
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 

Social Sector Microfranchising in the Developing World:  
Using the Ideas Behind McDonald's to Deliver Essential 

Medicines to the Poor 
 
 

Justin Berk 
April 26, 2010 

PLSC 491: The Senior Essay (Year long) 
Faculty Advisor: Professor David Smith 

 
 
 



Berk, Justin 
Political Science  

2 

ABSTRACT 
 
Seven million children die each year from a short list of preventable diseases whose 

treatments are affordable to many of the world’s poorest communities. Despite the low cost of 
these treatments, only 35% of the world has access to life-saving medicines. The current public 
health infrastructure in many low-income countries fails to deliver essential drugs to the 
communities that need them the most. Government clinics are often overcrowded, out-of-stock, 
prone to corruption, and generally inefficient. Other private sources of care are equally unreliable 
as estimates indicate that over 50 percent of drugs are counterfeit in many countries. Charitable 
donations, while helpful, do not fully address the structural issues that cause these delivery 
failures and do not offer a sustainable solution because of constant dependence on donors. 

This paper will seek to evaluate an alternative approach to expand access to basic health 
products and essential medicines. Social sector microfranchising utilizes the successful franchise 
model to deliver social goods at an affordable price, even to impoverished communities. The 
model seeks to standardize operations in order to scale rapidly and reach economies of scale. In 
doing so, microfranchising can offer consistently high-quality products to a large consumer base 
at low cost. This model can therefore create a sustainable source of affordable, high-quality 
treatments to those that need it most: the poor that suffer from curable illnesses. In addition to 
expanding access to care, the creation of an alternative for basic medical services can reduce the 
burden on public clinics and therefore help improve health outcomes in the government system. 

The essay is divided into four sections. The first introduces the current issues of drug 
access in developing countries and outlines the central arguments discussed throughout the 
paper. The second section describes the social sector microfranchise model and analyzes case 
studies of two organizations, Living Goods and the HealthStore Foundation. Living Goods is a 
traditional microfranchise service (similar to Avon) while the HealthStore Foundation is a 
business format microfranchise (similar to Subway). Through these case studies, I evaluate the 
strengths and weaknesses of the social sector microfranchising model. The third section 
introduces the ideas behind social enterprise and compares them to other methods of 
philanthropy and aid. These models are discussed within the context of the health-care industry. 
Finally, the fourth section discusses the implications of social sector microfranchising for other 
social goods (i.e. water), addresses ethical concerns of selling medical goods and services to poor 
consumers, and provides global policy recommendations that can further catalyze distribution of 
essential medicines.  

Ultimately, the social sector microfranchise model offers an underutilized strategy 
to expand access to life-saving drugs. Furthermore, it can complement and strengthen 
current public systems. Using market mechanisms for social purposes is the future of 
philanthropy, and these models will introduce innovative solutions to address long-standing 
issues of poverty and health. 
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SECTION I. INTRODUCTION 
 

Seven million children die each year from a short list of preventable, treatable diseases, 

yet only 35% of populations in developing countries have access to essential medicines (Mathers 

and WHO 2008; WHO 2009). Despite advanced medical technology and a $643 billion global 

pharmaceutical industry (Herper and Kang 2006), curable diseases devastate the developing 

world. Developed nations enjoy technological advancements and a standard of living that was 

unfathomable decades ago. Yet the conditions of poverty found in low-income countries sharply 

contrast with the concentrated wealth experienced in other parts of the world. These enormous 

global health disparities cause thousands of global citizens to die each day from basic diseases 

whose cures were discovered decades ago. Poor people continue to die from conditions that can be 

prevented with simple, affordable products such as vaccinations, bednets, anti-malarials, hand 

sanitizer and antibiotics. 

The greatest medical discoveries of the 20th century have still yet to benefit millions of 

people living in poverty. In 1928, Alexander Fleming discovered penicillin, the first “magic 

bullet” drug, capable of curing countless bacterial infections. Over 80 years later, many global 

citizens have yet to obtain this life-saving medicine. In 2006 alone, 247 million reported cases of 

malaria caused nearly one million deaths (WHO 2009). The disease has become an accepted part 

of life in impoverished communities, yet treatments are available for pennies and prevention 

costs under $6 in the form of a bednet. Diarrhea, the fourth greatest cause of death in developing 

countries, accounts for over 2.5 million deaths per year (Prüss-Üstün et al. 2008). Currently, one 

out of every 200 children who contract diarrheal disease will die from dehydration. Easily treated 

with low-cost oral rehydration salts and prevented with purified drinking water, the disease that 



Berk, Justin 
Political Science (4/26/10) 

 

5 

causes regular deaths from uncontrollable liquid bowel movements is one of global health’s 

greatest tragedies. 

A short list of infectious diseases, treatable with inexpensive generic drugs, accounts for 

70-90% of all childhood illness and death in the developing world (Black, Morris, and Bryce 

2003)—a truly appalling statistic (see Appendix 1 for a visual breakdown of childhood mortality 

by cause). Despite the low cost of these treatments, lack of access to essential medicines persists. 

These debilitating diseases prevent families from gaining employment, from obtaining education, 

and from having self-respect. Yet treatments are available that could prevent the deaths of 

millions (see Table 1), so why is this happening? 

Table 1 - The burden of treatable diseases in low-income countries 

Disease 
Estimated 

Annual Deaths 
(2004)1  

Estimated Cost 
of Single Dose2 Other Notes 

Malaria 860,000 $0.83 Preventable via $5.50 bed nets 
Diarrheal Disease 1,810,000 $0.09 Preventable through  

clean water access 
Respiratory Infections 2,940,000 $0.10 Treatment prevents  

further transmission 
Total 5,610,000 <$1.00  
 

Failures of the public system 
 The poor health-care infrastructure in developing countries inhibits delivery of essential 

medicines. Government hospitals are often overrun, underfunded, and out-of-stock of basic 

medicines (Lewis 2006). Corruption, absenteeism, drug counterfeiting, and high drug price 

mark-ups are partly responsible for the lack of access to quality care. Because of these factors, 

many public clinics face significant operational issues and provide deficient services. 

Community approval of such clinics is therefore low and many are reluctant to obtain care from 
                                                
1 Statistics taken from (WHO 2008) for low-income countries in 2004 
2 Based on calculated averages taken from product purchase lists of The HealthStore Foundation 
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these public facilities. One study demonstrated that because of problems with government clinics 

in India, “no one uses public [health-care] facilities very much, and if anything, the poor use 

them less than the non-poor” (Banerjee, Deaton, and Duflo 2004). Another study in Uganda 

highlighted that “public health facilities were perceived to offer low quality care with chronic 

gaps such as shortages of essential supplies” (Bakeera et al. 2009). Because of the poorly run 

government clinics, sick individuals do not adequately receive public provision of essential 

medicines. 

Government corruption—one possible explanation for public clinic inefficiency—greatly 

hinders effective health care delivery. Without adequate governance, public programs cannot 

implement successful public health campaigns nor manage a network of public clinics. In a 

comprehensive study of corruption and health care, the Center for Global Development 

concluded that good governance is important in ensuring effective health care delivery. The author 

demonstrates the relationship between standard governance indices and an important public 

health measure, the percentage of measles immunization coverage3 in the nation (Lewis 2006). 

Perhaps unsurprisingly, a significant correlation exists between these governance measures and 

immunization rates in a country: low government effectiveness correlates to low rates of 

immunization (r2 = 0.293). Furthermore, with evidence from 89 countries, Gupta, Davoodi and 

Tiongson (2000) show corruption indicators negatively associate with child and infant mortality, 

the likelihood of an attended birth, immunization coverage and low birth weight (cf. in Lewis 

2006). In many low-income countries that lack good governance and face heavy corruption, 

public delivery of quality care remains a constant challenge. 

                                                
3 Measles immunization coverage provides a robust and easily obtained measure of public service performance as it 
reflects a government’s ability to perform a critical and basic health service. 
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Absenteeism also prevents reliable health care delivery. In one careful study across six 

countries in Africa, Asia, and Latin America, on any single day 39 percent of doctors were 

absent from clinics when they were supposed to be on duty (Chaudhury et al. 2006). Chaudhury 

and Hammer’s (2004) study of absenteeism in rural health clinics in Bangladesh recorded 

availability of employed doctors and paramedics: on average 35% of health-care staff and 42% of 

physicians were absent across the 60 clinics visited. In clinics that do not have a reliable supply 

of health professionals, adequate health care delivery becomes impossible. Furthermore, if 

patients walk to a public clinic only to find that it is inappropriately staffed, reliance on the 

public system will continue to decline. Government corruption and absenteeism weaken the 

existing health-care systems that are meant to treat the curable illnesses suffered by the world’s 

poor. In light of their failures, other options must be explored.  

Although many clinics face frequent stock-outs (Mundial 2004), even when public (or 

private) clinics do have stock, the vast majority of available drugs may be of dubious quality or 

counterfeit, creating yet another problem with depending on existing systems to provide vital 

medicines to sick populations in developing countries. The World Health Organization (WHO 

2006) estimates that over 50 percent of drugs in developing countries are counterfeit. Other 

available drugs may be of low quality, possess too little active ingredient, or generally offer no 

therapeutic value. Another WHO study highlighted that one third of antimalarial medicines 

sampled in three African nations (Madagascar, Senegal, and Uganda) was found to be below 

standard quality measures (WHO and USP 2010). A recent study in The Lancet concluded that 

up to 40% of artusenate products (arguably the best medicine to combat resistant malaria) 

contained no active ingredients and therefore had no therapeutic benefits (WHO 2006). These 

substandard treatments not only prevent the sick from overcoming disease, but they can increase 
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the spread of drug resistance. Without the availability of high quality drugs, communities will 

continue to suffer from basic 

illnesses like malaria, diarrheal 

disease, and respiratory 

infections and they could be 

more difficult to treat in the 

future. In many developing 

countries, the costs of basic 

medicines are unnecessarily 

high. Domestic governments 

impose import tariffs, value-added taxes (VATs), and other taxes on finished drug products, 

active ingredients, and general vaccines (Stevens and Linfield 2010). These additional costs lead 

to price mark-ups that can be over 100 percent of manufacture cost as seen in Figure 2 (Lewis 

2006). Many of the alterative low-cost generic-made drugs are not even available in public 

clinics: the average public sector availability of generic medicines ranged from 30% to 54% 

across WHO regions (Cameron et al. 2009). The lack of available generic drugs prevents the poor 

from receiving the treatments they need. In fact, poor individuals may have to pay more for 

treatments than a rich patient who has greater access to generic drugs. In order to properly address 

diseases associated with poverty, essential medicines must not only be affordable, but available. 

Without the availability of generic drugs, the poorest of the poor will be unable to pay for life-

saving care. 

