srandard yogurt package for the rural marketwsixty
grams priced at & taka, just 1 taka higher than the original price.

The board supported the launch of this new, reformulated pack-
age with a series of small promotional events and school nutrition pro-
grams in the villages. Gradually Grameen Danone began rebuilding
its ladies’ network. Soon the company had a new, smaller, but vety ef-
fective team of thirty-five ladies working seventeen days a month and
selling arousd fifty cups per day each, for a total of almost 30,000
cups a month in rural sales—not a bad basis from which to grow.

Grameen Danone also realized that it was important to continue to
grow the city market, using refrigerated food shops. This was a finan-
cial necessity. Its current sales level utilized only a small fraction of the
total capacity of the Bogra plant, which was inherently inefficient and
costly. Increasing sales volume would reduce the per-unit cost and
bring Grameen Danone much closer to the break-even point. And in
the short run, the most practical way to do so was to sell more yogurt
in the towns.

Grameen Danone advanced on two fronts. First, it expanded the
¢ retail stote program to include two smaller cities, Raishahi and Pabna,
" each about fifty kilometers (around thirty miles) outside Bogra. {Pre-
viously sales had been restricted to a thirty-kilometer, or roughly
twenty-mile, radius from that city.) In these “local city” stores, the
eighty-gram container is sold for 8 taka, which appears to be afford-
able for urban customers.
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wmmowmu it worked to accelerate plans for a strategic move that had
always been Sontemplated—namely, to make the yogust available in
Bangladesh’s largest city, Dhaka,

This required a more significant change in the business plan. Specif-
ically, it called for the creation of a distribution center with a refriger-
ated warehouse and the outfitting of a refrigerated truck to carry
yogurt supplies from the Bogra factory to Dhaka twice a week, a
three-hour drive. The maintenance of a “cold chain” to keep the yo-
gurt fresh and maintain its optimal flavor is a costly requirement that
Grameen Danone had sought to avoid through its original “hyper-
local” marketing plan. But now, with the pressing need to boost sales
volume to improve margins, Grameen Danone decided to make the
mvesiment.

To cover the higher delivety cost, Grameen Danone set the price
of an eighty-gram cup for Dhaka at 12 taka. That’s a price that village
customers would find unacceptably high, but that city residents would
be able and willing to pay. Starting in November 2008, Grameen
Danone began to build up a network of shops in Dhaka {where re-
frigeration is almost universal} that wanted to carry the yogurt. moon.
Grameen Danone had a large and growing number of city n&mrwovx
hoods where Shokti Doi was available.

The Winning Formula?

Today, as a result of Grameen Danone’s experiments and changes in
direction, its business model appears to be working. The company
serves a two-part market, urban and rural, using systems and even
products that are distinctly different.

In the cities, including Bogra, Dhaka, and the surrounding towns,
Grameen Danone sells its yogurt through a network of more than
1,600 shops. The company has created a beachhead in Bangladesh’s
second city, Chittagong {which happens to be my hometown). So far,

.
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just a handful of shops in Chittagong carry the yogurt, but in time,
their number will grow.

 Grameen Danone has also begun to diversify its product offerings
to appeal to even more customers {adults as well as children), boost its
sales volume, and increase the utilization of its Bogra factory. Grameen
Danone has a new flavor of yogurt-~mango-—as well as an affordably
priced yogurt drink. Containers of mango yogurt sell for 7 taka for
sixty grams and 12 taka for eighty grams, while the drink is available
in a fifty-miililiter container, priced at $ taka, and a seventy-milliliter

" container, priced at 7 taka.

To reflect this expanding lineup of products, the company intro-
duced a new brand name. As of September 2008, all Grameen Danone
products carry the name Shokti + (that is, “energy plus”). By drop-
ping the word “yogurt” from the brand name, Grameen Danone is in-
creasing its freedom to expand into other products in the future—for
example, baby food, which is one of Danone’s most successful product
lines in &ther parts of the world, Grameen Danone may or may not
add such products to its lineup in the near future, but by using the
Shokti + brand name, the company has the option of doing so when-
ever it makes business sense.

Meanwhile, the rural sales network in the Bogra region continues
to grow. Today, around 175 saleswomen sell the yogurt through a va-
riety of channels. Some go door to door in their local village, others
sell from small shops in their homes, and still others visit the weekly
meetings of Grameen Bank branch centers, where they sell the yogurt
to the women and children who attend.

Typically the saleswoman buys the sixty-gram containers from the
factory at § taka each, sells them for 6 taka, and keeps the 1-taka dif-
ference as her commission. Since the average saleswoman distributes
around fifty containers per day and works four days cach weck, she
probably grosses around 800 taka per month, roughly the equivalent
of $11. For a rural woman in Bangladesh, this is a meaningful sup-
plement to her family’s income.
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Hﬁcwm to this two-pronged sales and marketing approach, the
business now appears to be on a powerful growth track. Between 30
percent and 40 percent of Grameen Danone sales are now in the city
of Dhaka. Grameen Danone thinks these represent only the tip of the
iceberg; in a city with a population of over 12 million, there’s almost
no fimit to the amount of yogurt Grameen Danone can sell. And the
company has increased its use of the Bogra factory to fuil capacity,
which is a big achievement.

The next important milestone will be the break-even point, at
which Grameen Danone revenues will cover its expenses. Soon there-
after, Grameen Danone will begin to generate a surplus, which can be
invested in expanding the business. Grameen Danone expects to
achieve this sometime during 2010-but as the experience in the past
two years has demonstrated, in today’s unpredictable economic envi-
ronment, almost anything can happen.

Looking back, it’s easy to see that the milk-price increase of
2007~2008 and the sales collapse that occurred when Grameen
Danone raised the price of its yogurt to cover it represented a busi-
ness crisis that might have seriously damaged the business. Was it a
mistake to raise the price? Perhaps so—but keeping the lower, un-
sustainable price was not a viable option. What I wish I had known
was that a third alternative existed: to reformulate the produtt and
create a smalles, more affordable package, as Grameen Danone uiti-
mately did.

Thankfully, Grameen Danone came up with this creative solution”
in time to save the company and set it on the path to new growth, Per-
haps the next time Grameen Danone faces a similar crisis it will re-
member what happened and respond to it even more sure-footedy.

Lessons from Three Tumultuous Years

In Creating a World Without Poverty, I wrote, “A social business must
be at least as well-managed as any profit-maximizing business,” Qur

- 49 -




BUILDING SOCIAL BUSINESS

experience with Grameen Danone has certainly demonstrated the
truth of that statement. The challenge of creating Grameen Danone
has not been made any easier by its status as a social business—if any-
thing, just the opposite has been true.

It is quite difficult to design a business that generates strong and
growing sales of a useful product, so that the business can sustain itseif.
It is also quite difficult to design an organization that provides a clear,
measurable benefit to society or to a significant segment of society—for
example, better nutrition for the poor. It is even more difficult to design
a social business that does both things at the same time. .

In that previous book, I also quoted the words of the famous ar-
chitect Ludwig Mies van der Rohe: “God is in the derails.” Those
words have also proven to be very applicable ro the Grameen Danone
story. In building the success of the business, the company leaders had
to pay close attention to a host of details, adjusting and changing their
plans as dictated by circumstances, thinking carefully and continually
about how small #tails have a big effect on Grameen Danone’s sales
and on the success of the entire enterprise.

Here are some of the many lessons learned during the first three
years in the history of Grameen Danone. § think others who are in-
terested in launching social businesses of their own will find them
useful,

Be flexible, yet never lose sight of your central goal. As you've seen, it
was necessary to make many changes in the business design—despite
the fact that Grameen Danone spent months in thoughtful analysis
and planning before it ever broke ground for the facrory or produced
a %Mwm_m cup of yogurt. Life is just too complicated for anyone, no mat-
ter how farsighted, to predict every contingency.

So don’t be afraid to adjust your business plan when circumstances
make it necessary. But to avoid becoming purely reactive, flitting from
one program to the next, always remember the centrai goal for which
you established the social business in the first place.
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In the case of Grameen Danone, that goal was to bring better nu-
trition to the peoplé of Bangladesh, especially the children. Any change
in its business plan that would make it easier to achieve that goal
would be a good one; any change that would divert or distract it from
that goal wouid be a bad one. This touchstone made it possible for
the company to choose among various ajternatives throughout its
early months. Would shifting more of its sales and marketing efforts to
the cities rather than the countryside be a wise decision? Yesw-because
it would help the company put its nutritious product in the hands of
more peopie than wouid otherwise be possibie.

Tramerse yourself in the culture of the people you intend to serve. As
every businessperson knows, understanding your customer is one of
the indispensable keys to success. And this means, among other things,
understanding and empathizing with the culture of the people yon
serve: their values, dreams, desires, fears, aversions, likes, and dishikes.

This is even more important when you are trying to build a social
business. Those who want to offer a social benefit to people in their
commusnity are sometimes prone o arrogance. They are “do-good-

»

ers” with fine intentions who want to make the world a better place,
As a result, they can be impatient with the “blind spots,” weaknesses,
faslings, or flaws of their “clients,” and even of their simple cultural
differences. If, as a social business entrepreneur, you sometimes find
yourself wondering, “What’s the matrer with these people? Why don’t
they appreciate the good things  am trying to do for them?” it’s a sign
you are wandering down the wrong path. Stop and rethink your plan!

Cultural misunderstandings can occur even when the people you
are serving are well-known to you, as we found when we struggled to
create an effective rural sales force for Shokti Doi. Remember that
when people are thrust into a new situation or confronted with a new
challenge, they are likely to behave differently than you expect. They
are not “right” or “wrong,” just different—and if you want to serve
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them effectively, the quicker you figure out what really makes them
tick, the better the resuits will be.

Use belp from allies wherever you may find them. Grameen Danone
owes its very existence to a partnership between unlikely allies—
Grameen Bank, a unigue rural finance institution for the poor, and
Groupe Danone, a wealthy consumer products company from France.
Yet our two organizations have proven to be highly compatible thanks
to our shared values and our different yet complementary business
skills. Grameen Danone could never have been created without Franck
Riboud, Emmanuel Faber, and their many able executives, nor could
Groupe Danone have connected so well with the rural Bangladesh
market without Grameen’s network.

I think this is how social businesses everywhere are likely to
work. As Pve often said, human beings have a natural desire to help
one another, It’s a motivating force that is just as powerful as the de-
sire for profit™Social business taps and satisfies this desire to do
good. Therefore, those who ate building social businesses should not
be surprised when they encounter people in unlikely places who want
to hélp—nor should they be shy about accepting the support when it
is offered.

Take advantage of differing opportunities in different markets. As
we’ve emphasized, it’s important for a social business to be financiaily
self-sustaining. Grameen Danone is well on its way to achieving that
goal. But this might not be the case if it had insisted on seeing all its
potential customers through the same lens.
ke At Grameen Bank, our exclusive experience is with rural poor
“women. {Actually, under the terms of our government charter, our
bank is permitted to operate only in the countryside, not in the cities.}
And since the worst problems of poverty and malnutrition in
Bangladesh exist in rural areas, and among the poor, Grameen Danone
was launched with the intention of serving mainly a rural market, dis-
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tributing “its mmnmmznﬂ in the city only after establishing a strong
foothold in the country, if at all.

In practice, however, Grameen Danone has found that the best ap-
proach is to tackle both markets simultaneously—but not in the same
way. In the city, it can sell yogurt at a price that is slightly higher
{though still affordable to the urban poor}, building sales and pro-
duction volume while generating profits to subsidize the less-afftuent
rural market. The abiliry to quickly build a strong base of urban sales
is giving the company time to address the more difficuit long-term
challenge of building a rural sales network, one village and district at
a time,

Actually, we at Grameen had always intended to use cross-subsi-
dization as part of our path fo financial stability, We’d already used the
same approach to make our eye hospital economically sustainable, so
we knew it worked. But in the early days, the Danone people were not
ready to do it. It took time for our partners to be ready to undetstand
and support this concept. In social business, as in other kinds of busi-
ness, patience is often a necessary ingredient! “The readiness is ail,” as
Shakespeare wrote,

Now cross-subsidization appears to be working, Though very dif-
ferent, the fwo markets support one another and work rogether to
make Grameen Danone a stronges, more sustainable business. I be-
fieve a similar dynamic is likely to exist in many social businesses in
countries around the world,

Question your own assumptions. Even ideas you've developed through
long experience and careful study may need to be challenged from time
to time. When formulating the product, Danone’s world-class team of
nutritional experts conciuded that a serving of eighry grams was
needed fo serve as a cartier for the high dose of micronutrients we
wanted to defiver. Anything less, they feared, would let the nutritional
supplements give the yogurt an “off” taste that would make children
reject it
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Not untii the milk price crisis forced the company to reexamine this
assumption did it discover that it was wrong, and that a smaller, less-
expensive serving of yogurt could pack the same nutritional punch.

If You are trying to build a social business, you should periodically
look back at the assumptions you’ve made~-the alternatives you ruled
out, or the choices you felt you bad to make—and consider whether
they are still valid. You may find that circumstances have changed or
that your init:al beliefs were simply wrong-which may open up new
opportunities you never dreamed existed.

Seed Money From a Social Business Fund

In the long run, what may be as exciting as the story of Grameen
Danone itself is the story of Danone Communities. This Is an invest-
ment fund launched by Groupe Danone that is the source of the initial
monies used to cBate Grameen Danone. In the years 0 come, Danone
Communities wil} also be a source of investment money for other so-
cial businesses.

All the money invested by Danone Communities comes from
Danone sharcholders and employees who choose to contribute fo the
fund using income from their work. These investors knew they would
not receive a market return on their money, When the fund was cre-
ated, investors were told that they would get back the money they in-
vested, but no interest, dividends, or capital gains beyond a nominal
return of 1 percent. In addition, 10 percent of the fund’s money would
be invested in social businesses that would not give any profit at all.
Z@ﬂn&mwmmm they chose to contribute to Danone Communities rather
9»: to another, more lucrative investment fund because of the per-
sonal satisfaction they derived from knowing that their money was
going to create businesses that would benefit humankind.

I always felt uncomfortable about the fact that our agreement with
Danone inadvertently included a clause promising a 1 percent divi-
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dend for Eﬁmmwmmn in Grameen Danone, As I mentioned in Creating
a World Without Poberty, this was a mistake which 1 blame on the
speed at which we hurried the whole signing process. Afterward, 1 kept
reminding Emmanuel Faber that the agreement had to be corrected,
and he always assured me that it would be done.

In December 2009, a board meeting of Grameen Danone was held
it Dhaka, with Emmanuel Faber and a number of other Danone sen-
jor executives in attendance. At this meeting, Faber proudly an-
nounced that the Danone Communities Fund was ready to amend the
sharcholders’ agreement to eliminate the 1 percent dividend. The fund
would be happy to receive back its initial investment, with no divi-
dend beyond that. I was extremely happy to hear the announcement.
“What a relief!” I thought. “Finally, the day has comel!”

Everyone in the room burst out in cheering and applause when this
announcement was made, Someone remarked, “This is the first time in
business history that owners are celebrating because a dividend pay-
ment has been waived!” It’s the first time—but I predict it will not be
the last.

The next day, Faber sent me the following e-mail:

Dear Yunus,

It has been a renewed pleasure to work with you yester-
day. . . . 1 will remember this UNIQUE moment in the history
of modern capitalism of a corporate board where members ap-
plaud and congratulate each other for having definitely suc-
ceeded in avoiding any risk of recetving any dividend in the
futurett! Cheerstti!

Best,

Em

I find it impressive not only that fully one-third of Danone em-
ployees have chosen to place a portion of their income into the

Danone Communities Fund, but also that they have agreed to elimi-
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nate even the modest 1 percent dividend thar was agreed upon in the
legal document. The investors in Grameen Danone now know that
their sole benefit is the psychological and spiritual one of helping poosr
people halfway around the world. It’s a remarkable sign of support
for this new and unproven, but very important, investment concept.