A potential solution: social enterprise 
An alternative to public clinics may offer a sustainable way of getting essential drugs to 

the poor communities that need them most. Social enterprise—the use of business models to 

Figure 1 - Price markups by country 
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address social issues—is an underutilized philosophy which can expand access to medicines and 

even strengthen the public system. Through the greater implementation of business acumen 

within the social sector, private health networks can exponentially increase the availability of 

affordable treatments, especially in low-income segments of the world.  

Social enterprise helps to build sustainable infrastructures that do not depend on outside 

donors or inefficient governments. Social sector microfranchising is one business model that has 

the potential to bring high-quality and affordable products to the poor. Firms such as 

McDonald’s, Subway, and Dunkin’ Donuts have utilized the franchise model to deliver their 

products to a high volume of consumers. Social sector microfranchising attempts to harness the 

same successful foundation behind these global corporations to efficiently provide social goods 

to the very poor. The franchise model has three major goals embedded in its design: 

1) To standardize business format and operations to ensure consistent high-quality 

product delivery (e.g. all McDonald’s outlets have the same style of french fries) 

2) To rapidly scale to expand access broadly across regions and reach a large consumer 

base.  

3) To achieve economies of scale, reduce cost through mass-production, and continually 

decrease the cost of serving each customer. 

If these ideas were successfully applied to health delivery systems, communities would have 

dramatically increased access to low-cost essential medicines, local entrepreneurial health 

workers would have new employment opportunities in owning their own clinics, and patients 

would have a reliable source of basic medical care without having to rely on crowded public 

clinics. Furthermore, the existence of an alternative option for care would decrease the burden on 

public hospitals. 
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 In this paper, I seek to provide a critical analysis of the microfranchising model for 

expanding access to essential medicines and basic health products in impoverished communities 

of the developing world. Ultimately, I argue that social enterprise offers an attractive model for 

rapidly expanding access to essential medicines, improving the health of impoverished 

communities, and reducing the patient burden on government clinics. In order to fully harness 

the power of social enterprise, global and domestic policies must encourage entrepreneurship and 

remove restrictive taxes on social goods such as medicines. As governments, social enterprises, 

and other philanthropic institutions work together, innovative solutions can come to the forefront 

of health care, and the global community can discover sustainable solutions to the diseases of 

poverty.  
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SECTION II. The Microfranchising Model 
 

In this section, I will argue that the franchise business model, which has found success in 

industries ranging from fast food to lodging, can be applied to address the issue of poor health in 

low-income communities. The franchise model implements standardized operations which, in the 

health sector, can ensure a reliable supply of high quality medications. Moreover, the model’s 

inherent characteristic of replication allows the franchise to rapidly expand and provide products 

(e.g. essential medicines) to a high volume of customers.  

Franchising 
The definition of franchising is the practice of replicating the successful business model 

of one firm (the franchisor) across a network of outlets (franchisees). The ideas behind the 

franchise model are familiar to a large portion of the global population because of the successes 

of franchise corporations such as Subway, Dunkin’ Donuts, and McDonald’s. Within this model, 

almost any individual can own and operate a McDonald’s franchisee but they must strictly 

adhere to the regulations that the franchisor puts in place. For example, french fries must be 

cooked for a specific time, menu items must appear printed on a board behind the cash register, 

and the trademark golden arch sign must be prominently displayed. Every operational detail is 

laid out by the franchisor. All successful franchises have a large network of these identical 

franchisees. The standardization among all franchisees ensures consistent quality across the 

network and makes each store easier to manage from the franchisor perspective. 

Ultimately, the success of a franchise depends on creating standardized operations that 

can be scaled to reach a high volume of consumers. High-quality standards must be strictly 

enforced for the organization to build a reliable brand name. Franchise organizations provide 
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regular inspections to enforce quality standards. To ensure that franchisees adhere to these 

necessary standards, businesses create incentives for franchisees: successful operations are 

rewarded while sub-standard operations face stringent penalties. The franchisor details all of the 

operational requirements of the franchise into a clear manual in a way that the average franchisee 

can easily understand and follow. All products, storefronts, promotional materials, and logos are 

designed and provided by the franchisor; nothing is left for the individual franchisee but to run 

the store as prescribed. This allows for the same core operations to be found in any franchisee 

outlet, thus enforcing the overall brand name reputation.  

The franchise model centers on standardization: standardization is a fundamental tenant 

because it allows an organization to rapidly expand. At the heart of any successful franchise 

system is its ability to meet a basic three-point test of: 1) maintaining brand standards, 2) scaling 

operations, and 3) achieving economies of scale. Standardization ensures quality products and an 

easy path for expansion: replication. By replicating a basic model that works, the franchise can 

rapidly expand to reach more and more consumers. As it grows, the organization achieves 

economies of scale which allow it to buy raw materials in mass and therefore at lower cost: it is 

much cheaper for McDonald’s to cook a hamburger than a locally owned mom-and-pop 

restaurant because they buy the beef in such large quantities. When a franchise meets the three-

point test, it can provide a low-cost, high-quality product to the masses. 

Microfranchising 
 Microfranchising follows the same fundamental tenants of the franchise model, but 

demands much smaller capital investments from both the franchisor and franchisees. While the 

initial investment to purchase a McDonald’s store may be over $300,000 (McDonald's 2010), to 

become a “microfranchise,” upfront costs may only be tens or hundreds of dollars. And instead 
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of owning a popular restaurant chain in a big city, a microfranchisee might open a small clinic in 

a poor community. Because the initial investments are so small in microfranchising, this adapted 

model is particularly suited to serve low-income communities that do not have plentiful financial 

resources. Microfranchising, therefore, offers a model that provides high-quality products on a 

large scale, at prices affordable to the poor. 

There are three financing levels of microfranchising: grant-based, sustainable, and for-

profit. Grant-based microfranchising seeks to provide services at an affordable price without 

regard to financial self-sustainability. By subsidizing product costs, such a franchise may have to 

rely on a continuous flow of funds into the project. Although this model can provide quality care 

at lower costs than alternative options, evidence suggests that a reliance on grant capital reduces 

the incentive to discover and design creative, profitable business models that can scale up 

without requiring an increasing subsidy (Fairbourne, Gibson, and Dyer 2008). Grant-dependent 

models tend to cultivate a culture and mindset that regards profitability as “nice-to-have” at best 

rather than as a survival imperative. 

Sustainable microfranchising seeks to create profit for the franchisee and enough surplus 

profit to sustain the franchisor. Unlike grant-based microfranchising, this model strives to be 

completely financially sustainable. For-profit microfranchising is similar to a sustainable 

microfranchise but also seeks to return some profit to private investors. Private investment 

allows for higher levels of business start-up capital to rapidly expand operations. There are 

constant tradeoffs, however, between paying dividends to investors and re-investing in the social 

aspect of the organization. Indeed, a significant challenge for any “social sector microfranchise” 

organization is meeting financial objectives to reach sustainability while simultaneously assisting 

the poor. 
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Social sector microfranchising (SSMF) 
The term, “social sector microfranchise” (which can be financed using any of the three 

previously described models) applies the franchise model in poor communities and also strives to 

deliver socially beneficial goods (e.g. clean water, housing, or health care). Social sector 

microfranchising (SSMF) has great implications for the delivery of essential medicines in 

developing countries. Like any standard franchise, a social sector microfranchise provides 

entrepreneurs with everything they need to run a successful business including basic training, 

operational manuals, a supply chain of products, and a recognizable brand name to encourage 

loyal customers. Unlike Subway, McDonald’s, or other global franchise systems, a social sector 

microfranchise has a primary objective of delivering a social good at very low cost. Instead of 

delivering fresh sandwiches or large hamburgers, these organizations may deliver purified water, 

small houses, or essential medicines. 

The definitions of the many franchise terms are important. Indeed, the international 

franchise community has accepted the term “social sector microfranchising” and rejects the more 

common phrase “social franchising.” While many organizations claim to follow basic franchise 

guidelines for social good, the International Franchise Association (IFA) has rejected the 

common term “social franchise” because it has no consistent definition. Michael Seid, a 

prominent franchise consultant and author of the book “Franchising for Dummies,” chairs the 

newly established Social Sector Franchising Task Force within the IFA. He explains that the 

term social franchise “is a misused term for any type of downstream distribution that involves a 

person or group operating an outlet. Few [‘social franchise’ organizations] provide the types of 

services, controls and support systems that would be found in a [true] franchise system” (Seid 

2010). Instead of correcting the misnomer, the expert task force members (including CEOs and 
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vice presidents of Tasti D-Lite, McDonald’s and Coca-Cola) decided to use the term “social 

sector franchising.” 

These semantic nuances are important because many social programs fail to standardize 

each “franchisee” location. The lack of standardization results in differences throughout the 

network. In order to deal with the unique aspects of various non-standard locations, 

bureaucracies must expand to supervise individual operations. Networks like this cannot be 

scaled while also maintaining quality standards. Eventually, the number of non-standardized 

locations may require so much administrative and monitoring expense that costs are too high for 

an organization and the project ultimately fails (or stops expanding). This is frequently the case 

with government health-care programs. The creation of 1000 new clinics sounds monumental, 

but if they are not standardized appropriately, the quality of care may be low or very 

inconsistent. The actual impact of these clinics on health care, therefore, is ultimately smaller 

than anticipated.  

Why SSMF is an innovative solution to the problem of lack of health 
access to the poor 

The social sector microfranchising model is well fitted to effectively address the problem 

of essential drug access in low-income communities. First, because the model centers on 

standardization, SSMF can reliably offer consistently high-quality medicines in an environment 

that is otherwise plagued with counterfeit or sub-standard drugs. Second, franchises strive to 

rapidly expand and therefore reach a high volume of consumers. In this case, these consumers 

are sick individuals that do not have access to treatments for basic diseases. Third, because 

franchises reach an economy of scale to lower costs, and because microfranchising targets low-

income consumers with small financial resources, the model can ensure that prices are low and 

products are affordable to the poor. Ultimately, the franchise model addresses the three major 
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factors affecting health-care centers in developing countries: quality, accessibility, and 

affordability. 

Additionally, the social sector microfranchising model acts as a “disruptive innovation” 

that could create a new market for health care by designing a system for a new set of consumers: 

the poor. Clayton M. Christensen, Harvard Business School professor and coiner of the term 

“disruptive innovation,” explains that when the performance of a product overshoots the needs of 

certain customer segments, a disruptive technology may successfully enter the market and 

provide a product that may have lower performance but still matches the demands of a customer 

segment (Christensen, Bohmer, and Kenagy 2000). For example, downloadable digital media 

served as a disruptive innovation that displaced audio CDs, and televisions served as a disruptive 

innovation that displaced movie theaters. Although audio CDs and movie theaters still offer a 

premium product, consumers are offered a simpler (but lower performance) product to download 

music or watch a new movie. 