A Great Beginning in 2010

“The year 2010 started off with several pieces of good news for Grameen
Danone. The company crossed the 100-ton-per-month production level;
it became operationally viable and is close to being financially viable;
and preparations are being made at full speed to faunch the second plant
this vear. In the next few years, Grameen Danone hopes to make its
products available in many of the major cities of Bangladesh. The sec-
ond plant will be located near Dhaka, where the greatest opportunity
exists. It will be a small plant similar to the one in Bogra. Guy Gavelle,
Danone’s gMed engineer/designer, has said he will be able to build this
second plant at a cost that is 30 percent lower than even the highly
efficient and economical plant he built in Bogra, It should go into pro-
duction in 2010. Franck Riboud plans to attend the grand opening,
In the meantime, Grameen Danone is working to strengthen and
expand its rural sales system in the Bogra area. The company wants to
reach a point where every child who can benefit from the nutrients in
Shokti + has a chance to enjoy the product. Then Grameen Danone
will begin to apply the same sales and distribution system in other rural
areas around the country. Eventuaily, the company expects to reach its
goal of having around fifty factories throughout Bangladesh, serving
the entire population of the country, down to the most remote viliages.
‘This is similar to my experience with Grameen Bank. The initial
chalienge is to develop a model that works, to test and refine it, and to
adjust it as necessary when conditions change. Then, when you've
proven that the mode! is effective, you roll it out in one district after
another. At every stage in the process, you need to keep a close eye on
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CHAPTER 3

Launching a
Social Business

ocial business is a new idea. Yet the impuises that lie behind the

creation of a social business are familiar to everyone. Creativity,
entrepreneurship, and the desire to make the world a better place—
these are feelings that millions of people share. And those feelings are
all you need to want to start a social business.

Of course, we are accustomed to using the word “entrepreneur-
ship” in a traditional business context. The main difference between
starting a social business and starting a regular business is the core ~
motivation of the entrepreneur. Like any entreprenens, the creator of a
social business is ambitious, energetic, and creative—a dreamer of big
dreams. But in the social business realm, the entrepreneur’s undetlying
drive is different. Most people who want to start a profit-maximizing
business are focused on earning money—ptreferably a ot of money,
because the amount of profit is the yardstick by which success is meas-
ured. So they start the search for an idea by looking for a powerful
business case-~a market of customers with money to spend who are
underserved; a product or service miche that no other company is fili-
ing; and a new way to supply a need for which lots of people are wili-
ing to pay top doliar.

But when you start a social business, you don’t begin by looking
for a business case that will generate maximum profits. Instead you
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pick a social problem you want to solve and then seek the business
solution for it.

Profit is important only as a necessary condition, not as the ulti-
mate goal. You are not trying to find the most profitable combination
between a given market demand and your capabilities. The initial
thought comes from somewhere else altogether: your human instinct
of compassion. You may see or hear about a hardship people suffer
and resolve to change it—a very natural response to the pain of oth-
ers. Then you start looking for a solution. If you approach the proj-
ect in a social business manner, you not only ensure your efforts will
Jast, because they are economically sustainable by covering your
costs, but you will also give those you help the digniry and self-re-
spect of being a vital part of the global economic system rather than
mere wards of chanity.

So to start a social business, first identify a need and match it with
your capabilities and talents. Look at the world around you and ask
what distur® you. What do you really want to change? Identify the
root cause of the problem—what is the crocial need that needs to be
addressed? Be precise, and dig deep rather than merely looking at the
surface.

You can start by listing the problems of the worid. You could eas-
ity fili up a whole notebook listing these problems. Pick any one of
ther and ask yourself, “Can I design a social business to solve this
problem?” That’s the beginning. And when you go through your fist of
problems crying out for solutions, don't be discouraged because some
of them demand things that “cannot be done.” Those may be the very
things that your unique talents have equipped you to do.

* Use your creativity. Today we are lucky because any small creativ-
ity can be magnified into big creativity through the power of technol-
ogy. Tomorrow even more powerful technologies will be available.
Things that you cannot believe today will happen tomorrow. How to
use that technology to address social problems is the great chailenge
and the great opportunity—for social business.
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gm:%.m.m_owmnsm are waiting to be solved: poverty, hunger, disease,
healthcare, Mwﬁwmﬁognmr abandoned children, drugs, housing, pol-
jution, environment, and so on. Look at your own neighborhood to
see which are the pressing problems near you. Make a list of general
headings of the issues you want to explore further. Under each gen-
eral heading see which specific things could be turned into a social
business, and start working on one such item. Build a business plan
around it by gathering information on various aspects of this business.

The right problem to choose is the one you can handle with ease.
Don’t go for a highly ambitious business or the most important prob-
lem you can imagine when designing your first undertaking. Instead
seek out a good learning ground. You may get invelved with many so-
cial businesses in the future. But for now you are just learning the ba-
sics of serting up and running a social business.

Start where you are, making use of whatever skills, resources, and
other advantages you already have. And where there is a disconnect
between the problem you want to address and the resources you have,
use your ingenuity to forge a connection.

For example, you may be worried about the poor people of the de- -
veloping world: countries in Africa, South Asia, Latin America. Yet
you may be far from the workers, farmess, and craftsmen of the de-
veloping world, in Furope, Japan, or North America. You may never
even have traveled to the nations of the South. Then what can you do?
Take advantage of what you know. You know your home market, the
people around you; you know how to create a particular good or serv-
ice; you have a particular set of skills that are unique to you. So think
about your social business in a flexible way. In every business, there
are people involved along the entire value chain—from the farming to
the processing, the manufacturing, the seliing, and ultimately the buy-
ing of the product—and there are poor people in every country. Find
the group you can help first, possibly in a developed country. Later
you can expand your efforts to bring in more beneficiaries. Do not get
disheartened. Start where you are.
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As long as you are confident that you can sell your product and
fuifill the objective of your social business, go ahead. it may not be
the most celebrated social business, but it is a social business, The im-
portant thing is to make it a success. If you devise a highly ambitious
social business plan and then struggle with it for months and years
with no success, you won'’t feel good about it.

Dow’t let that happen to you. You must enjoy your social business.
One of the basic principles we strive to uphold is “Do it with joy!”
Don’t forget that motto. Live it every day. .

As for defining the needs of the poor: Don’t go into complicated ar-
guments about what is in the minds of the poor, or about what socio-
logical or economic studies have shown about the path out of poverty.
Kéep it simpie. Everybody needs food, income, healthcare, housing,
water, financial services, electricity, sanitation, information technol-
ogy, and so on. If you can deliver anything related to these even in a
small way, go ahead and do it. And if anyone can make your undes-
taking easier, ®slist their help.

Next, clarify your objective to make absolutely sure you get the de-
sized result from the project. Then come up with a product or service
to serve as the vehicle for achieving this objective. Make sure the con-
nection between the product and the objective is very clear,

Don’t expect your first design of a social business to be a roaring
success. First trials usuaily end up in failure. It’s like putting a rocket
into space. The space programs in the United Srates and the Soviet
Union back in the 1960s and *70s involved many failures. Rockets ex-
ploded on their launching pads. But each failure represented a step on
the road to ultimate success. Finally, in 1969, the entire world watched
as an astronaut took the first step on the surface of the moon. This is

" how experiments work.

Similarly, if you design something, don’t expect it to fly right away.
It will need a hinde fixing here, and a litle fixing there; it will go up, but
it will come down again. Keep on trying. Have faith in your creativity

LAUNCHING A SOCIAL BUSINESS
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moEmamﬁwﬁﬁﬁ.m% That’s what creativity is all about. You don’t give
up. You start out With an idea, and you keep trying until it works.

From a Grand Objective to a Specific Goal

Don’t get so canght up in grand dreams that you overlook opportuni-
ties to begin doing good right away. Instead, find ways to translate
those grand dreams into specific, concrete goals.

For example, eradicating poverty is a grand social objective. How
witl you pursue it?

1 can give you some hings about how to go abowt it, You can say, “I
can provide employment to, say, five poor people.” How will you cre-
ate jobs for them? There are a thousand and one ways to create jobs.
In fact, practically any successful social business can do inst that. If
you create a social business, you do so for the sake of creating jobs,
not for the sake of making money for yourself. You will have solved
the problem of poverty—not for the whole world, but for your first
five beneficiaries because you created jobs for them. So you can erad-
icate poverty—at least on a small scale--by creating a social business.

Microfinance is another form of social business that can eradicate
poverty. You can provide microcredit to poor people so they can cre-
ate their own jobs through self-employment. That is another way td
eradicate poverty—one person at 4 time.

Suppose your background, experience, knowledge, and interests
lead you to think about healthcare as a possible field in which to
launck a social business. Don’t start by trying to reform the world
healthcare system. Instead, think about the hundreds of smaller op-
portunities that exist in the universe of healthcare. Try to split the
problem up into manageable pieces. Take one piece and build an in-
dependent social business out of it.

This is exactly what we are doing with our joint venture partners in
Bangladesh. Access to pure, safe drinking water is a health issue—so
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working with Veolia Water, we’ve created a social business to address
it. Nutrition for poor children in the villages is 2 health issue—so
we’ve partnered with Danone to address it through a social business.
Lack of footwear makes millions of people in Bangladesh susceptible
to diseases spread by parasites—so we’re collaborating with adidas
on a plan to create a social business that will offer shoes at the low-
est possible price. Providing affordable cataract operations for poor
people is a health issue—so we’ve launched two hospitals, operated
as social businesses, that specialize in eye care, particularly cataract
operations. The global problem of healthcare is too big to tackle all at
once—so we've broken it up into smaller pieces and are addressing
those pieces individually.

Within the broad category of healthcare, we are now moving for-
ward on several more fronts. There is a big shortage of nurses in
Bangladesh—and in the world. This problem is an opportunity for us.
We have 8 million families who are Grameen Bank borrowers. Plenty
of young Whmen in these families could qualify to go to nursing col-
leges, if only nursing colleges were available. So we thought, “Why
don’t we set up nursing colleges and give these young women student
loans from Grameen Bank?” The nursing colleges will make enough
money from tuition and fees to cover their costs——a classic social busi-
ness model.

We will offer each of these women a guaranteed job. As soon as
she gets her nursing degree, she will have a job with Grameen Health-
care at an attractive starting salary of 15,000 taka per month (3220).
Out of this salary, she will pay one-third as a loan nstaliment until
the loan is paid off. These nurses can get international jobs too, pay-
ing a salary upward of 70,000 taka ($1,000} per month.

Notice what is happening here. Each small piece of the healthcare
problem that we are addressing with an individual social business is
beginning to contribute to an overall solution to the healthcare prob-
lems of Bangiadesh as a whole. Better nutrition for kids and pure
drinking water in the villages will reduce the incidence of preventable
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diseases, reducing the strain on hospitals and clinics. Affordable shoes

W&W@ﬁm protect them from parasitic diseases. Opening

for rural
m:.mmw:m colleges will create a stream of trained professionals who can
bring better healthcare to millions in the country, as well as producing
incomes that will reduce poverty and thereby improve the health sta-
tus of many more people. As we add more pieces to the puzzle, the
entire picture will continue to improve. A downward spiral has been
transformed into an upward spiral—not by creating a massive “grand
plan” for fixing the system, but by improving one piece at a time.

There are still many more opportunities for new social businesses
in the healthcare sphere—not only in Bangladesh and other countries
of the developing world, but everywhere.

Making prescription drugs affordable for everybody is a great so-
cial business opportunity. In many cases the price of mediciae is 00
high. The real cost of production may be modest, but the producers
spend a lot of money to put the drugs in very attractive packaging,
and they spend more on marketing and public relations. Ultimately
the patients have to pay for ail these expenses. A social business ded-
icated to distributing medications at affordable prices could avoid all
these extra expenses and lower the cost of the medicine for patients. ,

Obviously there are many important elements of such a business
that need to be devised. Low-cost generic medicines can be provided
at near-cost to poor people in Africa or South Asia. Questions will
be raised by interested parties about the quality of the cheap medi-
cine; regulators will be concerned. There will be other business diffi-
culties to be resolved. But are they too difficuit to overcome? I don’t
think so.

Providing vaccines could also be an attractive social business. Sev-
eral vaccines in the world are very effective in protecting people from
such common diseases as cholera, typhoid, and so on. But some of
these vaccines are not produced by companies because the return on
their investment is not high enough. There ar¢ six diseases known as
orphan diseases because production of the vaccine is very low or
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nonexistent, despite the fact that people keep dying, The incidence of
cholera, for example, is quite high in Bangladesh—yet the disease
could be virtually eliminated through a vaccine that has already been
proven effective,

There’s nothing to stop anyone who is interested from Jaunching a
social business to produce and sell vaccines at an affordable price for
the developing world. Two or three pieces of the supply chain would
need to be developed: a production company to license the vaccine
formulas and manufacture the vaccines; a marketing and distribution
company to import the vaccines into the poor countries; and a com-
pany to sell supplies of vaccines to healthcare providers in cities and
villages. From an econormic perspective, cross-subsidization would
probably be key to making this system sustainable. That is to say, mid-
die-class people would be charged somewhat more than the cost of
the vaccines to produce profits that could keep the charges to poor
people at rock bottom-just a few cents per vaccine, if possible.

Agaf®, there are challenges to be met in devising a workable plan
for this business. Bus is it achievable? Every instinct in my body, based
on decades of experience in creating businesses to serve the poor peo-
ple of Bangladesh, tells me that it is.

A much longer list of heaithcare opportunities for social business
could be created. In many schools, lack of funding prevents the em-
ployment of a school nurse to provide routine first aid, preventive care,
and health education—perhaps a social business could be created to
staff every school with a trained nurse. Visiting healthcare profession-

als are badly needed to help elderly people, those with chronic diseases, .

and those who are too disabled to travel from their homes—there’s no
reason why such services couldn’t be provided by a social business.
Awareness of safe-sex practices ¢an play a powerful role in preventing
the spread of AIDS and other sexually transmitted diseases—why
couldn’t every neighborhood have a clinic, run as a social business, that
would provide counseling and culturally appropriate training fo young
couples in how to protect themselves from such illnesses?
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s Start with a Personal Passion

If you are a physician, a nurse, a physical therapist, a drug researcher,
or someone otherwise involved in the heaith field, you may already
be excited to think about the many, many ways that healthcare could
be transformed through the power of social business, But what if you
work in a field that does not have any obvious application to the big
social problems of our world—is it still possible to apply your talents
to the challenges faced by humankind?

In many cases, the answer is a resounding ves. In fact, I strongly be-
lieve that with ingenuiry, almost any personal passion can be trans-
formed into a vehicle for making the world a better place,

Suppose you are involved in the world of culture—the arts, litera-
ture, music, dance, or theater, Is there any way to use your talents to
create a powerful social business?

Certainly there is! My work with the Grameen companies has
shown me time and again the important role that culture plays in
shaping society. Cultural barriers often hold back social Progress,
while positive cultural forces can be used to promote enormous
changes for the better. ’

in the early years of Grameen Bank, strong cultural norms in
Bangladesh made it hard for us to attract female borrowers. Many
women in the viliages had never even touched money; some were ac-
tually afraid to enter a world they viewed as the exclusive province of
men. Because they were mostly illiterate and largely sheltered from the
communities in which they lived, many women were hesitant to take
up the challenges that microcredit presented.

Over time, we solved these problems by creating a new, alternative
culture for village ladies. We taught thousands to read and write, stare-
ing with their names—an incredibly empowering experience for them.
Thousands more discovered the power of a shared community with
other Grameen borrowers who supported one another. They learned
to enjoy coming to the Grameen bank centers for weekly meetings at
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which they would sing songs, engage in simple exercises, and share
stories about their families and the smali businesses they had created.