Disruptive innovations can continue to improve and eventually overcome the higher 

performance option. For example, the creation of home-owned television sets disrupted the use 

of movie cinemas as a news source. Cinemas used to play newsreels before showing their feature 

presentations, but in the 1950s, they stopped providing this service because televisions were able 

to deliver the same service at cheaper production costs in the form of news programs. Television, 

the disruptive innovation, changed the way people watched news reports, and cinemas began to 

focus on and improve their delivery of entertainment because they no longer drew crowds 

seeking news reports. 

While a short list of illnesses accounts for 70% of childhood deaths in developing 

countries, no infrastructure is in place to target these illnesses exclusively. A disruptive 
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innovation could offer a “lower performance” service that would only address a small menu of 

easily treatable illnesses. In the health-care industry, basic clinics serve as a disruptive 

innovation with the potential to displace urban hospitals and government clinics as the source for 

inexpensive drug treatments. One of the most significant inefficiencies of public clinics is the use 

of highly skilled physicians to treat very basic illnesses (similar to the use of cinemas to deliver 

newsreels). A child with malaria does not need to visit a trained doctor in a large urban hospital 

when the diagnosis requires only the skills of a modestly trained village health worker and a 

working inventory of basic medications. Likewise, individuals suffering from diarrheal disease 

in need of oral rehydration salts and anti-diarrheal medicines should not have to wait for an over-

qualified physician to obtain these treatments. Such a system is inefficient and primed for the 

introduction of a disruptive innovation. “Small menu” health-care outlets could effectively treat a 

large number of child patients with simple diseases. Such a clinic would have the facilities and 

inventory to tackle only a short list of illnesses that have inexpensive treatments (e.g. malaria, 

respiratory infections, and diarrheal disease). By better addressing basic diseases, microfranchise 

clinics would reduce the patient burden on public clinics, thus improving government capacity 

for medical care. 

Challenges of microfranchising 
Franchising faces a number of challenges in frontier markets including limited buying 

power, lack of market density in rural areas, little access to finance or qualified human capital, 

and countless legal and regulatory obstacles. Additionally, low-income governments often hinder 

the incorporation of businesses, registration of property, contract enforcement, or cross-border 

trading, while providing little enabling infrastructure. There is also heavy competition in the 

market of social goods: other non-profit organizations might provide similar products at or below 
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real market costs as a result of grant subsidies. In order to maintain a consistent revenue stream, 

a private firm must either offer a higher quality product that consumers are willing to pay for, or 

outlast these grant-based NGOs in the long term.  

One example of the challenges facing microfranchise implementation is the collapse of 

the Medicine Shoppe in India. The Medicine Shoppe was once one of the largest pharmacy 

chains in India. It operated over 130 stores in six states and successfully piloted eight low-cost 

health centers that served poor communities. These health centers called Sehat (meaning health), 

provided health consultations at no cost and the appropriate medicines or other pharmacy 

products sold at prices even the very poor could afford. Each Sehat center had a clinic manned 

by a qualified doctor, with a Medicine Shoppe pharmacy and vision center next door. As of May 

2009, it was a paradigm for a successful franchise within the social sector, cited in multiple 

publications and articles (Montagu 2009). By December of the same year, its investors wrote off 

their investments while its key franchisor, Cardinal Health, pulled out of India operations. 

What lessons can be learned from the collapse of such a promising model? According to 

Brian Trelstad, Chief Investment Officer at the social venture Acumen Fund, the Medicine 

Shoppe failed because of poor execution (Trelstad 2010). Acumen Fund (which had to write off 

a $1.1 million investment in Medicine Shoppe) believed the business would have been 

profitable, if it had been managed exceedingly well (Chanchani 2009). The implementation of its 

business model, however, was lacking. In March 2010, Cardinal Health faced additional 

challenges when sued in a class-action suit by other Medicine Shoppe franchisees (in countries 

other than India), perhaps suggesting other managerial failures by the franchisor. The Medicine 

Shoppe failure serves as an important reminder that a strong business model cannot succeed 

without proper implementation. Social sector microfranchising can work, but only if both the 
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model and its implementation is successful. 

Introduction of case studies 
Health is a diverse problem but microfranchising can be adapted to provide diverse 

solutions. This section utilizes case studies to provide examples of how microfranchise ideology 

can be used to achieve social sector goals. The case studies will aim to highlight the successes 

and challenges of the microfranchising model. The case studies selected were drawn from 

microfranchise organizations that have the specific goal of improving health and distributing 

essential medicines. They exemplify two implementation models of the franchise system: 

traditional franchising and business format franchising. The Living Goods case study represents 

the former and HealthStore Foundation case study represents the latter. 

Traditional franchising refers to the general right to distribute products with the support 

and brand name of the franchisor. Firms such as Avon utilize this structure. The company trains 

traveling saleswomen and provides a “business-in-a-box” that has all the same standardized 

products for franchisees to sell. This is a flexible approach for serving frontier markets because it 

involves lower financing needs and is subject to less stringent legal regulation than business 

format franchising. Because franchisees make smaller capital investments, the relationship 

between franchisee and franchisor is easy to dissolve. This creates a strong incentive for 

franchisee to comply with franchisor regulations. 

 Meanwhile business format franchising is more involved: in this model, the franchisor 

runs every aspect of the business including the physical location of the franchisee. The business 

format has found great success in franchises such as Subway, McDonald’s, and Marriot Hotels. 

While not as flexible as the Avon-like traditional format model, business format franchising 

offers an enhanced ability to monitor standardization because the franchisor controls more of the 
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business operations. Business format franchising usually requires a greater upfront investment 

from franchisees that creates an incentive for the outlet owner to truly dedicate himself or herself 

to the successful management of the franchise location. 

 

Figure 2 - Two types of franchising  
from (Beck, Deelder, and Miller 2010) 

  The first case study looks at the business model of Living Goods, an Avon-like network 

of door-to-door Health Promoters who make a modest income selling essential health products at 

prices the poor can afford. The non-profit organization promotes and distributes four categories 

of products (prevention, non-prescription treatments, hygiene-related, and income-generating) 

targeting a range of vital health needs. Living Goods also builds upon existing microfinance 

infrastructure and demonstrates the synergies created through social partnerships. Although 

Living Goods does not provide diagnostic services or prescription drugs for illnesses like 

respiratory infections, the Avon-like model offers a possible mechanism for delivering social 

goods to address health needs.  
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The second case study will focus on a business format franchise, which requires higher 

levels of standardization: the HealthStore Foundation (HSF). HSF was established in 1997 with a 

non-profit charitable mission to address the market’s failure to deliver essential quality drugs and 

medicines in developing countries. By creating a network of nurse-run clinics in East Africa, 

HSF provides basic diagnostic services and treatments for diseases including malaria, respiratory 

infections, and diarrheal disease. The case study is proof that social sector microfranchise can 

deliver affordable drug prescriptions to the most impoverished communities while maintaining 

profitability and sustainability.  

CASE STUDY #1: Living Goods 
Living Goods exemplifies how the social sector microfranchise model can reach needy 

consumers, particularly in low-income rural areas. By providing basic health-care products to 

places that have little to no access to medical care, Living Goods has the ability to make a 

powerful social impact that can be scaled to reach enormous potential.  

Mission 

The non-profit Living Goods aims to “reduce illness and death by significantly improving 

access to simple, proven health interventions in the many places these are scarce. It also 

improves livelihoods by providing women a reliable source of income as Living Goods Health 

Promoters, by keeping wage earners healthy and productive, and by averting costly medical 

treatments” (Living Goods 2010). By creating a network of door-to-door saleswomen, Living 

Goods attempts to utilize the same model that has worked successfully for Avon cosmetics and 

hopes to apply it to health care for the poor.  

Avon has employed a franchise system that has created an $8 billion business in over 100 

countries through over 5 million agents. The Avon model is successful in countries ranging from 
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the United States to the Ukraine, Turkey, and Thailand (Avon 2009). Like Avon, Living Goods 

employs key characteristics of successful franchises, including: 

• Methodically screened sales agents 

• Strict quality monitoring and follow-up training 

• Uniform branding and uniform product mix 

• Effective marketing promotions 

• Low cost of goods achieved through scale 

• Stiff penalties for violating rules (including expulsion from the program) 

The system allows for entrepreneurial-minded community members to begin selling beneficial 

products with little initial investment, flexible working hours, and constant managerial support.  

To achieve maximum efficiency and scale, Living Goods leverages existing assets on the 

ground wherever possible by partnering with existing organizations. Living Goods began 

operating in Uganda in 2007 through a partnership with BRAC (Building Resources Across 

Communities), a microfinance institution that was already running several lending programs in 

the country. Living Goods selects reputable consumers from within the BRAC network (mostly 

women) and trains them to function as door-to-door community health promoters (CHPs). After 

receiving a microloan from BRAC, these health promoters then purchase health-care products 

from Living Goods to sell throughout the community. 

Living Goods specifically targets semi-urban and small rural communities where 

individuals have the least access to any type of health care and where the incidence of diseases is 

very high. In many developing countries, these semi-urban and rural communities constitute 30-

50% of the population, and in some cases even more. People residing in such underdeveloped 

areas often have to travel more than 5-10 km to reach the nearest health-care center, usually by 
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foot. Due to lack of dependable transportation options, this means that villagers have to spend 

the entire day commuting to and from the health-care center, incurring an average expenditure of 

$2 on transportation and other costs, and often losing a day’s wages (Indu 2009). Such a long 

commute and loss of work greatly discourage rural individuals from traveling to urban clinics 

and therefore rural communities have no other exposure to health education or preventative 

health products. 

Logistics 

 The logistics of the Living Good’s business model are designed to employ local 

entrepreneurs that are connected to the surrounding communities. The community health 

promoters who are selected from within a microfinance community then undergo a 3-week 

intensive training course led by Living Goods field agents. This training teaches skills in basic 

health care delivery, disease prevention, diagnosis, product marketing, and general business 

acumen. After training, a CHP is provided with a branded uniform, a product backpack with a 

clearly visible logo, a display sign to place in their homes, and printed materials to distribute to 

market the Living Goods brand. Additionally, new sales personnel are given a health promoter 

kit which includes visual flip charts to conduct health forums, an ID card, basic first-aid 

products, and other necessary medicines like bandages, thermometers, vitamins, and oral 

rehydration salts. The partnering microfinance organization then provides a loan so that CHPs 

can procure their initial stock of medicines and other health products to sell (see Table 2). 

Table 2 - Product examples of Living Goods 

Category Product Examples 
Prevention Mosquito bednets, water treatment supplies, vitamins, condoms 
Treatment Anti-malarial drugs, deworming tablets, oral rehydration salts, pain relievers 
Hygiene Hand soaps, feminine hygiene products, toothpaste, diapers, lotions 

Income generating Solar lanterns, fuel-efficient cook stoves, high yield seeds 
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At least once a month, field agents restock supplies, collect payments, educate CHPs on 

new promotions, provide ongoing training, and monitor the storage of products to ensure quality 

standards are achieved. It is a fundamental principle of the model that health promoters must 

adhere strictly to the core rules of the program particularly with respect to storage, prescription, 

and sale of regulated items. Promoters who have repeatedly violated standards are subject to 

immediate expulsion from the program and confiscation of all inventory and program materials. 