Today, countless Grameen borrowers have become self-reliant, re-
sourceful, daring women—a dramatic cultural change that has bene-
fited not only them but their spouses, children, and communities.

This cultural change wasn’t easy to create. People said we were de-
stroying their culture; that women needed to be kept at home and that
they weren’t supposed to have, or handle, money. I said, “You keep
your culture—-] am creating a counter-culture.”

Fver since then [ have felt strongly that culture s useless unless it
is constantly challenged by a counter-culture. People create culture;
culture creates people. It is a two-way street. When people hide be-
hind a culture, you know that’s a dead cuiture, which is good for a
museuam but not good for human society. To experience progress,
human society needs to move on, evolving and creating its own new
culture step by step. We defied the dead culture in favor of a live cul-
ture that is¥ynamic and self-regenerating.

Today, we continue to face similar cultural chalienges. For exam-
ple, some villagers who are offered the chance to buy the fortified
Shokti + vogurt don’t understand its value or the importance of mi~
cronutrients for their children. “I was raised with just a cup of rice
every day,” they say. “Why isn’t that good enough for my child?”

Here is one opportunity for a social business built around cultural
offerings. Cultural programs like songs, dances, and plays could give
the villagers of rural Bangladesh a better undesstanding of their fami-
lies’ health needs, Radio and television programs could be added to
the mix. As more and more Bangladeshis obtain cell phones, cuitural
“apps” could be created to combine education, information, and en-
tertainment. Such offerings could open up for millions of villagers the
excitement of changing their lives.

So changing cuiture can be effectively done with cuitural pro-
grams—and there is no reason such programs cannot be organized
along social business lines,

. LAUNCHING A SOCIAL BUSINESS
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Or w,mnmm.wn.,mfos are an engineer. Is there room for you in the world
of social business?

Actually, the opportunities are almost uniimited. Here is one sim-
ple example: Why can’t waste recycling be a very interesting social
business?

DDhaka, the capital of Bangladesh, is like many of the rapidly grow-
ing cities of the developing world--plagued with unsanitary condi-
tions caused by an influx of millions of poor people from the
countryside, living in homes without proper sewage or garbage dis-
posal systems. Yet this is a completely manageable problem—and one
that lends itself to a beauntiful social business, After all, waste is a valu-
able commodity. It can be converted into electricity, fertilizer, biofuel
for cooking and heating, gas for powering vehicles—there are many
possibilities. (I know this is true because Grameen Shakti, our renew-
able energy company, is already selling thousands of biogas plants
based on recycled animal waste in rural Bangladesh.)

What's needed is for a smart civil engineer who has been bitten by
the social business bug to set up shop in Dhaka—or perhaps in Tegu-
cigalpa, Accra, Lagos, or some other city in the developing world—-.
and create a social business that treats urban wastes in an
economically and environmentally sustainable fashion. The model you
develop can then be replicated across the globe, making life healthiér
and more enjoyable for millions of people.

What if you are a lover of the outdoors—a person who spends
every free moment hiking, mountain climbing, or camping in the
woods? Is there any way to make this the basis of a social business?

Absolutely. Consider the problem of global deforestation. Wood-
fands are being denuded ali around the world by thoughtless individ-
uals, greedy businesses, and in some cases government officials who
are paid by the taxpayers to protect the forests. The destruction of
forests is helping to accelerate climate change as well as making our
planet a less beautiful home. Planting trees across huge tracts of land
could be an excellent opportunity for social business. .
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Even a banker can find creative opportunities in social business—
and I dor’t just mean in microcredit. Tens of millions of people around
the world need better access to financial services, and every service
that could be provided to them can be the basis for a successful social
basiness.

One example: A social business in temittances would be an excel-
fent idea. Many poor people depend on remittances as a crucial part of
their economic lives. Poor workers travel across borders, and some-
times across oceans, to find work. Then they have to find a way to
transfer their earnings to families at home who desperately need the
money to survive, Unfortunately, poor people currently have to pay a
fot every time they transfer their money. And this expense is needless,
especially with the potential for modern information technology to
handle such transfers electronically in a matter of seconds and at in-
significant cost.

All that’s required is for some smart banker—perhaps in partner-
ship with Zn IT expert—to create an instant, low-cost remittances
business. This is a very practica! and sorely needed social business that
could quickly improve the lives of countless people. .

As you see, it really doesn’t matter what kind of work you may
have done before, what m:.w_.mnﬂ you specialized in at school, or what
your particular talents are. Identify your special passion and find a
way to link it to a problem someone is struggling with. Starting a
social business should be fun, enjoyable, exciting, challenging, and
fulfilling.

Building a Social Business Around People

if you are having trouble identifying a problem you want to solve, here
‘is another approach: Look for a group of people who need help—then
figure out how you can help them.

My work in Bangladesh is built around the many needs of the poor.
You may choose to work with the poor as well, or you might identify
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some amﬁﬁmﬁb@u with important needs-~the elderly, the disabled, in-
fants and children, single mothers, the mentally ill, ex-prisoners, the
homeless, the unemployed, the addicted, or those who lack healthcare.
You can often develop a great social business idea by starting with the
intended beneficiaries and then working backward.

The goal is to find a product or create a service that empowers
your customers. Try to offer them something they do not just con-
sume, but that gives them the chance to eatrn more or save more than
they spend on your product. This could be credit with which your
customers can set up their own businesses, increasing their income
and giving them a chance to become financially independent. The
product could also be related to education or information, which can
enable customess to create moge value through their economic activ-
ities. It could be related to heaithcare, enabling them to work more
productively. It could be access to electricity, machinery, or modern
techaology. Or it could be an insurance product to protect them from.
risks they cannot susvive.

You do not need to think of a social business only in terms of sell-
ing a product. You can also think of a business that empowers mnomu_m,..,,
by helping them get better access to the maskets of the developed ,
world, or by giving them good jobs, or by giving them income through
business ownership. In all these cases, your social business can enable

- less-fortunate people to capture a larger part of the value chain, If, for

instance, you create a social business for textile products, you could
sell the latest fashion at high prices to wealthy customers, but that
would be just the means to an end. The real purpose could be to cre-
ate good jobs for disadvantaged cotton farmers and textile workers,
You would strive to maximize the number of people benefiting from
the business operations and to maximize the individual benefit you
could create for each of the workers.

Here are some other ideas you may find useful in triggering new so-
clal business concepts to serve a particular group of people you choose
to target. .
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Improving production and access to markets. Do the people you want
to serve currently work? Do they have valuable skills? Can you give
them better access to attractive markets? Can you give them tools,
training, or access to knowledge to increase the value they can create
and the money they can make through their work? Your role could
be on the production side or on the marketing side~~for example, by
finding a way to provide access to customers in the developed world
for crafts workers or artisans from the developing world.

Providing employment. Your social business could be designed in such
a way that you help people through giving them good jobs. You could
set up a trading company and employ a sales force of former drug ad-
dicts or single mothers {where one parent might take care of the chil-
dren while the other parents work). You couid work with disabled
people, designing a social business that uses their skills while making
their disabilities irrelevant (for example, training sightless people to
assemble furniture, sew garments, or even provide massages). You
coald create a collection of chain stores--fruit stands, pizzerias, news-
stands, or what have you—and employ people to operate them. If con-
venient, you might eventually transfer ownership of these small
businesses to the employees who run them, turning those individuals
into micro-entrepreneurs in their own right.

Helping consumers. People can benefit from being able to purchase
necessary and valuable products and services at affordable prices. This
is what Grameen has done, from providing credit that helps people
participate in focal business markets and selling solar panels that pro-
vide a sustainable supply of electricity to marketing fortified yogurt
that yields improved nutrition. Of course, one of the most potent
products you can sell is education, from literacy training and basic vo-
cational skills to language programs, computer courses, and techno-
logical training. You could also seli useful technology, such as access to
Interner or mobite phone applications that help people to, for example,
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Bmwm.,e vm_ﬁﬁ use of agricultural and other markets. To qualify as a so-
cial busined, the products and services you sell should generate greater
value for customers than they cost. They must also be affordable to
those who need them most, whether by means of a moderate up-front
cost, through generous credit terms that make long-term payment
plans available, or through cross-subsidization by higher-priced sales

to the more affluent,

Enabling entrepreneurship. One of the strongest lessons my life has
taught me is that there is enormous creative and entrepreneurial po-
tential in alf people. Your social business could be set up in such 2 way
as to encourage entrepreneurship. There are many ways to do this,
You could create a center in which entrepreneurs are brought together
with other people who have the knowledge, skills, experience, or tech-
nology needed to start successful businesses. You could set up an in-
vestment fund, a training program, or a marketing agency. You could
create @ mentorship program for aspiring entrepreneurs or wbonmoH
contests to select, honosg, and promote the best new business concepts.
In time, you would be proud to point to a collection of thriving busi-
nesses that you helped to create, ,.

Providing stability. One of the main problems poor people havé is that
their lives are not protected against economic, personal, and social
shocks. Living at the edge of subsistence, i takes only a tiny blow to
send them into a downward spiral that often ends in extreme poverty.
The blow could be a single bad harvest, a serious accident or illness, an
ecostiomic downturn, or a family crisis—a child suffering drug abuse,
for instance. Perhaps you could create a social business that offers vul-
nerable people a greater degree of stability in their lives. You could
think of ways to spread the risk across many people, much as an in-
surance company does. You could organize people into groups that
support one another, as a cooperative does. There are probably even
better ideas than this—perhaps you have the creativity to invent one.
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Whatever need you seek to serve among the members of your tar-
get group, your social business will be much more effective if the peo-
pie you hope to help are participating in its development. Make a
conmnection with the people who will benefit from the business; invite
them to be a part of the process. Don’t forget that the poor and the
disadvaneaged are just as capable, entrepreneurial, and hardworking
as you or anyone else. They are also just as talented at devising smart
ideas for social business, After all, who understands the social needs of
the poor better than the poor themselves? Creating such connections
will not only vield a better business plan—it will also create an at-
mosphere of respect and greatly increase the chances that your social
business will be successfal.

Applying Technology to Human Needs

Another approach to developing a social business idea is to look at
current %, new technologies and to ask, “Is there a way this technol-
ogy could serve human needs that is currently not being practiced?”
Here are a few specific ideas along these lines that may trigger a eureka

moment for you.

Increasing access to infrastructure. In many places where there is
poverty, infrastructure is a problem. There may be a need for a bridge
or a road to connect a village to a market, There may be no access to
electricity or to clean water. The irrigation system for local farmers
may be insufficient. There may be no recycling or other waste man-
agement, and there may be a high degree of pollution. improving such
infrastructure shortcomings may directly enable higher incomes. In
many cases, the people affected may be willing to pay for the im-
provement of infrastructure,

A social business entrepreneur could pick one of these problems
and start a modest-sized business to tackle it--the High Street Sewage
Improvement Company, for example. After this project is successfully
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nogs@wn,ﬂm% Jou could move on to another project, and then another,
and eventually {aunch bigger and bigger projecs.

If you have access to the necessary resources, you could also tackle
farger infrastructure issues: You could try to meet the need for a re-
gional seaport to encourage commerce, for an airport to promote
long-distance travel, or for power plants and transmission lines. Your
role as the social business entrepreneur might be, among others, to or-
ganize such an undertaking, to find investors and technology, to or-
ganize a legal framework, to devise a revenue-gathering and-sharing
model, or to find a way through regulatory and bureaucratic hurdles.

Adapting technologies used by the wealthy to the needs of the poor.
Many of the technologies that have made life much better for the
wealthy are now ready to be adapted, made more robust, and-above
ali-——made cheaper so they can help the poor. The mobile phone is an
obvious example. Back in 1997, when we set up a village phone net-
work in Bangladesh and created a nationwide network of “telephone
fadies,” we simply took 2 new technology for the rich and made it
available to the poor. Nowadays there are many other technologies
that could be treated similarly: computing, the Internet, mobility, re-
newable energy, healthcare technologies, and so on. All that’s needed
is for social business entrepreneurs to come up with viable business
models to bring these technologies within reach of everyone.

In some cases, off-the-shelf technology designed for the rich can
be used by the poor without change. In other cases, there’s a need
for creative design to develop technologies that are just right for the
poor. Some of the easy-to-use technologies produced for poor people
may prove to be so powerful and artractive that the rich wiil rush to
adopt them,

Enhancing sustainability and ihe environment through technological
solutions, We can dramatically improve the natural environment

through social businesses, producing benefits that will impact human
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health and economics in enormously positive ways. For example, if we
can organize social businesses around such activities as forestation, wa-
tershed protection, fisheries management, eco-tourism, and sustainable
farming, the long-term yield of agriculture will be higher and life in
rural communities will be far more prosperous. The challenge for the
social business entrepreneur will be to assemble the capital needed to
make a transition to sustainable practices, to provide the knowledge
and technology required, and to organize access to markets.

Testing the Model

Your goal as a social business entrepreneur is fo create a business
mode} that can be cost-effective while also providing a valuable serv-
ice to the poor or to anothet underserved segment of society. This step
usually calls for some creative thinking.

So take your time with brainstorming. De a lot of research and
mmm&mmwom.xmﬁmmm ways that others have tried to solve the social prob-
lem, and try to pinpoint why they failed-and how they could have
succeeded. And lock at innovative solutions to different social prob-
lems and ask, “Is there any way this system could be changed and
adapted to solve the problem I am studying?” Perhaps a clever concept
from the field of transportation or information technology could be
applied to healthcare, housing, or education—or vice versa.

Also spend time with the people you hope to serve. Get to know
their interests, needs, abilities, and dreams. One of them may have the
perfect solution in mind-—if only someone like you would take the
time to listen,

Once you have the idea for a business model, the next step is to
test the idea. This experimental phase is crucial because it allows you
to get a firm understanding of how feasible your idea is, what its
strengths and weaknesses are, and what special skills, knowledge, and
other resources you may need to put it into effect. The experimental
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@wmw?ﬁ.ﬁ m.ﬁamﬂn_w help you develop a working business model, and
better understand how much money you will need in the future to set
up a full-size operation.

As Ive already emphasized, it is best to start small and start soon.
As soon as your idea is formulated, begin asking yourseif or the
other members of your team: “How can we get a smali pilot of our
idea up and running? Are there organizations or community mem-
bers we can reach out to immediately who will help us get started on
a very small scale?”

Tty to use minimal resources at this stage. Funding for your pilot
project may have to come mainly from your own pocket. This is typical
of many successful social entrepreneurs. ve already recounted how |
got started in microlending with just $27 from my personal wallet. Ina
similar way, Dhruv Lakra in Mumbai, India, started testing his business
idea for a courier service in 2008 with $300 saved up from his scholar-
stiip from Oxford University. He ased the money to hire two hearing-
impaired young men from local schools. Then he called some friends in
his own personal network and asked them i they would like any pack-
ages delivered by his new courier service. A few people agreed Ho_.Em.a
Lakra’s tiny company, And with that he got his start in building a busi-
ness that employs disabled people from impoverished backgrounds.
Today, Mirakle Couriers employs thirty-five workers, all deaf, who de-
liver packages silently but with great efficiency throughout the city.

Would-be social entrepreneurs of today are especiaily fortunate.
Thanks in part to modern technology, it’s possible to experiment with
a new business model on a shoestring budget. Do you really need to
spend money on an office? Probably not—many businesses can be run
out of a cell phone stuck in someone’s pocket. Do you nieed to opena
shop to sell products? Nowadays it is guick, easy, and cheap to set up
an Internet storefront that can reach mere customers than a high-street
boutique. Do you need to hire a graphic artist and a printer to create
informational brochures or advertisements for your social business?
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You can probably create results that are close to professional level just
by using a PC and a cheap printer—or recruit a friend from a local
art college and ourdo what even the professionals offer.

Of course, you can also save money during the experimental phase
by starting your social business on a part-time basis. As the saying
goes, “Don’t quit your day job”—at least not until you know, through
testing and experience, that your social business model will really
work. For many entrepreneurs, the most exciting day in their lives is
the one when they resign from their oid careers and commit them-
selves fully to their new one.