Field agents also collect data pertaining to patient contacts and transactions that are then entered 

into a central database. This data can be used to measure social impact and to monitor the 

organization in order to determine best practices.  

Each community health promoter is responsible for making monthly visits to 

approximately 200 households in a particular area. In order to raise awareness of their 

saleswomen status, CHPs are encouraged to give health talks at local meetings and conduct other 

outreach programs. Each product sold by a CHP generates profits for both the Living Goods 

organization and the saleswoman. In this way, CHPs have a strong incentive to earn more while 

simultaneously increasing their positive health impact on the community. The incentive structure 

creates a beneficial cycle for CHPs to continually receive more income while expanding the 

reach of Living Good’s social mission.  

According to Living Goods management, the fiscal numbers work out to show that the 

business is not only good in theory, but also financially feasible. The Founder and President of 

Living Goods, Charles Slaughter, estimated that the model would be sustainable if each sales 

representative could sell $200 worth of products per month. The average rural household in 

Uganda has 5.5 members. If each CHP is responsible for 200 households (1100 people), to reach 

$200 a month requires a sales per capita of around 18 cents per month. This means that each 
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person reached by the Living Goods model must spend only 18 cents per month for the business 

to be sustainable (Indu 2009). Even with per capita income under $2 a day ($60 a month), 18 

cents is still a reasonable monthly expenditure for health care products, according to Slaughter. 

This amount of sales corresponds to a yearly salary of $500/year for the CHP and an annual 

contribution of $327 to the Living Goods organization. 

Decision to subsidize medicine with other products 

In evaluating its chances of sustainability, Living Goods understood that selling only 

medicines to the sick might not be profitable enough for the CHPs to meet overhead expenses, 

achieve economic sustainability, and make a good income. If only medicines were offered, 

demand would come solely from sick individuals—a very limited consumer demographic when 

the business plan has CHPs going to consumers and not consumers going to CHPs. Living 

Goods’ product menu, therefore, includes other personal care products like washing soaps, 

diapers, toothpaste, contraception, and income-generating products such as high yield seeds. 

Because they have several products to sell, sales representatives can cross-subsidize their items 

and charge lower margins on essential products like medicines and larger margins on hygiene 

products. According to Slaughter, around 50% of income is actually generated through soap 

sales.  

In addition to hygiene products, Living Goods sells items that help increase the incomes 

of their consumers. In Uganda, poor families spend $2.50 - $5 USD every week on charcoal and 

wood for fuel (Indu 2009). In mid-2008, Living Goods began distributing high-efficiency stoves 

that use half the fuel of a traditional stove and provide better heat. Priced at $20 each, many poor 

families cannot afford these efficient stoves. The microfinance partner BRAC, however, provides 

these stoves on installment plans. Other innovative products for sale include solar lanterns that 
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eliminate indoor air pollution and kerosene costs; micro irrigation systems that reduce water use 

for farming; and high yield seeds that increase crop production. These products indirectly 

improve community health and quality of life and therefore furthers Living Goods’ social 

mission.  

Expansion 

The Living Goods organization currently has five goals it hopes to accomplish by 2012:  

1) To recruit, train, and deploy 4,000 agents in two target countries, serving 4-5 million 
low-income consumers.  
 
2) To demonstrate, through patient data and randomized control studies, that the program 
can meaningfully lower all-cause under five child mortality and morbidity in target 
communities by 15-30%. 
 
3) To achieve a net cash income for all agents of $250-$400 per year. 
 
4) To become financially self-sufficient and not rely on donor support. 
 
5) To create a replication division to help social entrepreneurs duplicate the model in 
other countries.  
  

The organization also hopes to expand its product menu and is currently considering including 

telemedicine services (to call nurses or receive health education) and respiratory infection 

treatments. Clearly, if the organization can achieve its future goals, the model offers an effective 

way to provide health products to a large consumer base. 

Challenges 

 Some of the organization’s five goals, however, do not seem feasible. Specifically, the 

goal to reduce all-cause under 5 mortality rates by 15-30% seems overly optimistic. Trying to 

gauge social impact of the company, however, is a worthy and achievable goal. Documenting 

results like these is important in justifying social sector microfranchise as a viable solution to 

global health issues. Currently little data is available to measure the social impact already made 
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by Living Goods’ operations. Additionally, the training and deployment of 4,000 CHPs may 

require a heavy administrative and monitoring investment and therefore greatly increase the costs 

of operations to an unsustainable level. Such aggressive growth plans may attempt to scale too 

rapidly before ensuring the profitability of individual franchisees—a common problem with 

franchises in developing countries, highlighted in Beck, Deelder, and Miller 2010. If, as goal #5 

states, the model is introduced to other organizations, Living Goods no longer can claim its 

status as a true franchise system because it does not standardize all the community health 

promoters selling its goods. If this goal is only to encourage imitators, it must be very careful to 

highlight the importance of standardization to ensure widespread high-quality treatment and 

continued development of the Living Goods brand name. 

 Outside of its future goals, Living Goods still has a limited social impact. While the 

distribution of bednets, hygiene products, and basic medications for malaria and diarrheal disease 

is extremely important, the Living Goods model does not provide the ability to prescribe the 

essential medications that are in high demand by low-income consumers. Social marketing 

campaigns that provide personal products can greatly decrease disease burden, but they do not 

address the needs for primary health care or advance treatments for diseases such as tuberculosis 

and respiratory infections, two illnesses listed on Living Goods’ “target diseases” list. Because it 

does not offer diagnostic or prescription services, Living Goods is not a competitor with other 

prescription drug delivery programs.  

Despite these limitations, the potential of the Avon-style outreach model to address the 

needs of rural areas should not be underestimated. Living Goods is providing preventative care 

and health education to communities that otherwise have no access to the health-care field. The 

organization is addressing a real need for health-care products by entering an untapped market in 
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rural areas. Furthermore, if the model could be financially sustainable with skilled nurse CHPs—

capable of providing prescription drugs—the model offers even greater potential for social 

impact. While Living Goods does not specifically address the broad demand for essential drugs, 

it does mitigate disease burden in underserved communities by supplying them with prevention 

products such as bednets, water purification products, condoms and hand soap—an important 

step in addressing global health issues. . Ultimately, the Avon model utilized by Living Goods 

overcomes many of the obstacles presented in the economic infrastructures of developing 

countries. By using this model, Living Goods provides essential health products that offer 

tremendous impact to impoverished communities that would otherwise not receive care. 

CASE STUDY #2: HealthStore Foundation 
Appalling numbers documenting the effects of poverty are found throughout global 

health literature. Thirty thousand children die each day from starvation, malnutrition, malaria, 

TB, diarrhea, and many other preventable diseases. After encountering this statistic, Scott 

Hillstrom woke up one day conjuring the image of thirty thousand dead children a day being 

piled on his front yard. The image was mortifying; so he decided to do something about it. He 

founded the HealthStore Foundation. 

The HealthStore Foundation exemplifies the intersection of market mechanisms and 

social aims. Hillstrom wanted to do good but did not think that standard charity was the answer. 

He started a business but not to make money. Instead he wants to help families gain access to 

life-saving medicines. After seeing the success of places like McDonald’s, even in low-income 

countries, he decided the best way to save lives is to use sound business models.  

Mission  

 By creating a network of basic clinics, run by skilled nurses who provide generic 



Berk, Justin 
Political Science (4/26/10) 

 

29 

treatments at prices affordable to the very poor, the HealthStore Foundation’s mission is to 

improve access to essential drugs, basic health care delivery, and prevention services for children 

and families in the developing world. Similar to Living Goods, HSF uses a business model that 

maintains standards, is geometrically scalable, and achieves economies of scale.  

 HealthStore Foundation is a non-profit entity yet for-profit corporations, such as Subway 

and Marriot Hotels, share the model it uses to deliver these drugs. To ensure the delivery of high-

quality products and services, these corporations enforce strict regulations on all franchisees to 

create a formal army of outlets that is easily managed and produce consistent results. Hillstrom 

explains, “The model that we’re using to achieve unusually high social impact and unusually low 

cost is the same one that McDonald’s uses to maintain the quality consistency of french fries, 

that ExxonMobile utilizes in its convenience stores in the US and that Dunkin’ Donuts uses to 

make sure all their doughnuts taste the same. It’s all about standardization” (Hillstrom 2010). By 

standardizing its operations, the HealthStore Foundation ensures that each of its clinics 

consistently provides high-quality medicine. Unlike Living Goods, the HealthStore Foundation 

prescribes pharmaceutical drugs through licensed nurses. Strict standardization therefore is 

extremely important to ensure their products are not substandard or counterfeit like those found 

in many other health-care facilities. 

Logistics 

In order to ensure standardization, the franchisor provides all the basic building blocks to run a 

successful business. The franchisor:  

1) Provides training and business blueprints—The franchisor provides manuals, 
documents, treatment guidelines, and instructions on making sales and bookkeeping. 
 
2) Finds a geographic location—The franchisor scouts optimal areas to open a clinic, 
obtains a physical location and then interviews and recruits a skilled nurse franchisee, 
willing and capable of running the clinic. 
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3) Prepares the physical location—The franchisor builds the physical clinic, paints it, 
and otherwise prepares it for operation. 
 
4) Conducts regular inspections—Once a month, a field officer visits each franchisee 
with an inspection checklist to ensure a constant maintenance of standards and also to 
assist with problems such as bookkeeping issues. 
 
5) Provides assistance—The franchisor helps market events, school screenings, 
educational programs for purifying water, sanitation cooking, and public health 
programs. 
 
6) Continues training—The franchisor provides continuing education courses where the 
franchisees are regularly trained in running a successful business. 
 

In return for these services, each franchisee provides an initial investment in the clinic, receives a 

loan if necessary, and pays franchise fees to support the HealthStore Foundation. Each clinic is 

then responsible for strictly following the franchise system standards, or else the franchisee 

contract is revoked and a new nurse steps in to take over that business. To focus more on 

operations, in the future the HSF drug supply chain will be provided through a third-party 

organization, Surgipharm, so that HSF can focus on developing its network infrastructure instead 

of building an entirely new drug supply chain. 