Creatively Modifying an Existing Model

If you are interested in launching a social business, you don’t neces-
sarily have to devise an entirely new solution to the social problem
you want to address. There are already many organizations that have
developgd creative and effective approaches to the worst problems our
species faces. Start with research into and study of the history of at-
tempts to address the problem you want to focus on. You may find
an idea that inspires you and that you can replicate and adapt to a dif-
ferent environment,

If an existing social business has had success with the same prob-
Jem you want to address—whether it’s healthcare, education, pollu-
tion, or what have you—reach out to it. Share your ideas, ask
questions, and learn as much as you can, Request a copy of the busi-
ness plan—-many organizations will be happy to share it with you. Per-
haps there is even a “social franchising” option that will allow you to
simply expand the reach of an existing social husiness. This process
of imitation, replication, experimentation, and improvement is what
enabled microcredit to grow from an obscure practice in the villages of
Bangladesh into a worldwide movement that has improved the lives of
at least 150 million families on five continents,
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. ./m.oz can also leamn from NGOs and traditional profit-maximizing
wa%%mmmw,ﬂw Some non-profits have great income streams; in many
cases, their models could be converted into social businesses. In the
same way, there are great for-profit companies that do a fine job of
working with disadvantaged groups, providing employment, or dis-
tributing products and services that make life better. You can copy
their best practices, take away the element of personal profit, and thus
make a social business.

Above all, don’t be discouraged by a start that appears wapromis-
ing. When the first deskrop computer came onto the market back in
1981, it had only 256 kB of memory—a tiny fraction of the memory
found in even a cheap toy today. The first automobiles rraveled at the
shockingly high speed of five miles per hour. The Wright Brothers® first
airplane flight lasted twelve seconds and covered all of 120 feer. This
is how everything starts. Over time, many people—coilaborators, ri-
vals, imitators—add new features, devise clever Improvements, and
find ways to streamline and enhance the system. Fach stage brings new
excitement and opens new possibilities. Ideas keep stacking up to
reach up to the sky. .

Progress in social business will be like that, The amazing successes
we celebrate today will appear crude and laughable ten, twenty, and
fifry years from now-——because those who come after us will have
learned so much from our first, halting efforts.

And every step in the process has its value. Even the simple repli-
cation of an existing social business model has value, since it shows
whether and how the model can be adapted o new circumstances—a
different social setting, a different set of customers, a different eco-
nomic system. And quite often a simple replication may turn into
something much more. You may start by copying an existing social
business, then one day say, “Hey, ! have an idea for doing this better.”
Suddenly you find that you, too, are a social business pioneer. It's an
exciting moment.
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An Alternative Model:
The Social Business Owned by the Poor

Even profit-maximizing companies can be transformed into social
businesses by giving full or majority ownership to the poor. This con-
stitutes the Type 11 social business. Grameen Bank falis under this cat-
egory, because it is owned by the poor people who are its borrowers.
Every year dividends are paid to the bank’s owners our of the profits
generated through banking activity.

~ The poor could get the shares of these social businesses in the form
of gifts by donors, or they could buy the shares with their own money.
Grameen Bank borrowers buy their shares with their own money,
through small automatic deductions from their accounts, These shares
cannot be transferred to non-borrowers. Thus, the ownership of
Grameen Bank wiii always remain with the poor peopie for whose ben-

efit the bank was originally founded. The member/owners also vote -

mmbumyw to elect the bank’s board of directors, which is made up of fe-
male borrowers. This board sets broad bank pelicies, while a commit-
ted professional team conducts the bank’s day-to-day operations.

Bifateral and multilateral donors to developing nations could eas-
ily create Type Il social businesses. For example, instead of having a
multifateral or a bilateral donor give a developing country a loan or
a grant to build a bridge, the donor could create a “bridge company”
owned by a specifically-created trust whose mandate would be to
make sure the bridge company operates in an efficient way and makes
a profit. The trust would use the profit to improve the quality of life
of the local poor by undertaking programs related to education,
health, or income-building. Profits generated by the company could
also be invested in building more bridges——or a combination of both.
A committed management team could be given the responsibility of
running the company. Many infrastructure projects—such as roads,
highways, airports, seaports, and utility companies—could be built
in this mannes
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,,m.wcmmnm conventional companies could also be converted into
social buginesses using this same model of ownership, For instance,
a construction company could be established with the goal of cre-
ating employment, income, and economic growth in a stagnant
town or village. Ownership of the company could be vested in a
dedicated trust to benefit the disadvantaged families, or all families,
living in the area. The trust could manage the company directly or
through a management contract with another company. Unem-
ployed local people could be hired as workers for the company, and
the company would compete on an equal basis with profit-maxi-
mizing companies for any construction jobs that are available in the
area. If well-managed, the social business would generate profits
that could be used for the benefit of the local people, funding a new
public school, a senior citizens’ center, an upgraded water supply sys-
tem, employment-generating social enterprises for the handicapped,
and similar projects.

Soon we will see exactly how a social business of this kind would
work. As Uil explain in a later chapter, we are already in the process of
establishing this kind of social business as a joint venture between
Grameen and the Otto trading company of Germany.

Otto Grameen Trust has already been created and the factory is
under construction, We are also finalizing plans for another social
business of this type with the giant Japanese clothing company, Uniglo.
We hope both of these companies will go into production by early
2011-and guickly begin delivering social benefits to the people of
their commugities,

Working with Partners

Most social businesses are likely to originate with one person, ot pet-
haps with a small group of people—iriends, work colleagues, or peo-
ple with a shared interest in a particular social problem. Within such
a small group, you may not have all the expertise, experience, ideas,
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and resources needed to make your social business idea into a reality.
Don’t let that stop you! Look around for others you can partnes with,

This is a model that we at Grameen Bank have used repeatedly and
with great success. As P've explained, a number of the early social busi-
nesses Grameen Bank has created have involved joint venture partners
that are usually profit-driven entities-~companies like Danone, Veolia
Water, BASE, Intel, and adidas,

These joint ventures are true partnerships that draw upon the talent,
expertise, and enthusiasm of both organizations. It’s never the case that
one party is actually running the show while the other party is simply
“signing on” to gain public relations credit or enhanced prestige.

Afrer the initial conract is made, and before the executives of our
two organizations sit down to talk, we send over a general descrip-
tion of the concept so that the potential partner has no confusion os
wrong ideas about social business. Often we invite the senior execu-
tives of partner companies to attend social business labs organized by
Grame® Creative Labs in various cities in Asia and Europe. (Pl ex-
plain much more about the Grameen Creative Labs in a later chap-
ter.} It’s important for the partner companies to have a very clear idea
about social business. Then we say, “If you are interested in exploring
the possibility of a partnership with Grameen for this type of business,
we’ll be more than happy to talk to you.”

¥f the potential partners are interested, we discuss a possible busi-
ness concept jointly, generally based on some special area of expert-
ise and experience that our partner has to offer. Sometimes they
quickly get thrilled about the concept; sometimes they need to think
more about it. It usually requires a few exploratory trips by their ex-
perts to Bangladesh before we finalize a working agreement, generally
in the form of a nonbinding memorandum of understanding. The
Yunus Centre in Dhaka organizes the discussions, facilitates visits and
meetings, and arranges sessions on social businesses to clarify all the
issues involved in social business. After going through the prelimi-
nary steps, both sides move toward developing a full business plan,
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~.
drawing up legal articles of incorporation, and investing funds in the
new business.

Our objective during this process is to move forward “with de-
liberate speed.” It’s important that both parties fully understand
what they are promising before any public commitments are made,
This is especially vital when dealing with a brand-new concept, such
as social business. I want our pariners, particularly when they come
from the for-profit world, to be very clear about the fact that their
sole reward from our joint venture will be the knowledge that they
are doing something to help their fellow human beings. So far, 'm
happy to say, the company executives Pve dealt with have under-
stood and supported this concept--even in cases where they feit they
needed more time to commit their organizations to the creation of a
social business.

At the same time, | believe in moving relatively quickly once a good
idea is on the table. There’s truth in the saying thar “too much analy-
sis sometimes leads to paralysis.,” When doing something new, [ want
to gather as much background information as possible-—but once that
is done, there’s no substitute for plunging ahead with a first mww,ﬁw;
ment or two. Happily, the top executives of our partner noaﬁmmwom
are generally eager to move fast, too. I've found that, in general, the
problems that arise in the early months of a new socia! busiriess are
ones that no amount of prior study was likely to uncover. The only
way to unearth such problems is to start the business and let them
make themselves obvious. The sooner vou get to werk, the sooner you
can begin making the necessary adjustments and improvements to
your business model,

A partnership between an organization devoted to heiping the poor
and a noHﬁonmon committed to maximizing profit is not a conven-
tional one. Some people even see it as a bit of an “odd couple” pairing,
involving partners with very different values and goals. As a result, peo-
ple sometimes wonder whether there is genuine enthusiasm for social
business on the part of the for-profit partners-or whether the joint
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venture is merely an empty gesture designed to enhance a company’s
image, meet demands for corporate social responsibility, and make a
few executives feel good about themselves.

Journalists ask me this question a lot. One of the ways they frame
it is by asking, “Is it possibie that Danone is using you? Perhaps they
are using the image of Muhammad Yunus and Grameen Bank to make
their company appear as a friend of the world’s poor people.” The im-
plication is that there is something dishonest about the suppost of
Danone {or Veolia Water, or Otto, or BASE, or Intel . . . ) for the con-
cept of social business—and perhaps that I should be resentful of this
attempt to “use” my good name and that of Grameen Bank to en-
hance a corporation’s prestige.

I avoid getting into debates over this issue. If’s certainly possible to
interpret the behavior of our corporate partners in many ways. Can
anyone determine exactly how excited the Danone executives were to
participate with us in a joint venture? Were they motivated by social
intentionts, by the desire to burnish their corporate reputation, by a
personal belief in corporate responsibility, by the public’s desire for a
business role model to admire, by their pride in their company . . . or
perhaps by some complicated combination of all these motives? No
one can say. And frankly these guestions were not running through
my mind when I first met Franck Riboud, the CEQ of Danone, He
appeared genuinely interested in my proposal for a social business to
help the children of Bangladesh. That was an exciting thing for me—
and everything else is of secondary importance.

So my response when reporters ask me whether Danone is “using’
me is to reply, “Is that so? I thought I was using Danone! Because the

¥

involvement of such a big company immediately transforms social
business from an uaimportant notion into a legitimate concept that
every businessperson in Europe wants to know about. So I think T am
using Danone to promote my idea. But if you are right—if Danone is
actually using me--you can tell the world that I am here to be used.
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Eﬁwmw use me! Anybody who wants to use me is most welcome to do
Nwm?%?ﬂwﬁoom cause,”

And social business is that canse,

Of course, the Grameen Danone and Grameen Veolia Water joint
ventures gain enormousty from the resources of the big companies that
are behind them, especially the business expertise they bring to the
table. But another important benefit that grows out of such joint ven-
tures is the effect they have on our corporate partners and, through
them, on the business world as a whole.

This impact is seen, in part, in how working on social business has
affected the employees of Danone and Veolia Water. The executives
from those companies report that their colleagues are deeply excited
by the fact that their organizations are involved in this new experi-
ment in progressive business. People stop them in the hail to ask how
the Grameen joint venture is doing, to offer support, to volunteer 1o
join the project, to ask when the next social business wili be launched.
Social business is one of the topics that workers from Danone and Ve-
olia Water tend to brag about when they talk about their jobs to out-
siders; it’s something that new graduates ask about when they apply
for positions at those firms. BASFs CEQ, Dr. Jirgen Hambrecht, even
required his company’s 245 top managers from around the world to
read my book before they assembled for their annual beadcuarters
conference in September 2008. Then he invited me 1o address the con-
ference and answer their guestions.

This personal effect seems likely to outlast the specific social busi-
nesses that gave rise to it. Suppose Veolia Water were to announce,
“We are too busy to continue work on the Grameen Veolia Water
business.” What would happen? First, the drinking-water initiative it-
self would continue, because we've learned a lot about how 1o do it
from our work with Veolia Water. Furthermore, { would wager that
some of the people Grameen has worked with at Veolia Water would
volunteer to continue providing us with ideas and help, even without
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being financially supported by the company. And the same is true of
Danone.

Veolia Water and Danone are companies, but they are made up of
people. Not only are we changing things in the business world, but
we are also changing the people inside the business.

[ don’t mean to imply that Veolia Water and Danone are going to
be transformed into social businesses. We are building a paraliel path

in collaboration with the for-profit company-—a path for social busi-

ness. This path will gain its own momentum. And the experience of
people within our joint venture partners wiil help to build that mo-
mentum. One day, some of them may retire from their for-profit ca-
reers and launch social business ventures of their own. And others
who remain within Veolia Water and Danone {and the other compa-
nies we are partnering with) will increasingly apply the values and cre-
ative thinking that shape social business in their daily for-profit jobs.
They will ask new questions: “What are we doing to make our new
muoaw%m available to poor people?” “How can we make our business
more socially and environmentally sustainable?” “What benefits will
our new factory bring to the people of the neighboring community?”
Little by little, traditional business may begin to reflect the influence of
social business.

1 don’t see Groupe Danone becoming a social business, but Iwould

not be suzprised if someday there is a new company-—perhaps calied-

Danone Social—that is dedicated entirely to social business, That’s the
kind of fong-term impact I believe our partnerships with companies
may have,

So even aside from the practical value that a partnership can have
when launching a social business, there are far-reaching benefits to be
created by involving other organizations in developing the social busi-
ness concept.

Here are some examples of the kinds of organizations you may
want to consider partnering with when launching your own social
business:
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“..* Another social business—to replicate, adapt, or expand an ex-
~isting model

* An NGO or charity-to complement and support the existing
work of an NGO with your new social business

* An investor—a private individual, a company, an investment
fund, a philanthropic foundation, or even a governmental body
that is looking for a way to create a positive social effect with
its investment monies

* A technology partner—to sell or license the technological prod-
ucts or expertise needed to make your social business successful,
of to join the profect as a partner, providing the technology as its
contribution

s A production partner—to provide you with either raw materials
for your own production or final products for you to sell

* A human resources partner—for example, an agency that might
connect vou with talented people who are willing to dedicaze
part of their careers to a worthwhile cause, or a university that
might link you to professors or students with relevant expertise

¢ A distribution partner—which could be an NGO {if wom.,émmﬁ
to selt a product to poor customers), a traditional profit-maxi-
mizing business (if you want to sell a product to wealthy cus-
tomers}, or an Internet marketer {if you want to seil a product to
customers who are technologically savvy and widely dispersed
geographically)

» A monitoring partner--an organization that can help you define
and measure the effect of your social business, which could be a
non-profit organization, a think tank, or a university team with
expertise in the area you'll be working on. The better your mon-
itoring, the easier it will be to convince investors and other part-
ners of the value of vour work

Of course, you might find yourself working with several of these
kinds of partners as your needs, capabilities, and circumstances change.
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The ability to forge and maintain positive, creative relationships with
partner organizations is likely to be one of the halimarks of the most
successful social businesses. .

Attracting Talent

Even the smallest social business wili need to take on employees. It
will need to hire more and more people as it grows. Which leads to the
question: Does a social business relate to human talent in a different
way than does a profit-maximizing business?

It seems to me that the answer to this question depends on the an-
swer to an even deeper guestion: Is the desire to impact the world as

B e
strong as the desire to make money? That’s the whole issue.

Often I argue that making an impact on people’s lives is every bit
as inspiring and fuffilling as making money~—~or even more so. Try it.
You may get mesmerized by your capacity to change the world for
the b&#ter. Yow'll want to do it more and faster. You’ll find yourself
lying awake at night, dreaming about the amazing things you want
to try as soon as you get to work the next morning. The social busi-
ness entrepreneur is often just as obsessed with success as the profit-
driven entreprencur. The only difference lies in how “success” is
defined.

Many people assume that employees of a social business don’t get
paid well—that nobody should expect a good salary from a social
business. After all, the idea of social business is to help people. So the
key to attracting employees must be to appeal 1o “do-gooders™ who
are willing to sacrifice their own interests for the benefit of society.

That’s a very wrong idea about social business. Social business pays
you more, not less.

First, a social business has to attract talent from the same labor
market that for-profit companies plumb. That means offering com-
petitive salaries and benefits. If you want a good accountant, a good
marketing manager, or a good production expert for your social busi-

- 86 ~

LAUNCHING A SOCIAL BUSINESS
d@mmw, you'll have to offer the same kind of compensation package that
a bank, abtomaker, or computer company would offer.

Once this basic requirement is met, the personal rewards offered by
a social business employer are actuaily greater than those offered by
traditional businesses.

Suppose an accountant has two job offers in hand, one from a
profit-making company, one from a social business. Both offer the same
salary, similar benefits, and comparable job titles and responsibilities.

It seems to me that most peopie will weigh the two offers this way:
“What's the difference between these two jobs? The main difference is
that the social business offers me the opportunity to change the

world—to become part of the solution rather th of the vmov-
with the satisfaction of

fem. PH nGBa home from work every
knowing that I am engaged in solving a problem that otherwise would
have remained unsolved. Il feel good knowing that I am making a
difference. If the financial rewards are equal, why not take the social
business job?”

1 write about this issue from the practical perspective of a busi-
nessperson who has actually founded, grown, and run social busi-
nesses. Grameen Bank and the other social businesses I am involved
with have long faced the challenge of hiring and retaining smart, hard-
working, and talented employees in competition with leading compa-
nies. I am happy to say that we have had no difficulty attracting
first-rate people. As with any company, some stay with us for just a
short time—two or three years, perhaps. But most of them work with
us for their entire careers.

Several of the top officials of Grameen Bank began working with
me as graduate students in my economics courses at Chittagong Uni-
versity, when lending to the poor was just a funny idea we were ex-
perimenting with, Almost thirty years later they are still members of
my team, And like anyone else they have raised families, sent children
to college, owned homes, and saved money for retirement. Working
for a social business doesn’t require sainthood or self-sacrifice. It just
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means caring about making the world a better place~and I think this
motivation exists inside practically every person on Earth.

Planning Your Social Business

In many ways, a social business is like any other business. It has em-
ployees and managers, customers and suppliers. It offers goods or
services at a price that it hopes the marketplace will find attractive. It
has expenses to cover, payrolls to meet, and rents to pay. All these fi-
nancial parameters must be spelled out accurately and thoughtfully in
a realistic, practical business plan.

So planning a social business is in many ways similar to planning a
profit-maximizing business. Before launching the business, you will
want to create a business plan that outlines your objectives and the
means you will use to pursue them. For a small, simple social busi-
ness, the business plan may be very basic—just a few pages of notes
and mufbers spelling out your program. For a more complicated busi-
ness, a longer, more detailed, more complex plan may be required. If
you hope to get financing from a bank or an outside investor, a de-
tailed business plan will probably be necessary.

It’s not my intention to teach vou all the details about how to cre-
ate a business plan. And in any case, ] don’t think that extensive
knowledge of business is a crucial requirement for someone who
wants to start a social business.

You don’t need to know “how to do business.” Much more im-
¥ portant is your desire to solve a social problem. To be sure, practical
knowiedge about doing business will be useful, If you do not have ex-
perience, you will learn as you go along~hopefully with a mentor, an
investor, or a partner to challenge and support you. But established
business knowledge may be counterproductive in the context of social
business. It may lead you to think in the wrong directions—how to
reduce costs and optimize operations irrespective of the social benefit
of the processes; how to skillfully advertise 2 product that may not be
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owm«.m.mﬂ benefit to the consumer; how to undermine your competitors;
and mm.,‘..om\vww a social business, the aim is not to maximize profit, crush
rivals, or grow for the sake of growth. The aim is to deliver a social
benefit, with smart financial and managerial policies as a means to¥
that end. For that reason, the right motivation and the dedication to
carry the business through are more important than having the right
business tools.

Nonetheless, a business plan is very important. It may be revised
as you go along, but don’t start without one. If you’re a business
novice, I recommend replicating an existing model as your first step
in the world of social business. Copying someone ¢lse’s business
plan that has already been proven successful will be a relatively easy
undertaking—don’t feel compelied to reinvent the wheel in your
first venture.

Whether it is a new creation or a replication of someone else’s
model, your business plan should address all the same basic issues as
in any business plan:

* What product or service will I offer?

How will I produce this product or service?
* Who are my customers?
* How many are there?

How do they make their buying decisions?
How can I find out what price they are willing to pay for the

L

product or service I will offer?
» What is my competition?

What methods of marketing, distributing, advertising, selling,
and promoting my product or service will T use?

What are the initial capital expenses I must meet in order to
iaunch the business?

What are the monthly expenses I can expect {rent, payroll, em-
ployee benefits, utilities, supplies, transportation, and so on)?

L 4

*

How will my expenses change as my volume of business grows?
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» What revenue from sales can | realistically expect during my first
month in business? My first six months? My first year? My first
three years?

e Baged on the figures presented above, when can I expect to reach
the break-even point?

e Over what time period can I expect to repay the initial capital (in
the form of investment funds or loans} used to launch the busi-
ness?

All these questions are the same ones that any business plan should
answer. But because you are launching 2 social business, you'll also
need to address some additional questions, including:

» What is my social objective: Whom do T expect to help with my
social business?

¢ What social benefits do I intend to provide?

¢« Mow will the intended beneficiaries of my business participate

in planning and shaping the business?

How will the impact of my social business he measured?

What social goals do I hope to achieve in my first six months? In

my first year? In my first three years?

If my social business is successful, how can it be replicated or

expanded? .

Are there additional social benefits that can be added to the

package of offerings I will create?

As these additional questions suggest, a social business must be bez-
ter run than a conventional for-profit company. After all, the objec-
tives to be pursued are more complex and demanding—and, I would
argue, they are also more inportant.

There are some other crucial differences between a conventional
business plan and the business plan a social business requires.

LAUNCHING A SOCIAL BUSINESS

..

One difference is that the plan for a social business must be re-
mw&zmwkm A social business should be committed to pursuing its so-
cial goals without harming anyone, while minimizing its impact on
the environment.

We've applied this principle to the Grameen Danone joint venture.
OQur yogurt plant in Bogra has recycling facilities, solar power cells,
and other “green” features. I also insisted that the yogurt container
be biodegradable~-no plastic is allowed. The experts at Danone wres-
tled with that requirement for a while and finally found a supplier in
China that manufactured a cup made of cornstarch that was com-
pletely biodegradable.

I was pleased, but not fully satisfied. I looked at this cornstarch
cup and asked, “Could I eat it? Why should poor people pay for this
container that has to be thrown away? Why can’t you make an edibie
cup? Children will eat the cup after they finish the yogurt, and that
way they will receive even more nutrition.” The Danone research team
in Paris is working on meeting this goal. I predict they’ll do it—and
that the result may someday revolutionize food packaging,

Of course, all businesses have certain minimal social responsibilities
they must meet. There are laws and regulations that every company
maust follow, as well as ethical standards {such as honesty) that every
businessperson should live up to. Ultimately, however, the responsi-
bifity that comes with a social business is much higher than with a tra-
ditional business. It is even more important to understand your
customers and their needs. After ali, the 2aim of social business is to
solve a problem: poverty, malnutrition, disease, ignorance, homeless-
ness. It may not solve the whole problem, but it should move the
world in the right direction. And it certainly should not create new
problems through its business methods. So for a social business to ex-
ploit workers, pollute the environment, or sell defective and dangerous
products would be even worse than for a conventional business to
commit these sins.

P
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At the same time, creating a soctal business that is sustainable over
time is very necessaty. Your goal is to provide people with lasting ben-
efits. If the business is sustainable only under certain conditions, or
for a limited period of time, you'll have to look for more robust sohs-
tions. Social businesses can fail, like conventional businesses. But a so-
cial business has a special responsibility. Once a commusity comes to
depend on your social business, you don’t want o et its members
down. So bring to your social business all the inteiligence, manage-
ment savvy, dedication, compassion, and hard work that you would
bring to any fledgling company——and then some.

A Journey of a Thousand Miles

I generally urge people who are setting up a social business to start
small. A simple business is easier to run, and a pilot project will yield
insights and experience that can help you refine and improve your
busigess plan. But even more important is to start at all. Your first
days and weeks working in social business wili open your eyes to new
possibilities, They will give you a first glimpse of the joy you feel when
you help people—even just a single person.

You probably know the old saying, “A journey of a thousand miles
begins with a single step.” Take the first step! Don’t worry too much
about the miles to come-they will take care of themselves, as long as
you keep putting one foot in front of the other.

Try to find a model that works. It may take a lot of experimenta-
tion. You will twist and tweak your business model untii you are sat-
isfied that you are addressing the social problem in a manner that is
empowering and economically sustainable. You can easily change
things as necessary or even scrap the idea entirely and start from
seratch. Do not become overly frustrated. Remember, social business
is stifl a very new idea. You are an innovator, a pioneer. You are doing
very demanding work and may find yourseif in a place where no one
has been before. There is no straight path to success, Be persistent and
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patient, and do not lose your enthusiasm. The process of finding a
Modelthar works may take years. There is always a learning curve to
be negotiated,

But it is worth it. I you develop a great model, you will find plenty
of potential customers to grow it and plenty of other entreprenenrs
who want to copy and implement it elsewhere. You and your follow-
ers can scale your operations rapidly and have a vast impact. You will
not only change many people’s lives, but you may also change the very
fabric of our social and economic systems. You will join many others
who are doing the same. And together we will reach the large goals we
have set for ourselves: to end poverty, to create a sustainable way of
living, to empower the disenfranchised, to extinguish diseases. I really
see no limit to the possibilities—provided we have the courage to take
the first step.
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CHAPTER 4

To Cure One Child

A Case of Social Business in Healthcare

7\— ost of us are vety impatient by nature. We want to fix things
quickly. It’s especially true with the huge, global problems that
have burdened humankind for centuries: poverty, disease, hunger,
homelessness, oppression. Those of us who worry about such things
sometimes count up the terrible numbers—the billions of poor peo-
ple, the hundreds of millions who are hungry ot thitsty or il—and we
want to create a plan that will solve the problem overnight. After all,
these problems have been with us far too long already. Why should
we put up with them even a single day longer? ‘

This attitude is understandable, even praiseworthy. But for practi-
cal reasons it is sometimes better to reduce a problem to a manageable
size rather than trying to fix it all at once. Giant plans designed to help
millions of people at once often get out of control. Unless we prepare
step by step, “thinking big” can be a recipe for disaster.

© When I speak with young people about social business, I don’t try
to change their impatience. We should be impatient with the terrible
social problems we have created and imposed on our fellow humans,
But I suggest a different kind of impatience. Instead of trying to devise
giant plans to change the world all at once, I urge them to “start
small.” Create a tiny plan to help a few people at a time~and rather
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than spending months or years refining, developing, and funding it,
put it into practice immediately, and learn as you proceed to imple-
ment. In a small project, you can see that some parts of your plan are
working beautifully, while other parts do not work at ali, and stifl
other parts look weak. You may even find that something is happen-
ing in your project that you never dreamed about, Then you can use
all your experience to improve your pian.

In time you will have 2 social business that is brilliantly effective at
making life better for a few people. It is 2 seed that can then be repli-
cated once, twice, ten times, a2 hundred times, a thousand times. Suc-
cess in achieving big goals lies in designing one small basic module, a
multiple of which makes up the big plan. Developing such 2 seed is
critical in solving mega-problems.

Once you have developed the seed, the next important thing to do
is to design a management structure for multiplication of the seed with
a smooth exponential growth path. Who knows? One day it may end
up beMg the germ of a global change that solves a worldwide problem
for hundreds of millions of people.

One of the benefits of this kind of impatience is that it allows any-
body and everybody to get involved in social business. You may be a
student, a homemaker, a young business executive, an active of retired
CEOQ, a jobless person, a retiree, an academic, a worker, or whatever.
No matter your background, you can express your creativity by de-
signing a tiny social business plan and implementing it with support
from a few other people.

The examples presented in this book may create the impression
that a social business can be launched only through a partmership with
a big corporation with fots of experience, money, and other re-

sources—companies like Danone, Veolia Water, BASE, Otto, Inted, adi-
das, and others. These examples show that even hard-nosed, giant
global companies are finding social business an attractive idea. But the
real power of social business is in the opportunities it creates for a sin-
gle person, or a small group of friends, with much more modest re-
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soméday have a global effect.

sources, operating on a very small scale, to create 2 business that can

And it's impossible to predict which starting point will prove, in
the end, to produce the greatest impact. Remember, I started Grameen
Bank not with a business plan for serving miilions of people, but by
lending the equivalent of 327 to forty-two people in the village of
Jobra, So start small--and start today. Learn as you go, and don’t give
until you've found the right design.

in this chapter, I'll describe the example of 2 modest-scale social
business being developed by two inspired, caring young men from
italy—a physician named Lawrence Faulkner and an entreprencur
named Eugenio La Mesa, Together with 2 haadful of friends and sup-
porters, they have embarked on a journey to address one of the
world’s most devastating genetic diseases, thalassemia, by creating an
NGO called Cure2Children. A joint venture social business will start
functioning by the second half of 2010, based on 2 partnership be-
tween this NGO and Grameen Healthcare Trust,

Their journey began by providing a cure for a handful of chiidren
who otherwise would be doomed to 2 very short and painful life. The
satisfaction was immediate—and the long-term potential is enotsious.

You may be unfamiliar with the disease known as thalassemia. It is
a terrible genetic disorder that affects the blood of childrenwho are
uniucky encugh to suffer from it. Like sickle celi anemia, thalassemia
is carried by a recessive gene. A person with a single gene for tha-
lassemia suffers no symproms and is often unaware that he or she is a
carrier, But if the mother and father are both carriers, each child has
a one-in-four chance of inheriting two thalassemia genes. Such a child
begins to suffer from anemia within a few months of birth, Survival
depends on repeated blood transfasions, And even with this treat-
ment, few thalassemia victims in poor countries survive much beyond
eighteen years of age.

Becauge it is transmitted genetically, thalassemia is most common
among certain population groups. At one time, it was rampant around
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the Mediterranean—Italy, Greece, Spain. Today, however, thalassermia
has almost disappeared in Europe and elsewhere in the wealthy na-
tions of the world, thanks to genetic screening. Because the disease
can be detected through a simple blood test, every pregnant woman in
both Europe and the United States is screened for thalassemia. If hes
unborn child exhibits the condition, she can choose a therapeutic abor-
tion. Even earlier, couples who are planning to get married are rou-
tinely tested for the thalassemia gene. Those who test positive are
encouraged not to produce any offspring. Instead, these couples are
encouraged to adopt children.

Now that genetic screening has virtually eliminated thalassemia in
Furope and America, the disease is found primarily in some countries
of the developing world—in particular in South Asia, where a signifi-
cant fraction of the population carries the telltale gene. In some parts
of South Asia, frequent intermarriage makes the problem worse. In
families where thalassemia is widespread, it greatly increases the odds
that a mother and father will share the gene and pass it along to their
offspring.

In Bangladesh today, an estimated 100,000 children are suffering
from thalassemia, and between 6,000 and 7,000 new cases arise every
year. Of course, thalassemia is just one of many afflictions that strike
children in Bangladesh in excessive numbers. But for every family that
has a child with this condition, it is an unspeakable tragedy.