Description of a clinic  

The HealthStore clinics, known as CFWShops, are each owned and operated by skilled 

nurses who are capable of prescribing medications and who possess the entrepreneurial desire to 

run a business. The shops offer diagnosis, treatment, and drug dispensation for ailments such as 

malaria, intestinal parasites, respiratory infections, diarrhea, bacterial infections, typhoid, 

allergies, and other diseases. Additionally, services include medical checkups, HIV and 

pregnancy tests, wound dressings, immunizations, family planning services, health education, 

HIV counseling, and antenatal care, which are offered alongside other health products such as 

water purification products, soap, bednets, and toothpaste. In keeping with the franchise model, 
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all storefronts, business operations, prices, and other store details are standardized to be exactly 

the same across clinics. 

 In general, these clinics have demonstrated profitability despite their low-income 

consumer base. In 2008, for example, of 59 CFW outlets operating all year, 88% reported a 

profit. Perhaps surprisingly, the most profitable clinic is in the Nairobi slum and serves a 

demographic that is truly the poorest of the poor. A negligible amount of the franchisor’s 

operating costs, however, were covered by revenue from franchisees. These operating costs were 

paid for by grants and charitable contributions (Beck, Deelder, and Miller 2010). In recent 

financial calculations, the HealthStore Foundation has determined that for their business model 

to reach the goal of self-financing in 7 years, clinics located in rural towns will require $16,286 

in annual sales (or, 40 customers per day averaging $1.36 sales per transaction) while urban 

slums will require $24,855 (or, 40 customers per day averaging $2.07 in sales). Of the current 82 

outlets, the top 5 averaged $15,600 sales in 2008 (HealthStore Foundation). This means that each 

clinic will have to bring in significantly more revenues in the future for the HealthStore 

Foundation to reach a point where it can maintain operations without relying on outside donors 

or investors. 

Switch to for-profit model  

 In previous years, HSF has relied on grants to sustain the franchisor organization that 

supports the network of 82 clinics; recently, however the organization has decided to switch to a 

for-profit model. HSF has determined that seeking increased capital through private investors 

will be more effective than continuing to rely on grants. To rapidly scale, any franchise needs 

access to large amounts of capital. Grant-based funding often comes with stipulations, limiting 

the flexibility of spending. Furthermore, grants are often inconsistent and unreliable on a long-
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term basis, making it impossible to reliably predict whether and when growth capital will 

become available.  

The for-profit model allows more access to capital than grants markets do, and investors 

often put more trust in management if the organization is run as a for-profit firm. The HSF model 

has limited appeal to most private investors. Instead, the organization appeals to a specific group 

of socially minded investors, those who are willing to take on a high-risk and low-return 

financial investment, because of the enormous social impact the organization can have. 

HealthStore has calculated that investors should seek about a 3% return rate (not very high 

compared to profit-maximizing business alternatives), but find the investment in expanding 

access to essential medicines as a worthy cause. Because its investors are making an altruistic 

decision to sacrifice the size of their financial returns for social impact, HealthStore still 

maintains some dependence on the philanthropy of others. Though not nearly as dependent as 

charities, HSF still requires outside capital to expand its operations. By obtaining this capital 

from investors rather than donors, HealthStore Foundation has created an outlet to use market 

mechanisms for social good. 

 One other fundamental change to the business model will be HealthStore’s new focus on 

more urban demographics. New stores will stay in the same socioeconomic stratum but will be 

located in more densely populated communities. In this way, HSF hopes to establish a higher 

volume of transactions, thereby achieving greater profits to sustain the franchisor and also 

improving access to medicines for a larger consumer base.  

Goals for future expansion 

Successful franchised chains grow in a predictable manner. First, they develop a 

profitable, sustainable, and scalable business model. The path to franchise success is long, 
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typically requiring 5-10 years of proving and customizing a concept and business model before 

attempting to franchise it. Successfully franchised chains are subsequently able to grow 

exponentially over time. HSF in on the right path as they have the same number of outlets as 

Subway during the same time in their organization’s development. According to the 

organization’s calculations, the franchise can be self-sustainable within 5-7 years, once 300 

clinics have opened (see Figures 3 and 4 for a visual comparison of costs and profits among 

current non-profit model and projected self-financing model). 

New projects 

 HealthStore Foundation continues to seek innovative ways to improve efficiency in 

developing a strong franchise system. For example, HSF is conducting a pilot project for an 

electronic patient records system called LifeSense that provides a biometric reader for patient 

accounts. Additionally, this system compiles inventory orders, demographic information, 

diagnoses, and treatments provided back to a central database to poll data across the network and 

provide important information to management and policy-makers. Similar to Living Goods’ data 

collection initiative, the HSF data could also be used to measure the social impact of HealthStore 

Foundation and serve as a benchmark for similar organizations that seek to expand access to 

essential medicines.  

Another new project seeks to increase patient volume through third party payors or 

subsidizers. These payors could be small private micro-insurance programs or large government 

health programs. Currently, the HealthStore Foundation is undergoing advanced discussion to be 

an approved outlet for reimbursement through the Rwandan national health insurance program 

(Hillstrom 2010). By successfully implementing some of these programs, the model could 

demonstrate greater profitability and a break-even point in under the projected 7-year timeframe. 
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In this projection, revenues are projected in the first column at $0 because the current model 
utilizes the non-profit franchisor model (i.e. HSF does not take in any revenues). Labor costs 
($0.24 million) and non-payroll expense ($0.09 million) equate to a total annual budget (or loss) 
of $0.34 million required from grant and donor funding. 
 

In this projection, the revenues and expenses are estimated for the break-even point at 300 
outlets. The revenues ($1.1 million), brought in from royalty fees paid by each franchisee, cover 
the labor costs, non-payroll expenses, and franchise territory fees while also providing a small 
profit ($0.2 million) to be distributed to the private investors that provided start-up capital. 

Figure 3. Current non-profit model expenses (82 outlets in 2009) 

 

Figure 4. For-profit revenues and expenses at break-even point (300 outlets in 2018) 
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Challenges 

Although they have a model consistent with other successful franchises, HealthStore 

Foundation still faces plenty of obstacles. To achieve rapid growth and obtain necessary capital 

funding, HSF will need to attract social investors interested in a low-profit, high-risk business 

designed to achieve a social mission. Additionally, the HSF model will continually face 

challenges to getting adequate revenues from very poor consumers. In fact, the projections made 

to demonstrate profitability in 7 years are based on very aggressive growth assumptions. For 

example, the projected 40 patients per outlet is higher than all but 3 outlets in the current CFW 

network as of 2008. Even with this high volume, the average franchisee will not be earning as 

much as she would if employed by the government—a problem exacerbated by Kenya’s already 

low supply of skilled nurses. Additionally, the model plans to add one additional field staff 

member for every 20 clinics opened, which may prove to be an unrealistic method of managing 

the expanding infrastructure. Finally, the switch to more population-dense areas may provide 

more profitability, but it neglects the rural areas in Africa that have extremely little access to 

health care. These communities are the ones most in need of getting access to essential medicines 

and HSF is no longer expanding to these areas because they are not perceived to be financially 

sustainable. The transition to a more profitable demographic evinces that there will be a constant 

tension in the HealthStore Foundation between seeking financial sustainability and getting drugs 

to those who need it the most. 

Implementing a strong business format franchise is a complicated task and, as the 

Medicine Shoppe example demonstrates, having a good business model does not guarantee 

success. The HealthStore Foundation, however, seems to be in a good position to maintain 
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effective operations. With a board of directors composed of prominent franchise experts, and the 

former Vice President of sub-Saharan Africa for pharmaceutical giant GlaxoSmithKline as the 

CEO, HealthStore Foundation has confidence in its abilities to run a strong franchise. 

Furthermore, the Foundation now has ten years of experience operating clinics in Africa and can 

apply lessons learned to future development. Ideally this will prevent the type of failure 

associated with the Medicine Shoppe. Clearly management is less of a challenge for HSF and 

therefore the implementation of their model could find much greater success than Medicine 

Shoppe’s attempt in similar low-income areas.  

Implications of case studies 
 The case studies described are meant to emphasize the potential for business models to 

address the long-standing social issue of basic medical provisions. Specifically, microfranchising 

strives to ensure that consistent high-quality products are delivered on a large scale and at 

affordable prices. The Living Goods model utilizes community health promoters to reach rural 

areas that have no other access to preventative care or health products. Meanwhile, the 

HealthStore Foundation offers high quality and affordable prescription drugs for a short list of 

treatable illnesses that account for an enormous portion of the disease burden in East Africa. 

Both organizations utilize the franchise model to standardize operations and scale to reach the 

masses.  

 The implementation of these programs raise foundational philosophical questions about 

the role enterprise should play in philanthropy and addressing social problems. In the next 

section, I will discuss alternative methods for philanthropists and socially minded individuals to 

address issues not only of health care, but poverty in general. Clearly, these practices have 

further policy implications: these will be discussed in Section 4. 
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SECTION III. The Ideas Behind Social Enterprise 
 

In this section, I will explore the questions that arise from the implementation of the 

microfranchise model and compare this model to other methods of making a social impact in the 

developing world. Alternative philanthropy methods can be divided into two major categories: 

charity and social enterprise4. While charity seeks to provide services to the poor for free, social 

enterprise seeks to create a sustainable marketplace for essential goods— including medicines—

in poor communities. Both solutions must complement the development of a public system and 

progress concurrently with public policy.  

I hope to emphasize five fundamental arguments that support the case for greater 

financial and political emphasis on social enterprise as an alternative to charity in developing 

countries: 

1) Where many efforts have previously failed, enterprise offers an innovative approach to 
addressing longstanding social issues.  
 
2) The charity model has an important role in philanthropy, but is not always the best 
strategy to address social problems. Charity is limited in funding and in capabilities and 
prolongs a culture of dependence. 
 
3) Business, if successful, can rapidly scale and expand. With a social mission, this 
strength can be leveraged for improved distribution of social goods including access to 
essential drugs. 
 
4) Social businesses are an underutilized method of philanthropy. 
 
5) Like charity, social enterprise has limitations and must serve as a complement to 
development of public infrastructure.  

                                                
4 Although they may offer potential for economic development, private enterprises that lack a social mission will not 
be evaluated as a potential solution for social issues in this paper.  
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Social enterprise: How business acumen and innovation address 
long-standing social issues 

Social enterprise is an often-overlooked type of philanthropy that leverages the power of 

market-based strategies in order to achieve a social goal. Without an economics perspective, 

philanthropic institutions cannot discuss capacity or sustainability in a productive way. Social 

enterprise focuses on this perspective. Social enterprises attempt to avoid government corruption 

and prevent dependence on outside donors while creating formal infrastructures for the delivery 

of public goods. By seeking financing through revenues, social enterprise relies on consumers, 

not donors. Non-profit organizations that utilize business models to pursue their mission qualify 

as social enterprises, as do for-profit firms whose primary purpose is social benefit. Rather than 

maximizing shareholder value, the main aim of social enterprises is to generate cost-recovery to 

further their social goals. The ideas behind social enterprise can best be explained through 

example.  

In Pakistan’s Tharparkar desert, 80% of the region's farmers live on less than $1 a day. 