It is also a problem that is within reach of being solved through ge-
netic screening. Such a program has been shown to work in Europe
and North America, and there is no reason to doubt it could work in
the rest of the world, including South Asia. The only obstacles are
poverty, lack of access to medical care and counseling, and simple lack

of awareness. All of these barriers can be surmounted through deter-
mined effort.

At the same time, we need to provide a cure for individuals already
suffering from thalassemia-—an actual cure that goes beyond pallia-
tive care in the form of blood transfusions. While such cures are being
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awﬁ_bﬂ.& .ﬁﬁo:mw experimentation in several parts of the world, a
v&_mmmmﬁmmm% doctor, Dr. Guido Lucarelli, had success in devising a
cure around 1984,

Using adult stem cells from a specially matched donor, Dr. Lucarelli
found that he could perform a complete bone marrow transplant for
certain patients suffering from thalassemia. The operation is time-con-
suming, difficult, extensive, and physically traumatic; afterward, the
patient must remain in the hospital for an average of forty-five days,
recovering from the process. However, when it is performed in a low-
risk, otherwise healthy patient with a compatible sibling, the opera-
tion generally yields a complete cure for thalassemia. No more blood
transfusions are required, the patient can live a normal life, and the
death sentence is lifted. It's eruly a medical miracle.

Dr. Lawrence Faulkner learned this new transplant method directly
from Dr. Lucarelli. Born in Florence, Italy, Dr. Faulkner received his
training at the University of Florence, at Long Island College Hospital
in Brooklyn, New York, and at Memorial Sloan-Kettering Cancer
Center in New York City. Then he returned to Italy, where he helped
to create one of the world’s feading centers for performing transplan-
tations and training other doctors in the techniques. In addition to tha: .
lassemia patients, he also cared for patients with a variety of other
illnesses, especially leukemia and other forms of blood-related cancer.

It was a tragedy that struck two of his patients that led Dr.
Faulkner to wonder whether he could take on the menace of tha-
lassemia in the developing world.

Two small children both died of a rare cancer called neuroblas-
toma, despite months of treatment by Dr. Faulkner and his colleagues.
As you can imagine, the parents were heartbroken. But they were also
determined to make something good emerge from their heartbreak,
They visited Dr. Faulkner, to whom they had become quite close dus-
ing the months of trying to save their children’s lives, and they told
him, “Dr. Faulkner, we’d like to do something to spare other families
what we’ve been through. Do you have any ideas?”
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He did. “You could start a foundation to help other families here in
Italy,” he said. “But I want to make a different suggestion. Why not
start an organization that will provide medical care to poor children
with rare blood diseases in the poorest countries of the world?”

Dr. Faulkner’s suggestion was not based simply on altruism. In fact,
there was an important scientific motive behind it. There are thou-
sands of sick kids in the developing world who don’t have access to
medical care. Many of the rare cancers and blood disorders that take
their lives go untreated and also unstudied, since these cases may occur
anywhere—in a remote village in India, in a city slum in Bangladesh,
in the jungle in Africa. And these cases, while tragic to the families in-
volved, are potentially precious to physicians and scientists.

“Take neuroblastoma as an example,” Dr. Faulkner explained to
the famities. “This condition is very rare in ltaly. We know of just fifty
patients per year in this country. This makes it very difficult to build
up a knowledge base for improving treatment.

“Yet Thousands of cases of neuroblastoma are believed to occur in
the countries of the developing world, scattered in hundreds of loca-
tions and tracked, i at all, by doctors in hundreds of local hospitals,
with no way to compare their experiences and learn from them.

“Tf we could begin to extend medical care to poor people in the de-
veloping world, it could create a win-win situation. We could bring
help, including cures, to those suffering from disease, and at the same
time we could gather 2 wealth of knowledge about the rare ailments
that today are considered mysterious.”

The parents who had approached Dr, Faulkner understood this
message and quickly agreed to sapport the idea. Additional funding
was provided by a foundation associated with a large Iralian bank. Dr.
Faulkner arranged to take a one-year sabbatical from his regular work

assignments in Florence. In January 2007 he began working to create
what became known as Cure2Children—a non-profit organization
dedicated to researching, developing, and providing treatments for
rare cancers and blood diseases to the children of the world.
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ybmmwﬁ zwmmmommm conmection played a role in shaping Dr. Faulkner’s
specific misgion. In the Children’s Hospital in Florence, he often
cared for children from around the world whose parents had brought
them there to work with the advanced specialists. One of these chil-
dren was a baby girl from Pakistan who was suffering from tha-
lassemia. In collaboration with a colleague, Dr. Pietro Sodani, Dr.
Faulkner performed transplanzation on this baby girl using 2 risky,
innovative procedure in which the mother, rather than a sibling,
serves as the donor. {In this case, there was no sibling with the re-
quired marching characteristics.}®

The difficult operation was a complete success: The baby girl’s
life was saved, and in the process, the two doctors formed a strong
personal bond with her parents. It so happened that the baby’s
mother was herself a physician. When Dr. Faulkner told these par-
ents about his plan to bring world-class treatments for rare blood
disorders to the developing world, they immediately agreed that Pak-
istan would be an ideal place to begin the project, and that tha-
lassemia could be the chief target for their work. The little girl’s
mother, Dz. Sadaf Khalid, is now the director of the Pakistan branch
of Cure2Children; the father works in the Ministry of the Interior in
Pakistan.

It was quite a bold move for Dr. Faulkner to undertake this project
in Pakistan. While he had developed a fine level of cross-culrural sen-
sitivity when caring for the patients from Asia and elsewhere during
his work in the children’s hospital in Florence, he had never actually
worked in a developing country. But his training in the United States
combined with his work in Florence, creating a world-class transplant
service and laboratory from the ground up, had given him valuable

*Sodani, Faulknes, and other physicians and researchers in Florence have con-
tinued to develop this new procedure, and in 2010 they published 2 ground-
breaking paper on the topic in Blood, the medical journal published by the
American Society of Hematology.
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insights into the strengths and weaknesses of differing kinds of health-
care systems—high-tech America versus “high-touch” Italy; privately
run America versus state-run Italy. With the help of his two doctor
partners from Pakistan, he felt ready to make the move.

Today, Cure2Children is curing thalassemia in Pakistan. Using
donor funding, it established a two-bed unit dedicated to bone mar-
row transplantation at the Children’s Hospital of the Pakistan Insti-
tute of Medical Sciences in Islamabad. Start-up costs were a very
modest 25,000 euros {about $35,000). Continuing expenses are also
quite small. The fifteen people the facility employs, ranging from
nurses to technical specialists, earn a total monthly salary of around
4,000 euros (roughly $5,600}. So lives are being saved for an amaz-
ingly small price.

At the moment, the effort is on a small scale, especially when com-
pared with the many potential patients (estimated at 50,000 in Pak-
istan). As of December 2069, Dr. Faulkner and his team had
pRformed twenty transplant operations, with outcomes comparable
to those obtained in Italy. In time, more such units will be opened in

other hospitals around the country. Eventually, life-saving operations

should become available to all the children in Pakistan who need them.

To be clear, Cure2Children’s programs in Pakistan and Kosovo are
not run according to the social business model. Cure2Children is a
traditional NGO that relies on charitable giving,

Now, Cure2Children is preparing to bring its life-saving techniques
and technologies to Bangladesh in collaboration with Grameen
Healthcare Trust, within the framework of a soctal business.

The idea of using the social business model came into focus when
the CEO of Cure2Children, an energetic and persuasive young man
named Eugenio La Mesa, read Creating a World Without Poverty.
Fascinated by the new idea of social business, he sent me an e-mail de-
scribing his organization’s work in Pakistan and soliciting my collab-
oration in bringing it to Bangladesh as a social business. In this e-mail,
La Mesa wrote, in past:
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.. .. CurelChildren is not a social business, because it gets money

N

froth donors in Italy and spends it in developing countries to
cure poor children who have severe diseases {mainly tha-
lassemia). . . . But Pm extremely fascinated with your idea of a
social business and 'm starting 10 think what 1 could do, espe-
cially in bealtheare in developing countries, that is something
that iterests me a lot. . . . If you or one of your colleagues bave
an idea of how Cure2Children could become a social business,
please let me know; in the meanwhile, Il keep thinking and
brainstorming about it.

I quickly replied with an e-mail of my own:

I am delighted to bear from you. We are taking a big initia-
tive in Bangladesh to design and deliver healthcare as a social
business, Your proposal to launch an initiative in curing tha-
lassemmia it Bangladesh will fit perfectly. We would like to bave
more discussion about it. .

A series of e-mails, conversations, and meetings between his or-
ganization and my Grameen team followed. Today we are on the way
to launching a social business for treating thalassemia in’ Bangladesh
under a joint venture between Cure2Children and Grameen Health-
care Trust. | .

But how can bone marrow transplantation be made into 2 self-
supporting business—especially in a country with a lot of poor people?
Here is where creativity and careful planning are necessary.

The key to making this service economicaily self-sufficient will be
cross-subsidization. Well-off families that can afford to pay the stan-
dard rate for bone marrow transpiant operations will help to pay for
poor families that can contribute little or nothing. .

According to the current business plan, crafted by Eugenio La Mesa
and the Grameen team led by Imamus Sultan, Cure2Children will begin
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by creating two transplant units in two selected hospitals in Bangladesh,
each consisting of three patient beds. Two of these beds will be available
to full price patients, while the third will serve a poor child whose par-
ents will pay a token fee or none. When the resulting revenues and ex-
penses are calculated, the unit should be self-supporting.

Each of these units should be able to perform between seven and
ten operations per year. Over time, more units will be established in
Bangladesh. At the same time, once the social business program has
been tested and refined, the joint venture company will begin plan-
ning its next big leap--to implement the same system on an even
larger scale in India. Each element of this plan reflects extremely care-
ful planning and thought.

For example, there is the element of cost. The joint venture com-
pany expects to charge its well-off patients the equivalent of $20,000
for each bone marrow transplantation. This should be sufficient ro
cover the expenses of the unit, including doctors fees, salaries for five
nurses and other support personnel, equipment maintenance, and so
on. Twenty thousand dollars is a lot of money. But it is just one-tenth
the usual cost of a bone marrow transplant in the United States or
Europe.

How will it be possible to locate a sufficient number of affluent
families to occupy those two full-price beds and thereby subsidize the
care of a poor child? The answer involves several pieces,

First, there should not be a problem in finding eight to twelve
paying patients per year for the first two units. There are many fam-
ilies who are paying the monthly cost of blood transfusions today in
Bangladesh, and this amount is not beyond their capacity. Second,
when more units are added, the joint venture can treat patients from
neighboring countries, too. Furthermore, patients may come from
other Asian and African countries when these units build up their
reputation.

The appeal of these transplantation units in Bangladesh should be
quite strong. If you come from a well-off family in Asia or Africa and
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wm,,@ a child in desperate need of a life-saving operation, one option
Ewwfwﬂ be'to travel to Rome, London, or New York--and spend any-
where from $200,000 to $400,000, once expenses for travel and fam-
ily accommodations are taken into account. {Remember, a child
recovering from a bone marrow transplant must stay in the hospital
for forty-five days. Think how much it costs for a family to stay ina
hotel near the hospital for forty-five days!}

An attractive alternative would be to travel instead to a country
like Bangiadesh, where the culture is familiar and where the expense
would be only one-tenth as great. There are many more people who
could afford this than could afford to go to Italy, for example.

Add in another important fact-~that the same bone marrow trans-
plantation technology can be used in treating a number of conditions
other than thalassemia, including lenkemia, lymphoma, multiple
myeloma, and sickle cell anemia. This also increases the number of pa-
tients for whom treatment in Bangladesh might well be a viable option.

Of course, to attract patients from other countries, the quality of
the service provided must be just as high as that found in Fealy or the
United States. No one wants to compromise on healthcare for a sick
child, even to save money. With support from Cure2Children, it ap-
pears that this objective can be reached.

High-tech communications and information technology will be one
factor making this possible. You recall that one of the main reasons Dr.
Faulkner was eager to begin serving patients in the developing world
was to establish a large patient base for learning about rare blood dis-
eases and cancers. With this goal in mind, Cure2Children has placed
a lot of emphasis on creating a wotld-class IT and communications
system to connect its professionals around the world.

Cure2Children wants to be a learning organization, and so it has
created an open-source Web platform specially designed to aliow easy,
continuous communication among its professional teams in Italy, Pak-
istan, and soon in Bangladesh. Skype and Yugma—two Internet-based
telecommunications tools—make it easy to conduct presentations
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and seminars from remote locations. Other software tools are used
to facilitate project management and information-sharing by all
members of the organization. As a result, it is now easy for world-
class medical experts based in Florence, Rome, or Milan to consult
with physicians and nurses in Islamabad or Dhaka about their pa-
tients on a daily basis,

Farly in this chapter, I referred to a small-scale social business as a
seed that can have an enormous mpact over tane. One reason I am
excited about the joint venture between Cure2Children and Grameen
Healthcare Trust is that it has so much potential to help improve
heaithcare im Bangladesh. .

One element in this potential is the design of the joint venture com-
pany as a learning organization, focused as much on developing and
spreading expertise as on providing care to particular patients. All the
transplants performed in Bangladesh will be done by local doctors,
not by experts who “parachute in” from Europe or America, This is
the same®mode! that Cure2Children has already used successfully in
Pakistan. In Islamabad, Drs. Faulkner and Sodani trained two doctors
in the same transplant techniques they learned from Dr. Lucarelli,
while a separate team of experts from Italy trained a group of local
nurses. The Italiang remained m Pakistan for a month to observe and
coach the first operations and confirmed that the expertise transfer
had been successful.

The sharing of knowledge continues to this day. Cure2Children
uses special software to allow the Pakistani nurses o share patient in-
formation with the team members in Italy on a daily basis. As needed,
Dr. Faulkner and his Italian colleagunes schedule conference calls with
their counterpasts in Pakistan to discuss tricky or complicated cases.
“In the past,” Dz Faulkner explains, “we used to train individual
physicians from the developing world at our center in Italy, one doc-
tor at a time. This system is much more powerful. It enables us to cre-
ate an entire team of skilied professionals who can then spread theis
knowledge to others in the cornmunity.”
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D Mmr&_wmom has found the experience of training doctors and
nurses in South Asia to be very rewarding. They are very motivated
and recognize that the chance to study under a world-renowned expert
in transplantation represents a great opportunity for them.

Do cultural differences pose any challenges when an Italian trains
professionals from an Asian country? Dr. Faulkner smiles. “Sometimes
Asian males have the same trait as men from other countries—it is
hard for them to say things like, ‘I don’t understand,” or ‘I made a mis-
take.” This is easier for women. So we have had great success in train-
ing female physicians in Pakistan. Perhaps the same will be true in
Bangladesh.”

Most important, bringing the advanced technology of bone mar-
row transplantation fo Bangladesh will represent an important step
forwazrd for our entire heaithcare system. Dr. Faulkner reports that in
Cure2Children’s Pakistani program, not a single nurse has left her job
so far (in a profession where turnover is usually rather high). The good
salary is one reason. But a more impostant one is that they are chal-
lenged, interested, and motivated by the high level of care they are able
to provide. We have the same goal for Bangladesh. -

Here is an example of the power of social business. I _uammm wa
professional life as a teacher of economics; Dr. Faulkner began his as
a medical practitioner focused on childhood cancers. Yet here weare,
years later, converging on the same underlying issue: How can vital
goods (financial services, healthcare) be made available at the same
level of quality for poor people in the developing world as for wealthy
people in the developed nations? And both of us have become con-
vinced that social business provides the answer. The details differ
from banking to medicine, but many of the underlying principles are
the same.

In the long run, the goal for both Cure2Children and the joint venture
with Grameen Healthcare Trust is to wipe out thalassemia altogether—
in Bangladesh and in the world. Achieving this will depend on preven-
tion-and this is a matter of education, communication, and prenatal
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screening and counseling for families throughout the society. Ir will take
tme--perhaps fifteen to twenty years—but it is very achievable.

Fortunately, information about thalassemia—what causes it, how it
is transmitted-is becoming more widespread. In Iraly, Dr. Lucarells,
the creator of the transplant cure, hears from patients all around the
world who learn about him and his work through a network of asso-
ciations of the families of thalassemia patients. Such associations exist
i South Asia--for example, the thalassemia association in Chit-
tagong, the second-largest city in Bangladesh, has 5,000 members.
There are thalassemia associations in other parts of the country as
well. These associations provide a good base from which to expand
education about the importance of prevention.

The transplant centers. that our joint venture will establish can also
play a crucial role. Not every child who suffers from thalassemia is a
candidate for a transplant operation. Low-risk patients have a 90 percent
chance of a successful operation and an expected high quality of Iife; for
hig-risk patients, the success rate is closer to 50 percent, and the ex-
pected quality of life 1s lower. If Bangladesh has some 160,000 tha-
lassemia cases, I am told that 30 percent would qualify as low-risk. These
are the ones to whom the CureZChildren centers will offer operations.

Qver time, we hope through our jeint venture to reach out to every
family that has a thalassemia sufferer, using the potential for a cure as
a tool for education and prevention. In cases where an operation is
not possible, our staff can help people learn about proper maintenance
and care for their sick child. And when parents ask for an operation
for their child, the staff wiil use this as an opportunity to promote
screening: “We will provide testing for your child to determine
whether a cure is possible. But in return, we ask that you bring your
entire family in for genetic screening.” In this way, information about
thalassemia as well as wise practices for controlling the disease will
gradually spread throughout Bangladesh.

LR 8-2
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..H%rmo preparations for our thalassemia units are under way, some-

%Em els®is happening in the mind of Dr. Lawrence Faulkner. He has
been doing a lot of thinking about social business. “Already we have
greatly reduced the amount of financial support we must provide to
our centers in Pakistan,” Dr. Faulkner reports. “In the first few
months, we had to give them around 10,000 euros in donor money
each month. Now the amount is just 5,000 euros, In time, these cen-
ters may be fully self-supporting. It would be wonderful if eventually
all our projects around the world could be run as social businesses.”

The goal of eliminating thalassemia is a realistic one. Something
like 80 percent of patients achieve a complete cure when the bone mar-
row transplant is performed. Experience in Pakistan suggests that this
rate is achievable in the developing world just as rauch as in Europe or
America, especially since a transplant center can be established and
maintained at a reasonable cost.

Dr. Faulkner and I both stress the value of running a social business
on an “open source” basis. Social business—Ilike the art of medicine
itself—is all about solving problems, heiping people, and making the
world a better place. At its heart is the human quality of selflessness,
rather than the selfishness that drives conventional business.

Thus, it makes sense for social business owners to look for oppor-
tunities to share information, ideas, and insights rather thas hoarding
them. Through conferences, publications, training programs, and
teaching, Cure2Children plans to spread its knowledge about tha-
lassemia and about the role of social business in healthcare to profes-
sionals and other interested partners around the world.

1 hope every social business will share its expertise in the same
spirit. After all, what good is creating a wonderful seed if you aren’t
willing to scatter it to the four winds?

~ 109 ~




o CHAPTER 5

Legal and Financial
Frameworks for
Social Business

>M explained in Chapter 3, the most imporzant first step in launch-
ing a social business is coming up with an idea. Usually this will
grow from your observation of a social problem—something wrong
that is causing human suffering in your own community or perhaps
someplace else in the world. The natural reaction is to want to solve
the problem, to relieve the suffering and ensure that it wili never re-
turn, And here is where your creativity and ingengity kick in. Can
you devise a clever solution to the problem-—one that is self-sustaining,
is empowering, and promises 2 permanent cure rather than a tempo-
rary Band-Aid? If you think you have this kind of idea—or even if
you have just the germ of an idea that needs further development and
refinement--you may be ready to take the plunge into the world of
social business. .

Once you reach this point, it is time to think about how to fund
your social business. Obtaining financing is probably one of the
biggest hurdies you wiil have to face on the road ro launching and
running a successful social business. But with seme creativity, re-
sourcefulness, and a lot of patience, you should be able to achieve
your goals.
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Your vmmm@ should allow you to determine how much capital you
will need 1o raise at the outset and how much you will need in total over
the fixst five years. For the early days of a business, particularly the first
eighteen months to three years of operation, the norm for start-up busi-
nesses is to spend far more cash than they generate. Eventuatly your goal
should be to break even, but expect negative cash flow for some time as
you secure reliable sources of funding for future operations. The amount
of money that you will be spending each month {often referred to as your
burn rate) dictates the amount of capital you will need as a bridge to the
point where your social business is a self-sustaining operation.

Recruiting an Investor Network

Getting access to seed capital is vital to starting your business. At this
stage, some Key questions for you and your team to answer are: How
should you structure your campaign for raising seed capital? Should
you Musider grants, debt, equity (that is, offering investors shares of
ownership}, or a mix of all three? What is the best approach to edu-
cate investors about the social value of your business? How will you
demonstrate the potential or intended impact of the social business?
How can you illustrate any innovative techniques or new ideas in your
business model?

These guestions will help you to develop a strategy for approach-
ing potential investors. Based on this strategy, you will need to trans-
form your detailed business and financial plans into a provocative
presentation that will convey your key messages to investors quickly
and effectively. Be as creative as you can. And ensure that your driving
motivation and passion come through strongly in the presentation,
Once these ingredients are in place, you are ready to begin utilizing
the power of your personal network to connect with the right investors
for your cause.

In most cases, start-up investments for a new social business will
come directly from the founders’ pockets or from networks of friends

~ 14 ~

P

LEGAL AND FINANCIAL FRAMEWORKS FOR SOCIAL BUSINESS

and mma,.;_w Sometimes a few wealthy individuals, often called angel
3@&89 will provide the capital you need to faunch your business,
But in other cases, your fund-raising success will depend on how ef-

fectively you can build a diverse network of contacts and resources.

This process of networking will generally begin with people you
know—~friends, colleagues, classmates, business associates, commu-
nity members, and people you think may be interested in the social
problem you are addressing. In time, your networking will extend be-
yond personal contacts to include “friends of friends” and other ac-
quaintances. High-tech communication tools such as Web sites, blogs,
Twitter feeds, social networking sites, e-mail links, online newsletters
and bulletin boards, and other similar connections can also help you
find people who may want to support your effort.

One key factor that should be in place before you approach these
networks is the management team. You should define clear roles for
your _mwmmmnmv% and designate specific mai Ewn;m@mmnbhhnmmvobu@ ies for

them know that you are well-placed to lead your business in the right
direction. In addition, the business model is vital to showcase how
your social business intends to produce social benefits and what
processes it will follow in order to demonstrate potential impact; scale,
and efficiency. You can also strengthen your case by w:oinwmwnm ze-

\!f;t!;i\;..fi
sulss from your pilot program and/or. cystomer feedback that indicate
. NGy —— e
terSt for the business” services.
......................... i

Beyond your personal network, another potential source of funding
for a new social business is the corporate social responsibility {CSR}
funds that many companies, especially in Japan, now maintain, Pma
strong advocate of the idea that companies shouid use at least a por-
tion of the CSR monies to help start social businesses rather than de-
voting it all to charitable causes {as is usually the case}. This would be
a more socially productive use of the money for the same reason that
social business in general has an advantage over traditional charities:
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Since a social business strives to be self-sustaining, there is the poten-
tial that money invested in a social business can generate benefits for
society for years or decades to come. By contrast, money granted to a
charity is generally spent within a few months—and the benefits, how-
ever great, tend to be limited,

F you decide to approach corporations in your community £0 sug-
gest that they consider investing in your nascent social business, you
should expect to spend some time educating them about this new con-
cept. In time, as more and more people become aware of the power of
social business, I predict that CSR fund managers will seek out prom-
ising social businesses and offer them financial help, even without
being asked.

Fventually, other sources of financing for social businesses will
emerge. In a later chapter, I'll describe the dedicared social business
funds that are already springing up. In addition, socially responsible
investment and pension funds, which are a popular and growing por-
tion of fhe investment marketplace, may make it a practice to allocate
a portion of their funds—say, § percent—to social businesses.

One final point about funding for a social business. Since a social
business is dedicated to solving a social problem, it may attract foun-
dation grants, charitable donations, and other gifts from organizations
and people who want to help improve the world. Does accepting such
grants disqualify a business from being a social business?

The answer is no, It’s perfectly all right for a social business to accept
a grant, provided it remains focused on the goal of becoming economi-
cally selé-sufficient in a reasonable period of time. {An organization that
relies on grants in perpetuity, of course, is not a social business but an
NGO.} After all, traditional profit-maximizing companies receive grants
from time to time, such as the tax breaks, land grants, and favorable

government contracts often given to businesses. This doesn’t disqualify

them from being considered true businesses,
Grameen Bank itself received some grants in its earliest years.
However, it has always been completely self-sufficient and has earned
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a uwommammm,mw year but three vears in its early history. Those who are
starting soci#l businesses today and are considering accepting grants
for seed capital should follow the same model.

Various Legal Structures for Social Business

Over the past two years, | have devoted a lot of my time and energy to
spreading the word about social business to audiences around the
world. This book is part of that effort. So are the many speeches, pre-
sentations, interviews, and forums that I offer before groups of many
kinds—-business leaders, students, policy makers, NGO managers,
foundation heads, and ordinary citizens from every walk of Jife. I am
so convinced that social business is one key to addressing the most se-
rious probiems faced by humankind that I feel it is very urgent for me
to communicate this concept to as many people as possible.

Unfortunately, our legal and regulatory systems do not currently
provide a place for social business. Profit-maximizing companies and
traditional nen-profit organizations {foundations, charities, and
NGOs} are recognized institutions covered by specific rules regarding
organizational structure, governance and decision-making v&nnwwmﬁ
tax treatment, information disclosure and transparency, and so on.
But social business is not yet a recognized business category. This
needs to change. The sooner there is a defined legal and regulatory
structure for social business--preferably one with consistent rules in
countries around the world-—the easier it will be for entrepreneurs and
corporasions to ceeate a multitude of social businesses to tackle the
human problems that are plaguing society.

‘Until this gap in our legal system is filled, what options does the
person or group interested in founding a social business have to
choose from? In this section, I'll explain in general terms the exist-
ing possibilities and indicate what I think are the strengths and
weaknesses of each. Naturally, if you are developing a social busi-
ness concept, you'll want 1o consult with a knowledgeable attorney
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who is familiar with the national, state, and local regulations that
apply to you.

The for-profit business structure. The best option today is to organize
your social business under the traditional structure of a for-profit busi-
ness. This means applying many of the same business principles that
are used when developing an ordinary profit-maximizing company,
while not {osing sight of the social objective that should be at the heart
of the enterprise. Of the increasing number of for-profit companies
that claim a social mission, a handfual go so far as to renounce the pur-
suit of profirs that benefit the owners—which puts them on the thresh-
old of qualifying as true social businesses.

The for-profit legal framework was used for all of Grameen’s social
businesses. Such a social business has a traditional ownership struc-
ture, which creates clear lines of power and responsibility. The for-
profit company has a number of options for raising capital: It can
solicit¥nvestments from individuals, companies, and investment funds;
it can offer ownership shares for sale; and it can borrow money from
banks and other lending institutions (providing it can demonstrate its
financial stability and creditworthiness). Also, in most jurisdictions,
the legal system gives the for-profit company great freedom and flex-
ibility to experiment with its business model.

For-profit companies must pay taxes on any surplus they generate.
Also, investments in for-profit companies—unlike donations to char-
ities and some other kinds of non-profits-—do not receive favorable
treatment from the tax authorities. Thus, a social business organized
as a for-profit company must be just as financially efficient as any
other for-profit company, since it doesn’t benefit from any tax breaks.
(For reasons Pli explain fater, I believe social businesses should be tax-
paying engities.)

In many states and countries, there is an explicit or implicit rule
that for-profit companies have a legal obligation to maximize profits
for the benefit of their owners and investors. It’s possible that the lead-
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ers m,m, w..mwnwmw business couid actuaily be sued for devoting some of
the compalty’s resources to socially beneficial purposes-for example,
providing higher-than-market wages to employees from disadvantaged
social groups, or offering goods and services at a discounted price to
poor peopie.

It’s possibie that this risk can be minimized if the shareholders sign
an upfront declaration renouncing their right to profit from the com-
pany beyond the return of their original equity investment. However,
even if investors sign a statement that they know the company is a
social business, that they wili not take profit beyond the amount of
their investment, the door always remains open so that investors may
change their mind at any point in the future and decide that they want
the company 0 switch from a social business into a company that gen-
erates profit for the shareholders. {After all, it was the shareholders’
decision to create a social business; nobody forced them to do it, and
they are free to change their minds.} It’s easy to imagine this happen-
ing in a time of economic recession when shareholders are under f-
nancial strain, as well as at times of marker boom when the company
is making an attractive profit.

This risk that investors may decide to abandon the social business
structure in favor of a traditional profit-maximizing structure is a po-
rential drawback to using the legal structure designed for profit-max-
imizing companies. In the future, governments can and should create
a separate law for social business, defining it adequately for regula-
tory purposes, and indicating the responsibilities and obligations of
the shareholders. The law should lay down the rules and procedures a
social business must follow in order to switch to a profit-maximizing
company. At the same time, we should amend the existing company
law to include the rules and procedures under which a profit-maxi-
mizing company can switch to a social business company. _

Another disadvantage of the for-profit structure is that, under
most legal regimes, it can be difficult for non-profit organizations such
as foundations to invest in for-profit companies. This means that a
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foundation with a special interest in, say, promoting better heaithcare
may be discouraged from investing some of its funds in a social busi-
* ness that provides healthcare to the poor. Under U.S. faw, foundations
can invest in for-profit companies only if the investment qualifies as a
“program-related investrent” (PRI} Unfortunately, the rules defining
PR]Is are complicated, and violating them can lead to serious tax prob-
Iems for the foundation. As a resuit, many foundations shy away from
such investments.

The non-profit organizational structure. Many people have suggested
to me that a social business might better be structured as a non-profit
organization, like the typical charity, foundation, or NGO.

The idea that a non-profit organization might engage in business
activities is not a new one. It has long been customary for certain kinds
of non-profits to seli goods and services, using the revenues generated
t0 maintain their operations, offer help to the poor and others who
may not be mble to afford to pay, and to produce other social benefits.
Hospitals, schools, universities, arts institutions, and low-income
housing providers are examples of non-profits that commonly engage
in revenue-generating activities. In recent years, this model has been
expanded by non-profit organizations that create goods and services
. specifically to benefit the poor.

Those who support the non-profit options point out that there is
no expectation that a non-profit organization will produce a profit,
s0 its managers are not likely to be besieged by angry donors de-
manding a return on their contribution. But this is not always true.
For example, there are non-profit organizations that run microfinance
programs in which international financial institutions have invested.
These investors do expect high returns on their investments.