Tharparkar is one of the most food- and income-insecure regions in the country and poverty 

levels are directly related to one’s access to water. The region’s endemic poverty is exacerbated 

by prolonged spells of drought and erratic precipitation patterns. Lack of access to water and 

drought force smallholder farmers off their land in search of alternative sources of income and 

lead to increased rural-urban migration (Acumen Fund 2010a). To address both economic and 

food insecurity, there is a need for affordable and efficient irrigation solutions targeted to the 

needs of low-income farmers.  

With the help of social venture capital funds, the Thardeep Rural Development Program 

created a for-profit drip irrigation company called Micro Drip to address the challenges of 

scarce-water farming. Micro Drip provides very low-cost, high-efficiency drip irrigation systems 
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that deliver water directly to the spot where crops are planted, thereby maximizing plant growth 

and crop yields while saving water and energy. The micro-drip innovation was created by 

placing low-income smallholder farmers at the core of the design process—by seeing the farmers 

as potential consumers. By addressing the needs of the farmers, the Micro Drip company offers a 

sustainable supply of affordable equipment to some of the most impoverished farmers in 

Pakistan. The organization recovers all its costs, has the potential for future profits, and is 

centrally focused on a social need—a perfect example of social enterprise and its ability to create 

new solutions for longstanding problems.  

Another classic example is Grameen-Danone Foods. Created in 2006 as a joint venture 

between Grameen Bank and Groupe Danone (a French dairy company), the social business aims 

to provide nutrition to low income and malnourished children of Bangladesh through nutrient-

fortified yogurt. Local farmers raise cows mostly through micro-loans and supply the primary 

raw material, milk. The local staff tests the milk and processes it into a fortified yogurt that 

contains many of the essential vitamins which Bangladeshi children lack. The yogurt is then sold 

for 5 taka (approximately 7 US cents) under the marketed name “Shakti Doi” (energy yogurt). 

Distribution is not executed through village vendors because they do not have refrigeration 

facilities. Instead, sales women are hired to carry portable refrigeration units and sell the cups on 

a door-to-door basis, earning a commission of approximately 10 percent while selling around 60-

70 cups a day (Ghalib and Hossain 2008).  

Grameen-Danone exemplifies the sustainable delivery of a social product in high demand 

by the local population. Local farmers produce the raw materials and local saleswomen make the 

sales. The company not only offers a way to address malnutrition but also offers employment to 

the community. Yogurt was chosen as the best vehicle to combat malnutrition for a simple 
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reason: in Bangladesh, children love yogurt. In other markets, juices or other snacks could be 

more successful, but Grameen-Danone knew to choose a product based on local demand. They 

saw children as consumers and therefore created a market solution that was more sustainable 

than donating vitamins. 

The importance (and limitations) of charity 
Business, clearly, is not the only way to address social issues effectively. Philanthropic 

aid has accomplished some great things: smallpox has been eradicated, infant mortality rates 

have been lowered and programs have improved women’s access to modern contraception in 

places such a Bangladesh and Egypt. Charities like Partners in Health have demonstrated that it 

is possible to provide complex care to the poorest of the poor (Farmer et al. 2001) and within 

three years charity:water has built over 2000 projects that provide a sustainable source of clean 

water to impoverished communities (charity: water 2010a). Moreover, foreign aid still pays for 

much of the access to AIDS medicines in poor countries (Birdsall, Rodrik, and Subramanian 

2005). Furthermore, it is within the nonprofit sector that marginalized constituencies often find 

their voice, develop leadership, and have their dignity affirmed. Nonprofit leaders create 

momentum for large-scale social movements; nonprofit efforts advocate for public policy shifts 

and affect entire citizenries; nonprofits change the way the world sees poverty and injustice. 

These are the victories of global philanthropy, and they cannot be discounted. 

However, although charity has led to grand accomplishments, the scale of social 

problems that continue today are enormous and need innovative solutions. This is where social 

enterprise can help. The idea of social enterprise for the poor often seems counter-intuitive: the 

notion of selling needed goods to poor people, rather than giving them away, often meets with 

skepticism, reluctance, or outright anger. “Poor people simply can’t afford to buy the things they 
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need,” the argument often goes, “therefore the only way to help them is to donate.” But many 

charity groups provide unsustainable solutions that do not properly address the needs of the poor. 

In The White Man’s Burden, economist William Easterly argues that foreign aid and charity is 

often inefficient in addressing social problems (2006b). He asserts that top-down interventions 

(i.e. government planning, budget-making, and public projects) often fail because of 

bureaucracy, corruption, and disconnection from the needs of poor individuals. Many developing 

countries lack good governance and therefore public attempts to solve social issues often fail. 

Easterly concludes that solutions to social problems should be sought by citizens, not planned by 

administrations. Instead of allocating 10 million dollars to plan malaria control in Nigeria, for 

example, Easterly believes funding should only go to the entrepreneurs or NGOs that have 

sought different solutions and have found successful programs within the community. 

Ultimately, his arguments highlight how public systems are not always the best way to create 

social impact. Social enterprises are often full of individuals who look for innovative ways to 

find programs that work and demonstrate success. 

Innovation and scale: what social enterprises can offer 
 The strategy of social enterprise, exemplified by Micro Drip and Grameen-Danone, can 

benefit the poor. Specifically, where charities often fail, social enterprise may thrive. A Monitor 

Group report based on extensive research into hundreds of market-based solutions around the 

world found that “market-based solutions give low-income people better access to socially 

beneficial products and services that genuinely and directly improve the quality of their lives and 

livelihoods” (Karamchandani, Kubzansky, and Frandano 2009). In India, for example, such 

solutions have provided or enabled doctor-attended births for a total cost of $40 (less than one-

fourth the cost in traditional private hospitals) and clean drinking water at one-fourth the cost of 
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the least expensive alternative. These market-based innovations offer superior solutions to 

standard charity because they do not depend on donations, they address the specific issues facing 

the beneficiaries, and they provide a reliable supply of necessary goods.  

Social enterprise offers a sustainable solution to poverty, not dependent on donors, by 

creating a formal market structure to include the financially forgotten. As the global economy 

grows, the poorest populations do not experience the benefit if they are not a part of the formal 

economy. Such economic growth exacerbates socioeconomic disparities. With each purchase 

from low-income consumers, formal markets are created within the society. Those that benefit 

from formal market inclusion are not just making new monetary transactions but are finding 

economic and social empowerment with newly available jobs and services. Inclusion in the 

formal market therefore improves the basic living standards of communities without relying on 

charitable donations. 

In 1976, Muhammad Yunus received a Nobel Peace Prize for his work to formally 

include poor communities in the global economy. Yunus founded Grameen Bank, a microfinance 

institution specifically targeted at providing economic empowerment to the poor. Yunus argues, 

“People are capable of getting themselves out of poverty. All they need is opportunities. They 

are not waiting for charity or handouts. Charity is good, but it is not good enough. If you turn it 

into a business proposition, then it’s very powerful, because it can run on its own steam” 

(WBCSD 2005). Since the founding of its first lending institution, Grameen has now expanded 

with multiple successful social initiatives including cellular telecom and renewable sources of 

energy for the poor and has reached a scale of over 7.5 million bank members. Through 

business—not charity—Grameen continues to expand and provide important social services to 

poor communities. 
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Social enterprise has a heavily vested interest in making sure that people will actively 

seek out its products and will continue to have access to them over and over again. This is often 

in sharp contrast to a one-time charity donation. Markets consistently find new ways to ensure 

that sustainable demand and supply consistently coexist. To achieve long-term growth, a 

business must find a product that is in high demand by the poor or has organizations willing to 

purchase it in the long-term5.  

Meanwhile, charity has a significant weakness: it relies on a steady stream of donations 

by generous individuals, organizations, or government agencies. When these funds fall short, the 

good works often stop. In contrast, a social business aims for self-sustainability and full cost 

recovery of its operations. By leveraging traditional management theory, a social enterprise may 

charge some price or fee for its social products or services. These prices, however, have no 

significant margins because the company’s goals are not economic, but social profits. Instead, 

the thin margins cover the operations costs of the social business. Thus, as the business grows, so 

do the benefits to society. Just as Subway expanded to thousands of locations worldwide, a social 

business could reach equal levels of expansion while providing health care, education, or drip 

irrigation units instead of fresh-made sandwiches. 

Limitations of social enterprise 
Just as charity alone cannot possibly solve the world’s ills, private enterprise will not do 

it either. The benefits of social enterprise do not come without a cost. Recent studies have argued 

against market ideas as an alternative to charity because user fees and other consumer costs 

associated with social services lead to decreased utilization rates of these vital resources. In fact, 

                                                
5 For some products, international aid organizations can serve as consumers advocating for the poor. One great 
example is A to Z Textile Mills, a Tanzanian manufacturer that produces bednets and sells a large percentage of its 
nets to NGOs and development agencies such as UNICEF, The Global Fund, and USAID in addition to the private 
market.  
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the WHO recently endorsed free (or highly subsidized) distribution of mosquito nets over selling 

them through markets (WHO 2007). They argue that “thus far, only free distribution has enabled 

rapid achievement of high population coverage and elimination of inequities in net use, as has 

been demonstrated in [a recent study in] Kenya.” The debate surrounding the best way to expand 

access to these kinds of health products continues in the global health community. 

There are mixed results from studies hoping to determine whether market theories (and 

social enterprise) are desirable in the context of addressing social needs across the globe. In 

Uganda, it has been shown that even minimal costs in public clinics may discourage utilization 

of goods by the poor. When Uganda’s president banned user fees in government health clinics in 

2001, the reported patient load grew by over 80 percent (Kremer and Holla 2009). Such evidence 

demonstrates that prior to the ban, a significant number of individuals had not been using clinics 

because of user fees. Once the fees were removed, government clinics had a greater utilization of 

health-care resources, specifically by the poorest of the poor.6 This isn’t surprising: when health 

care is free, more people use it.  

An increase in utilization, however, also means clinics have to support an enormous 

increase in patient load. Free health care for all is an ideal solution, but in practice it is not 

sustainable. Unfortunately, there is an economic expense for such health services. NGOs cannot 

(and should not) be the sole providers of health care, since it is unfeasible to sustain the amount 

of continuous donations it would require to feed such a system. Similarly, government taxation 

in poor countries cannot fund the number of clinics necessary to provide care to all communities, 

especially where corruption is prevalent. A third alternative—social enterprise—offers potential 

to recover costs to run social projects on a large scale. A sustainable global health strategy must 
                                                
6These figures should not be accepted without close scrutiny. Local officials have financial incentive to understate 
usage when fees are required and keep unreported fees for themselves. Any measurement therefore may be 
inaccurate because of the prevalent corruption for misreporting. 
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seek a market-determined equilibrium that covers the drug provision costs for those able to 

afford inexpensive treatments. In doing so, social enterprises can relieve economic pressure on 

charitable services, allowing them to better serve the poorest of the poor, and reduce the burden 

on government systems, removing one more obstacle that hinders the development of a strong 

public infrastructure. 