Depending on the exact nature of the non-profit, there may be fa-
vorable tax treatment of any donations or gifts received, which can
help significantly in attracting such contributions. And non-profit or-
ganizations like foundations find it much easier to make grants to
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other ..mmm%womﬁm than to invest in for-profit companies—even if the
activities being.performed and the social benefits created are almost
the same,

However, there are also serious limitations to using the non-profit
structure for social business. Perhaps the most significant is the strict
legal and regulatory scrutiny that non-profits often experience. {That’s
the price they pay for the favorable tax treatruent they enjoy.) In a
2009 article about the organizational choices facing what he calls “so- |
cial enterprises,” attorney Robert A. Wexler comments about the dif-
ficulty of winning tax-exempt, non-profit status for such organizations
in the United States:

Every exemption application that I have submitted for an organiza-
tion that seeks to produce products or develop services to benefit the
poor has received several rounds of Iinternal] Rlevenue] Sfervice]
questions, Why? In my view, the IRS questions are not at all out of
line given the lack of authority in this evolving area. IRS exemption
application reviewers typically have few concrete guidelines to help
them when evaluating this type of exemption application, and they -
cannot be biamed for being cautious.*

Thus, if you try to launch a social business under the non-profit
format, you should be prepared to answer tough questions, such as:
How will the founders benefit from this organization? Can you
demonstrate that the activities of the organization will be exclusively
educational or charitable—or will private individuals be the main ben-
eficiaries? And why should the government view the organization as
noncommercial when it is engaging in activities that are usually con-
sidered commercial, such as the production and sale of goods or serv-
ices? You’ll have to answer these questions to the satisfaction of the

*Rebert A. Wexler, “Effective Social Enterprise—A Menu of Legal Structures,”
Exempt Organization Tax Review 63, no. 6 {fune 2009): 565576,
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tax authorities if you want your social business to qualify as a non-
profit organization.

Furthermore, in some countries, including Bangladesh, the for-
profit activities of a non-profit organization are subject to taxes, which
eliminates any special tax advantage to this business structure.

Thus, under my definition of social business, there’s no good fit
with the non-profit structure. Remember, a Type I social business is a
commercial organization in every sense-—except that any surplus {or
“profit”) is not taken by the owners. Unlike a non-profit organiza-
tion, which is sustainable only in very rare, exceptional cases, a social
business always aims for sustainability. A social business has to be a
business in the first place. By contrast, a non-profit is not designed as
a business. It can only imitate business to the extent the current board
wants to do so. Next year, a board with new members may change
the rules. Under the circumstances, it’s not realistic to expect a non-
profit to foliow all the business rules consistently.

‘Fhe most important reason for not using the non-profit legal struc-
ture for creating a social business is that a non-profit is not owned by
anyone; it can’t issue shares. A social business has one or more own-
ers, can issue shares, and can buy and sell shares, just like any for-
profit company. Qwnership is what makes social business so special.
Owners take pride in what they are doing, what they are creating, and
what results they are producing. They become personally involved in
the company. Shares of social businesses can be inherited. Families will
take pride in what their ancestors did to benefit the world. These com-
panies will become part of the family heritage. Individuals and their
families wiil take pleasure in creating and maintaining the legacy. Ina
non-profit, however, one can be involved only as a board member or
as an employee. Orice your term is over, you are no longer a part of the
organization. There is no sense of legacy lending strength and perma-
nence to the mission.

For all these reasons, the concept of social business that { have in

i i/....!..!l\}}!.f\:fll\frs.{
mind does not fit into a non-profit legal format at ali, o
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. The non-profit linked to a for-profit company. It’s not wnusual for

nd-profit organizations to create for-profit subsidiaries that sell goods
and services, and thereby produce income that goes to support the
work of the non-profit parent. In other cases, non-profits create part-
nerships with for-profit companies that provide them with income they
use for their social mussion. A charity hospital that owns and operates
a shopping mall might be an example of this kind of relationship.

One category of Type If social business is designed this way. In this
category, we create a trust dedicated to the social objectives we have in
mind. The trust will invest in a wholiy-owned, or almost wholly-
owned, for-profit company whose profits are used by the trust in
achieving its social objectives. Success in achieving these objectives will
be the measure of the success of the social business, which means that
these social objectives have to be formulated in a measurable way.

In the discussion about for-profit and non-profit business struc-
tures, we atways get drawn into the rax issue. In order to encourage
charitable giving by individuals and companies, governments around
the world have created various tax incentive packages, inciuding gen-
erous tax exemptions. Many have suggested to me that social business
should also be made tax-exempt. I cannot readily agree with this
proposition. I see social business as an expression of spontaneous self-
lessness unconditioned by outside encouragement, particularly if that
encouragement makes the investor a financial beneficiary,

fam in favor of creating a favorable environment for social business
to blossom. For example, it’s important to create social business funds
to provide credit and equity to social business. However, mandating a
tax-exempt status for social business may go too far. Suppose the gov-
exnment Jets you take the dollar which was supposed to be handed over
to the government as tax and invest it in a social business instead.
Under the principles of social business, that doilar wiil come back to
you, not to the government. This means you will financially benefit
from the social business, thereby activating your selfish motivations,
which are supposed to be irrelevant to investing in social business. {
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would rather keep social businesses as taxable entities rather than make
selfish calculations part of the social business equation.

1 want this issue to be seriously debated. Until a satisfactory reso-
lution is reached, we can leave the door open for governments to take
action on a case-by-case basis. Governments may decide from time
to time that investments in particular social businesses should enjoy
tax-exempt status under specific conditions and for a pre-determined
time period. Similar decisions could be made with reference to the
tax status of the surpluses earned by social businesses. This will en-
able governments to give various types of support to various kinds
of social businesses, depending on social argencies and government’s
need for revenue. For their part, social businesses can carry out their
investment plans without waiting for government decisions on tax-
exemption.

Emerging alternative structures. In recent years, there have been sev-
eral exMriments with new business structures that differ from both
the traditional for-profit structure and the non-profit structure, In part,
these new developments are a response to the same social forces that
motivated me to create the concept of social business. Like me, many
people feel frustrated by the narrow, limited options our current eco-
nomic and political systems offer. Like me, many people have been
searching for a new way to combine the creativity and dynamism of
business with the idealism and selflessness of charity. Demands from
these people have led some government jurisdictions to create new
business formats that attempt to fill the void in the current system.

Unfortunately, none of the current experiments with new business
structures match precisely my concept of social business—-at least, none
that ] am aware of. But it is useful to compare these structures with so-
cial businesses in order to understand the differences clearly.

One of the alternative legal structures now emerging is the com-
munity interest company (CIC}. This is a new legal vehicle for business
available since 2003 in the United Kingdom for what the British gov-
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ernment refers to as “social enterprises.” According to the UK au-
thorities; 4CICs will be organisations pursuing social objectives, such
as environmental improvement, community transport, fair trade etc.
Social enterprises are playing an increasing role in regenerating disad-
vantaged areas, empowering local communities and delivering new,
innovative services at local level.” .

In some ways, a CIC resembles a traditional charity. Like a charity,
it is committed to providing benefits to the sociery rather than enrich-
ng owners or shareholders. A government regulator is responsible for
examining each proposed CIC to make sure it passes what’s called the
Community Interest Test. This means satisfying the regulator that the
purposes of the CIC “could be regarded by a reasonable person as
being in the community or wider public interest.” The benefits deliv-
ered by the CIC must also not be restricted to a very small or select
group {to ensure that someone doesn’t try to label a profit-maximizing
company as a CIC by claiming that it has been created to provide “so-
cial benefits” to a specially defined group of insiders—such as the fam-
ily and friends of the company founder).

The Community Interest Test that a CIC must pass is less strict
than the rules a charity must meet in the UK, However, the CICako
doesn’t enjoy the tax benefits that a charity gets. A CIC pays taxes on
its revenues in much the same way as any ordinary business, Also, the
assets held or generated by the CIC, including any surplus of revenues
over expenses, are subject to what is called an asset lock. This is a
legal requirement that the assets of the CIC be used solely for com-
munity benefits. For example, the assets can be used to directly bene-
fit the community, to expand the work of the CIC, or as collateral for
a loan that is needed to maintain or continue the work of the CIC.
{There is one exception to the asset lock rule-—a big one-that I'll ex-
plain in a moment.}

Like a profit-maximizing company, a CIC has one or more owners.
A charity can own a CIC; so can an individual, a group, or another
company. (A political party, however, is not permitted to own a CIC.)
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A CIC can solicit funds from investors and it can even issue shares of
stock, just like a traditional corporation. In this respect, a CIC is sim-
ilar to my concept of a social business. {Grameen Danone and
Grameen Veolia Water, for example, are both owned jointly by the
Grameen companies and by their parent corporations—Danone and
Veolia Water, respectively.}

However, unlike a social business, a CIC may pay dividends to
shareholders {this is the exception to the asset lock rule}, though these
dividends are limited by law. Currently, the maximum dividend per
share is § percent above the Bank of England base lending rate, and
the total dividend declared in any given year is limited to 35 percent of
the company profits.

One might conclude from this that a CIC is simply a special form of
for-profit company, with all the limitations and disadvantages that such
a company faces when trying to address social problems. The UK gov-
ernment explains its approach this way: “We think a balance can be
struck berden the flexibility needed by CICs to raise finance and the
need to provide a meaningful asset lock. Although investors have the
possibility of making a modest return, this will be restricted in order to
ensure that the main beneficiary of the CIC is the wider commusity.”

I’ve explained elsewhere my reasons for believing that it’s crucial
that social businesses not be subject to the expectations and pressures
that naturally arise when the payment of dividends is part of the busi-
ness plan. The “balance” that the UK authorities intend to pursue is
generally quite elusive. The CIC is a restricted-profit company, and as
such does not qualify to be the kind of social business that 1 have been
promoting. Obviously, however, a CIC could become a soctal business
if the owners and sharcholders explicitly and clearly renounced the ac-
ceptance of dividends or any other form of profit distribution beyond
the amount of investment.

The CIC concept is attracting widespread interest. As of the end of
2009, there were over 3,300 CICs registered in the UK. Some have be-
come quite successful and well-known——for example, Firefly Solar,
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which uses sustainable technologies in producing events for organiza-
tions r¥nging from the Glastonbury Music Festival to Greenpeace;
Beo-Actif Services, which provides employment training and counsel-
ing to ex-offenders, recovering addicts, single parents, and other at-
risk individuals; and Zaytoun, a trading company that works with
farm cooperatives in Palestine to produce and market fair trade-certi-
fied olive oil for sale in the UK.

There is also considerable discussion about creating a similar legal
structure in Canada. For example, in November 2007, former prime
migister Paul Martin delivered a lecture titled “Unleashing the Power
of Social Enterprise” at the Munk Centre for International Studies in
Toronto. Martin described the potential for good of businesses or-
ganized for social purposes and discussed the need of the Canadian
government to respond to “the real world evolution of the social econ-
omy, that of social enterprise in its fullest sense.” I hope this interest in
the CIC will translate into support for social business.

Another new business structure that also reflects the quest for a
way of harnessing the power of business for social purposes is the fow-
profit limited lability company, often called an L3C. A variation on
the familiar business structure known as the limited liability company
{L.LC}, the 1.3C idea was originated by Robert Lang, CEO of the Mary
Elizabeth & Gordon B. Mannweiler Foundation. It has since been re-
fined and promoted by Americans for Community Development, the
Council on Foundations, the Social Enterprise Alliance, and other or-
ganizations looking for creative ways to combine for-profit techniques
with social purposes.

The first law establishing the 1.3C structure was enacted by the state
of Vermont in 2008. As of the end of 2009, the concept had also been
recognized by Michigan, Utah, Wyoming, and Iinois, and legislation
permitting the formation of L3C corporations was being considered
in North Carolina, Georgia, Oregon, South Dakota, Tennessee, and
Montana. The Crow Indian Nation and the Qglala Sioux Tribe also
recognize the L3C structure.
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serve neither master well. The equivocation between the profit motive
and the social motive introduces a weakness that will make the L3C
less effective in its pursuit of humanitarian goals than the pure social
business.

A third new concept in structuring a social business is the so-called
B corporation. In reality, the name “B corporation” carries no special
legal status; there is no law defining the B corporation or specifying any
special regulations that apply to it. The idea of the B corporation was
created by an organization called B Lab, which was founded in June
2006 by a young socia} entrepreneur named Coen Gilbert. Sensing the
fack in ordinary economic and social thinking of a descriptive term for
a business that has social goals as well as financial ones, Gilbert came up
with the name B corporation using the analogy of C and § corporations,
which are legal structures named after specific provisions in the U.S. tax
code. However, the B in B corporation doesn’t refer to the tax code—in-
stead, it stands for “beneficial,” since a B corporation is supposed to
provide bentfits to the community in which it operates.

If the B corporation has no real legal status, what is the purpose of
creating the term? Gilbert and his associates at B Lab are trying to
carve out a place in the economic system for a company that dedicates
all or part of its profits to social causes. According to the rules estab-
lished by B Lab, a company that wants to be “officially” designated a
B corporation must inciude language in its governing documents {for
example, its articles of incorporation, partnership agreement, or com-
pany bylaws) that specifically states that company directors may con-
sider not just the financial interests of shareholders but also the welfare
of many other “stakeholders,” such as employees, customers, the com-
munity, and even the natural environment. The idea is to formally ac-
knowledge the company’s responsibilities to society alongside its
economic respensibility to make a profit for investors—and thereby
shield the company’s managers and directors from legal attacks or in-
vestor rebellion when they make choices that benefit society while pos-
sibly diminishing profits.
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In addition, B Lab offers a rating system that allows companies to
measure their own eavironmental and social performance by answer-
ing a series of survey questions. The results vield a point score, and
oniy companies that achieve a “passing” score {currently set at 80 out
of a possible 200) are eligible to be designated as B corporations. The
goal is to make the B corporation “brand” into a valuable form of
recoganition that enables everyone—customers, investors, employees,
and the general public—1o recognize companies that have made a real
commitment to environmental and social sustanability,

Unfortunately, no one really knows whether the B corporation con-
cept will be effective in achieving its primary goal—to win company
managers and directors the freedom to run their businesses with social
goals as well as financial ones. As one journalist {Ilana DeBare of the
San Francisco Chronicle} puts it, “It’s too early to know how much
legal cover the B corporation language will really offer firms . . . if,
for instance, they are sued by an unhappy investor who doesn’t like
their social or philanthropic priorities.” DeBare goes on to note, “The
situation is muddied further by the fact that some states have laws al-
lowing companies to consider the interests of constituencies other than
shareholders, while others including California don’t have laws e

plicitly addressing that.”*

Despite this uncertainty, some .nnﬂma@nnnm:mm have embraced‘the B
corporation idea. As of the end of 2009, there were over two hundred
B corporations in the United States. At this time, the value of this des-
ignation must be regarded as speculative,

And I must emphasize that a B corporation—even one with a vety
high score on the environmental and social survey created by B Labe
is not the same as a social business. A B corporation proclaims its con-
cern about social goals, which 1 think is a fine thing, But e¢ach B
corporation makes its own decisions about the role of profit. Rather

*Hana DeBare, **B Corporation’ Plan Helps Philanthropic Firms,” San Francisco

Chronicle, May 18, 2008.
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than renouncing the pursuit of personal gain, as the managers of a so-
cial business do, the managers of a B corporation are free to pay div-
idends to shareholders and to claim a share of the company profits for
themselves. As Pve explained, this seems to me to weaken the power
of the B corporation concept—perhaps fatally.

The existence of these new, alternative forms of business stracture—
the CIC, the L3C, and the B corporation—reflects the same global sit-
uation that has driven my work in recent decades: the persistence of
worldwide humanitarian problems that existing non-profit and for-
profit organizations have failed to selve, and the void in our current
economic and legal systems where a third form of business entity
ought to be recognized. That these new alternatives have been devised,
and that so many people are rushing to experiment with them, indi-
cates that many people around the world share my desire to solve
these problems. In that sense, I consider these experiments a hopeful
sign. But I remain convinced that the social business concept, with its
clear demaf®ation of a dividing line between the pursuit of profit and
the pursuit of social goals, is the best way to complete the unfinished
structure that is contemporary capitalism.

Obviously there is a lot of work to be done by our governmental,
legal, and legislative experts. A new regulatory structure specifically
tailored to the needs of social business should be created—the sooner
the better. Meanwhile, those interested in launching social businesses
~ will need to use the existing business laws as the basis for creating a
true social business as I define it. .
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—Umm@wmmmau openness, experimentation—these have always been
important elements in my approach to social business. The most
important part of the process of setting up a social business