The underutilization of social enterprise 
Philanthropists (individuals, foreign governments, and aid agencies) must comparatively 

evaluate both options of supporting businesses or nonprofits, and then make the appropriate 

strategic decision about which is a better investment. For certain social issues, nonprofits 

generate more impact than for-profits. For example, early childhood education may not have 

high market demand but offers tremendous benefits—therefore, a free option (through an NGO 

or government program) may be most effective at getting children to attend school. Another 

example is charities that provide grants for river-water testing in Indonesia (Wang 2009). By 

getting the community involved in determining the quality of their own drinking water, these 

charities have created a whole class of educated, politically-vested people who then drive broad 

changes in private and government water management. In this way, charity has the potential to 

encourage local advocates who can bring systemic changes and major impact to their own 

communities.  

For other issues, for-profits can generate more impact than nonprofits (an overlooked 

phenomenon). For example, micro-enterprises in poor areas of Kenya that create incentives for 

local entrepreneurs to keep sanitation systems clean and operating have demonstrated better 

results than similar public systems (Wang 2009). But despite the fact that these kinds of 

businesses might offer more impact, nonprofits still receive most of the philanthropic capital.  
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In order to determine the best type of social investment, the potential impact of each 

alternative must be investigated and compared. Evaluating social impact is no easy task. Finding 

a standard metric of an organization’s success has been a vexing challenge for the field of social 

investment. Many people and institutions have dedicated years of work to develop tools which 

would define an absolute standard with which to compare various social projects. Acumen Fund, 

a non-profit venture capital firm, tries to find a relevant metric for different social issues: for 

example, to address malaria they attempt to determine which of many bed-net distribution 

methods is most effective. The Fund then looks to quantify an investment’s social impact in this 

regard and compare it to the universe of existing charitable options for that explicit social issue. 

This methodology is known as the BACO7 or “best available charitable option” and the tool 

helps inform investors where their philanthropic capital will be most effective (Acumen Fund 

Metrics Team 2007). Their analysis has several limitations, but can serve as a general framework 

for evaluating possible solutions to poverty or, in the case of this paper, health care. So what 

implications does this analysis have for health care? 

 Health is a unique commodity that does not fit into an ordinary market scheme. 

Economic theory makes general assumptions about a perfect market, yet because the conditions 

for a perfect market are strict, there are few (if any) perfectly competitive markets. Health 

economics, however, have some radical factors that distinguish the field from other branches of 

economic theory. Some of these major factors include: 

1) Information asymmetry between physician and consumer 

A large knowledge gap exists between doctors and patients that creates a distinct 

advantage for the health-care provider. Patients do not know exactly what they pay for 

                                                
7 Appendix 2 demonstrates the calculation of the BACO ratio, comparing the social impact of donating $325,000 to 
buy and distribute free mosquito nets, to making a $325,000 loan to a local business that produces bed nets. 
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(nor what medical product they actually need) when making a transaction because they 

do not have an extensive medical background.  

2) Extreme uncertainty of health outcomes 

Even with an extensive medical background, a doctor’s prescription of treatments face 

high levels of uncertainty in outcomes: medications do not always guarantee a cure and 

side affects are equally unpredictable. 

3) Frequent externalities (especially with regards to infectious disease) 

Externalities arise frequently in health economics because an individual’s decision can 

affect the community as a whole. For example, curing a person of an infectious disease 

such as TB benefits not just the sick individual, but also everyone who may have 

contracted the disease through exposure to that individual Markets do not reflect this 

additional value. 

4) Monopoly powers of hospitals and urban clinics 

Because hospitals require skilled personnel and large capital investments, there are few 

available options to receive medical care. Without competition, hospitals have the power 

to charge exploitative prices and have no pressure to run at highest efficiency. 

5) A matter of life and death  

Most markets assume information symmetry and then settle on a price. Because for most 

people, life does not come with a price tag, the field of health care opens many 

opportunities for exploitation of patients, especially the poor. 

These non-ideal market aspects of health care make it difficult to implement market forces to 

improve community health, especially among the poor. But these challenges can be overcome. If 

business operations prioritize social responsibility, risk of exploitation can disappear. 
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Additionally, by only offering basic medical services, diagnoses become simpler; thus 

information asymmetry and outcome uncertainty are greatly reduced. Ultimately, a social 

enterprise that seeks social impact over profit can avoid many of the challenges of health 

economics and therefore can provide a feasible strategy to improve community health. 

Improving health care delivery for the poor 
Few deny the need for improvement in global health infrastructure. The WHO claims, “It 

will be impossible to achieve national and international goals–including the Millennium 

Development Goals (MDGs)–without greater and more effective investment in health systems 

and services” (WHO 2007). Though many institutions will likely agree with this statement, many 

questions remain: What is the best way to create a sustainable and broad infrastructure for health 

care delivery? Can businesses overcome the imperfections of health markets? Are market 

mechanisms a good option for providing health care to the poor? I argue: yes, if implemented 

correctly and with social vision. Unfortunately there is no panacea for poverty and disease. 

Instead there are tools that, if used properly and in conjunction with one another, can start to 

address social issues. Markets are not the solution; they are part of the solution. Social enterprise 

does not serve as a replacement for current government health systems but instead, as a 

complement that can strengthen existing infrastructure. By creating a sustainable source of 

quality medicines and reducing burden on the public system, social businesses can create 

powerful synergies with public systems to create better solutions to the problems of global 

health. In sum, socially driven market mechanisms offer an overlooked and unique solution to 

social problems and have tremendous potential to expand access to drugs, decrease the burden on 

the public health system, and empower low-income communities to take control of their health 

delivery.  
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Questions still arise if the social enterprise model can be generally adapted to other social 

goods. Furthermore, critics may challenge the ethics of selling anything to the poorest of the 

poor. These questions are addressed alongside global policy recommendations in the following 

section. 
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SECTION IV. ETHICS AND POLITICS  
 

 In this final section, I will defend my conclusion that social enterprise—specifically, 

social sector microfranchising—offers enormous potential to provide essential medicines to the 

poor. I will expand on my central thesis and argue that the same concepts of social enterprise can 

be applied in other market contexts and for other social goods including water distribution and 

sanitation. Next, I will address the ethical questions that are raised with the idea of selling 

essential commodities to poor and vulnerable populations instead of giving them away. Finally, I 

will outline policy recommendations for domestic governments and the global community to 

implement in order to encourage the expansion of social enterprise and catalyze further 

development of market-based solutions for social problems. 

Social sector franchises in other markets 
 One of the most central strategies of any successful business is to adapt to the local 

economic environment. In India, hamburger-conglomerate McDonald’s does not serve beef 

products. Despite the enforcement of detailed business plans, franchises can adapt. A business is 

capable of changing the basic ingredients while keeping the overall structure and quality control. 

Although the menu you offer might differ among large operational areas, the brand name can 

remain as consistent as the quality in each outlet around the world. 

 Just as McDonald’s can adapt, so can social sector franchises. For the HealthStore 

Foundation, Kenya requires a trained nurse to have ten years experience before opening her own 

practice or CFWShops. All franchisees are therefore more than qualified to run a basic clinic. 

Meanwhile, in Rwanda there are very few fully trained nurses available: too few to allow the 

aggressive growth desired by the HealthStore Foundation. But the franchise can adapt. Rwanda 
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has category A2 nurses (similar to licensed practice nurses, or LPNs, in the United States) that 

require significantly less training and are therefore more abundant in supply. While the A2 

nurses cannot offer the same diagnostic services as fully trained nurses in Kenya, the model 

adapts and the CFWShops offer a narrower menu of services. Across Africa, the basic elements 

of the drug delivery problems (corruption, counterfeit drugs, overburdened government clinics) 

are found in every country. Every region can be different, but businesses will adapt. 

In addition to adapting to various business environments, the social sector franchise 

model can also deliver social goods other than health care. For example, the social enterprise 

solution can also apply to the need for clean water in many impoverished communities. One in 

eight individuals worldwide do not have access to clean water, leading to 4,500 children dying 

each day from water related disease (charity: water 2010b). Due to the economic costs of water 

purification and delivery, providing water infrastructure to all communities requires a large 

upfront investment—one that may be unaffordable to governments, or that leads to exploitation 

by private companies (Barlow and Clarke 2002). The same obstacles for essential medicine 

delivery arise for the delivery of clean water: how can a community create a reliable water 

supply without depending on the profiteering private sector or inefficient and under-resourced 

governments? 

 Social enterprise has already demonstrated potential in the water market. WaterHealth 

International (WHI) has developed a model that incorporates a cost-effective technology 

designed for the poor by creating “water stores” that sell disinfected water at prices far below 

market rates. User fees for treated water are used to repay initial loans and cover the expenses of 

operating the water purification facility. WaterHealth hires local community members to conduct 

daily maintenance of the “micro-utilities,” thus creating employment and building capacity. 
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After the initial loans have been repaid, the communities own the facilities and therefore user 

fees become attractive sources of revenue for the community (WaterHealth 2010). WHI’s rural 

community water systems have already given one million people in India daily access to safe, 

affordable water. WHI has established 285 new water systems to date (Acumen Fund 2010b)—a 

strong beginning to addressing the lack of water infrastructure.  

 Other organizations continue to utilize business strategies to achieve social impact. In 

fact, a new industry of social venture capital investment firms has emerged to find and catalyze 

the development of these social organizations. The rising trend in impact investing has 

accelerated in recent years. The pool of socially responsible investment dollars in the United 

States has now grown to $2.34 trillion (Lyon 2009). Among these social investment institutions 

are Acumen Fund, Endeavor, Good Capital, and the Calvert Group. As the investment capital for 

social enterprise increases, social entrepreneurs can have greater resources to implement 

innovative business ideas that will continue to provide new solutions to social problems. 

Ethical questions addressed 
Several ethical questions arise when discussing social enterprise and the de facto push of 

capitalist theory onto impoverished communities. Because the poorest individuals are often the 

most vulnerable, any economic intervention must undergo close scrutiny in order to prevent any 

exploitation. I will address three major concerns regarding social enterprise for the poor 

including the sale of products to the poor, distributing enterprise dividends to wealthy investors, 

and withholding life-saving products to those who cannot pay. 

1) Is the sale of life-saving goods to poor people inherently unethical? 

 The creation of a product market does not inherently come with societal costs. Offering 

medicines, water, food, or housing to those willing to pay for the products allows formal 
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transactions of wealth but does not automatically harm those who are unwilling (or unable) to 

pay. By charging for essential medicines, a social enterprise can expand to reach far more people 

and therefore provide much greater access to life-saving care than would have been provided 

without the existence of the business. The greater social impact justifies the use of profit 

distribution. If, however, the business obtains undue profits and therefore seeks to use the poor as 

a means to create wealth elsewhere, the operation is not ethical. In order to avoid exploitation, it 

must be clear in the organization’s mission statement and business implementation that the 

business model primarily seeks to benefit the consumers. It is important to note that this type of 

social investing is a limited form of altruism or charity by investors because they are forgoing 

other profitable ventures. Social investing, however, does not require the same level of donor 

dependence as grant-based charities. 

2) Is it ethical to take profits from the poor and distribute them as dividends to wealthy 
investors?  
 
 Any for-profit company that utilizes private investments must eventually distribute a 

dividend to the investors. In this way, wealthy investors are profiting from the poor. These 

profits, however, do not exploit the poor, but instead create greater investments for improving 

conditions in impoverished communities. If profits are the only way of obtaining increased 

capital for social projects, then profits are an ethical means of addressing social problems. The 

distributed dividends encourage greater financial input and therefore serve as an indirect form of 

reinvestment of enterprise revenues. Exploitation occurs when businesses take advantage of a 

dire need and unfairly make a profit off vulnerable populations that are in weak bargaining 

positions. To address this concern, prices must be set at non-exploitative levels. Again, a social 

mission statement is required to ensure investors contribute to the project knowing that the 

ultimate goal is a social mission, not private profit. Profits are a means to achieve greater capital 
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and therefore have greater social impact—they do not violate any ethical principal until the 

amount of profit can no longer be justified as a tool solely to recruit greater investment.   

3) Is it ethical to withhold life-saving treatments to those who cannot pay? 

In the Universal Declaration of Human Rights, the United Nations (UN) states that 

“everyone has the right to a standard of living adequate for the health and well-being of himself 

and of his family” (United Nations 1948). It seems natural to assume that if health care is a 

“right,” then an individual’s access to health care should not depend on his or her ability to pay 

for treatments. By insisting that consumers pay for health-care products and services, businesses 

appear to violate a basic ethical tenant espoused by many, including the UN. The idea that for-

profit businesses are unjustly withholding life-saving treatments from the dying poor may be a 

strong ethical objection to using social sector microfranchising as a solution to health problems 

for the world’s poor.  

Yet no private entity can be entirely responsible for providing basic needs to an entire 

population. (A public governmental ethic may differ.) Indeed, it is difficult to criticize social 

enterprises for being exclusionary when the business dramatically increases access to health care 

and health products to poor communities. Without these businesses there would be no access to 

health care, which is perhaps a much more pressing ethical problem. A social business, therefore, 

is not withholding care but providing life-saving interventions to many new individuals, even 

though it may not have the means to help everyone.  

Safety net solutions must protect those who cannot afford life-saving medicines. These 

solutions may involve government welfare subsidies (including national health insurance 

programs), third-party institutional payors that provide for the poor (e.g. the Global Fund to 

Fight AIDS, Tuberculosis, and Malaria), or micro-finance and micro-insurance programs created 
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within the social enterprise or in partnership with existing organizations. Social businesses can 

relieve the current burden on many of these safety net solutions (i.e. free public clinics) because 

those who could pay for inexpensive health-care treatments would no longer be forced to use the 

public resources. 

Strengthening state capacities 
 It is important to emphasize alternative policy strategies that could also be implemented 

to improve efficiency of care in governmental clinics, without relying on any model of 

philanthropy. In order to address high levels of absenteeism, UN agencies could conduct random 

audits to keep pressure on internationally funded institutions that provide care. In order to 

decrease the cost of over-priced drugs, the global community could focus efforts on developing 

international and domestic policies that put an end to price mark-ups. Many local individuals 

receive high levels of education and then leave for higher-paying jobs in other countries. In order 

to prevent such “brain drain,” new educational institutions could develop programs that provide 

comprehensive medical training without offering a transferable medical degree. These are just a 

few options and definitely do not comprise an exhaustive list. By implementing these changes, 

the public system becomes more accountable and reliable, therefore creating less dependence on 

charities and social enterprises alike. 

 Another possible solution to many social issues of poverty includes more international 

funding for developing countries. Economist Jeffery Sachs leads this camp and suggests that 

increased charitable donations will allow low-income families to get on the “first rung” of the 

development ladder and then overcome the trap of poverty to achieve progress (Sachs 2005). 

More aid is needed, the argument goes, to provide the basic necessities that low-income 

communities cannot afford themselves. With this additional aid, families could find formal 
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employment and political voice through already established means and continue to apply social 

pressure for community development.  

 Despite a long history of foreign aid, however, many of the long-standing social 

problems of the past continue today. Easterly targets the inefficiency of aid and argues:  

“[A tragedy of the world’s poor has been that] the West spent $2.3 trillion on foreign aid 

over the last five decades and still [has] not managed to get twelve-cent medicines to 

children to prevent half of all malaria deaths. The West spent $2.3 trillion and still [has] 

not managed to get four-dollar bed nets to poor families. The West spent $2.3 trillion and 

still [has] not managed to get three dollars to each new mother to prevent five million 

child deaths” (Easterly 2006a). 

Many past aid projects and charity organizations have not made the greatest possible impact 

from their funding. Unfortunately, the greatest global social issues cannot be fixed simply by 

throwing more money at the problem. Complex problems require complex solutions that involve 

more key players than aid institutions alone. 

 In a recent publication, the prominent NGO Oxfam International published a report titled 

“Blind Optimism,” that strongly criticized private attempts to provide social goods in developing 

countries and prescribed greater investment in the public sector. Oxfam argues that governments 

and donors must strengthen state capacities to provide universal free health care through a public 

system (Marriott 2009). Committed action by governments in organizing and providing health 

services was responsible for cutting child deaths by between 40 and 70 per cent in just ten years 

in Botswana, Mauritius, Sri Lanka, South Korea, Malaysia, Barbados, Costa Rica, Cuba, and the 

Indian state of Kerala. More recently countries such as Uganda and Timor-Leste have used 

coordinated donor funding to massively expand public provision. 
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 Scaling-up public services has demonstrated massive social impact despite low incomes. 

Sri Lanka offers a strong argument with a developed public system: a Sri Lankan woman can 

expect to live almost as long as a German woman, despite an income ten times smaller. If 

pregnant, she also has a 96 percent change of being attended by a skilled health worker. 

Meanwhile, Lebanon has one of the most privatized health systems in the developing world and 

spends twice as much as Sri Lanka on health care. Despite the additional expenditures the infant 

and maternal mortality rates are two and a half and three times higher respectively. Although 

government clinics face corruption, overcrowding, and other operational issues, Oxfam argues 

that public provision of health care is not doomed to fail as some suggest. Making it work 

requires determined political leadership, adequate investment, evidence-based policies, and 

popular support. Clearly, a strong public system can greatly improve the health of a nation. But 

just as charity and social enterprise cannot do it alone, public policy will not be the sole solution 

to the complex issues of health care delivery to the poor. 

Policy recommendations 
 To catalyze the development of the market-based solutions discussed, changes must 

occur in public policies, which advance social enterprise initiatives. The business environment in 

many low-income countries does not encourage social entrepreneurship nor do all government 

taxes align with societal benefit. Opening a business is costly both in time and money, especially 

in the developing world. In Latin America and the Caribbean, for example, it takes an average of 

68 days to open a business and costs about 44% of income per capita; in Sub-Saharan Africa 

establishing a business costs over 150% of the income per capita (Gradl et al. 2008). As 

previously discussed, many developing countries also place high taxes on finished 

pharmaceutical products, active ingredients, vaccines, and antibiotics. In fact, these taxes can 
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mark-up basic medications by as much as 15% (see Figure 5 – from Stevens and Linfield 2010). 

These drug taxes combined with economic 

barriers that prevent new businesses can 

drastically hinder the expansion of social 

enterprises. 

 These problems, however, can be 

addressed through public policy. First, the drug 

taxes and tariffs raise little revenue for 

governments (Stevens and Linfield 2010) and 

make many life-saving medicines unaffordable to the poor. The abolishment of these policies can 

be the first step to reducing the cost of essential medicines and therefore increasing availability 

to the poor. Second, governments should encourage new businesses to enter the market. Policy-

makers can do so by reducing restrictive registration, licensing and permit laws to increase the 

ease and speed of opening a new business. They can strengthen contractual frameworks to 

enforce physical and intellectual property rights, and increase access to financing through credit 

facilities and loan guarantees (Beck, Deelder, and Miller 2010). By focusing on the general 

factors of easing the process of opening a business, creating new access to finance, and enforcing 

property rights and legal contracts, the business environment can support, rather than discourage, 

innovative market-based solutions.  

Conclusion 
Social enterprise can offer innovative solutions to address long-standing social problems 

where other initiatives have failed. Specifically, the social sector microfranchising model 

effectively addresses the fundamental obstacles facing the delivery of essential medicines: an 

Figure 5 – Government taxes on drugs  
 



Berk, Justin 
Political Science (4/26/10) 

 

59 

abundance of low quality medications, no reliable outlet for in-stock drugs, and consistent 

government corruption alongside unaffordable private alternatives. In contrast, social sector 

franchises can provide a constant supply of brand-name high-quality medicines through outlets 

that are owned and operated by local nurses who have an economic incentive to run their 

business effectively and profitably. The socially driven model does not serve to replace the 

public provision of basic health care, but instead complements the government delivery system 

by reducing the burden on public clinics. Domestic policy-makers can encourage new kinds of 

socially driven entrepreneurship while donors and investors can fund these types of projects to 

encourage more widespread impact. Overall, social enterprise offers a potential strategy that is 

not only a scalable endeavor, but also a sustainable solution that will continue to develop for 

years to come. 
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Appendix 

A1 – Distribution of causes of death among children aged under five 
years, 2004 

 
 
 

Global child mortality rates by cause in 2004 (Mathers and WHO 2008) 
 

 
Taken from WHO Global Burden of Disease: 2004 update (2008) 

 
 
This graph illustrates the global breakdown for causes of death for children under the age of five.  
Categories depicted in blue are diseases treatable with antibiotics or other inexpensive 
pharmaceutical drugs. Other causes of death include HIV/AIDS, birth asphyxia and trauma, 
prematurity, injuries, congenital anomalies, and noncommunicable diseases. 
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A2 – Insecticide Bednets: BACO vs. An Acumen Fund investment 
Comparing the purchase and distribution of bednets to an investment in A to Z Textiles, a 
manufacturer of affordable bednets. 
 

 

 
 
“Upon making the investment in A to Z, we could estimate that it would cost Acumen Fund less 
than $0.02 to protect one individual from malaria for one year, compared to $0.84 through the 
BACO. In other words, Acumen Fund’s investment in this scenario is 52 times more cost-
effective than the best available charitable option” (Acumen Fund Metrics Team 2007). 
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