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Poverty is a Global Menace

Many of the causes célèbres in the world today – AIDS and other infectious diseases, terrorism, environmental degradation, illiteracy, human rights abuses, illegal immigration, debt slavery – have their roots in the brutal daily indignities of mind-numbing poverty.  Human beings do not wish to be poor anymore than they wish to be crippled, senile or malnourished.  Large scale poverty does not exist because great numbers of people are stupid, lazy or incompetent.  Factors like religion or the so-called “work ethic” do not explain the vast imbalance in access to resources.  Billions of people languish in poverty and hopelessness because social, cultural and economic forces beyond their control marginalize and oppress them.  Unconscionably, the impoverished masses on our planet are slaves.  This chronic, systemic deprivation is often called “institutional poverty.”  Gandhi called it “the worst form of violence.” Poverty perpetuates itself across generations because it is almost never in the short term self-interest of the ruling or empowered class to challenge the status quo which tends to legitimize their special interests.  In the absence of effective democratic or egalitarian institutions, the law of the jungle dictates that the strong will exploit the weak.  The cycle of poverty exerts a strong gravitational pull that is difficult to escape.  For example, very poor people often lack access to quality health care which causes disease, disability and premature death, all of which increase poverty.
Characteristics of the Poor

Middle and upper class people often mistakenly assume that the poor are not like them.  They see unsanitary hygiene or unrefined manners and conclude that the lower classes must think differently or at least be apathetic.  In fact, very poor people are just people in acutely constrained circumstances who are often dispirited because they know a better life exists but they feel powerless to progress toward it.  The poor are survivors.  They are adaptive.  They are fashion, brand and value conscious.  Given the chance, they learn readily and adopt modern technology enthusiastically.  And as any tourist who has ever walked along Caribbean beaches will testify, the poor can be tenacious when they sense an opportunity.  In short, there is no reason why, given a favorable environment, the poor cannot become informed consumers and efficient producers in the global economy.          

Enterprise is the Solution to Global Poverty

Every nation that has lifted itself out of poverty in the current generation (Singapore, South Korea, Taiwan) has done it in precisely the same way:   job creation through successful enterprises.  In emerging nations, you can’t medicate your way out of poverty, even though access to health care is a necessary condition.  Cubans enjoy excellent health care by world standards, but they are desperately poor.  You can’t educate your way out of poverty, even though access to knowledge is a necessary condition.  Thousands of Peruvian MD’s and PhD’s drive taxis.  You can’t borrow your way out of poverty, even though access to capital is a necessary condition.  Bolivia has more micro-finance capacity per capita than any other nation on earth, yet it remains the poorest country in South America.  And, you can’t legislate your way out of poverty, even though property protection is a necessary condition.  India enjoys good laws as part of its British legacy, but corrupt enforcement dooms millions to lives of squalor.  You must earn your way out of poverty because even though income can be redistributed in many different ways, there is only one way to create wealth:  a successful business has to make a profit.

Virtuous Enterprise Cycles

Once a businessman or woman makes a profit, even a very small profit, they have created wealth and own property.  The challenge then becomes protecting that property and, if they are enterprising, eventually leveraging their assets to launch a new venture.  A friend of mine made money printing software user’s manuals.  He sold his printing business and is now in real estate development and automobile dealerships.  The jobs he created as a successful printer are still paying living wages to the employees of that original firm, but he has now created new jobs in other industries and the U.S. economy has grown commensurately.  This virtuous enterprise cycle does not happen nearly often enough in the developing world.  Emerging countries are capable of impressive economic growth as Chile, India and China have recently demonstrated, but only when their entrepreneurs are empowered to make a profit, protect their property, and leverage assets.

Entrepreneurs are a Subset of the Population

Risk-averse people generally lack the temperament to own and run a business.  To be optimally productive, most people (nine out of ten people in my experience) should be teachers, production workers, or some other form of employee.  In the developing world, though, there simply are no jobs so virtually everyone is a de facto small time entrepreneur whether they like it or not.  These millions of tiny businesses almost never turn a profit and their impoverished owners eke out a subsistence living that perpetuates inter-generational poverty.  My brother-in-law recently returned from a business trip to West Africa.  He was appalled at the rows and rows of identical produce shops where everyone was selling and hardly anyone was buying.  Somewhere among those underutilized produce merchants is an enterpriser capable of breaking out, growing their business, and creating jobs for their friends and neighbors.  In the current social, economic and political environment in Africa, though, most of that potential for enterprise will go unrealized.  When everyone is doing exactly the same thing on a small scale, Adam Smith’s vaunted productivity through specialization never happens.
Relief versus Sustainability

Those of us blessed to live and earn in wealthy nations generally ignore global poverty.  It is seemingly intractable and supremely unpleasant to contemplate.  When we do think about our impoverished brothers and sisters in faraway lands, our normal reaction is:


▪ Send money.

▪ Send stuff.

▪ Send people.
In other words, we offer a little temporary relief.  What would a typical American or European think if they were that impoverished aid recipient?  Would they be satisfied with a little cash, a care package or a group of adventure travelers on a service project?  Of course not.  They would want a job.  They would want sustainability.  And sustainability only comes through profitable enterprises.  I was in a village located beside a large river in Peru’s Sacred Valley.  The villagers had irrigated fields on a plateau a few dozen feet above the river.  A large pump was installed near the river with a four inch pipe running up to the crops.  A steady procession of villagers was hauling water in buckets up a well-worn track to their fields.  “Where did that pump come from?” I asked.  “Some Koreans installed it a few years ago,” they replied.  “So why are you hauling water in buckets?” I continued.  “The pump’s broken,” they replied.  “Why don’t you fix the pump?” I asked.  “The Koreans have never come back,” was their reply.

Micro-Franchises in Perspective

Large infrastructure projects that were the staple of foreign aid programs for decades have not solved poverty.  Beautifully paved roads have rotted back to dirt and once new hospitals are crumbling.  “Save the children” type sponsorships have not solved poverty because few of the sponsored children achieve self-sufficient prosperity once donor fatigue sets in and the sponsorship inevitably ends.  The dependency created by handouts does not alter the underlying institutional basis of poverty and may even exacerbate the problem.  The micro-credit revolution has made a dent in poverty, but a definitive solution remains elusive since micro-borrowers, even after multiple rounds of financing, tend to have such small enterprises that they create very few jobs for people beyond their immediate family.  To solve poverty we must:


▪ Identify high potential enterprisers.

▪ Train these future business owners in ethics and sound management principles.

▪ Help these nascent entrepreneurs found successful businesses.

▪ Help these aspiring capitalists grow their businesses and create jobs.

▪ Help these successful managers protect their property and leverage assets.
The most efficient way to ignite and fuel this virtuous entrepreneurial cycle on a scale large enough to make a difference in a poor country may be through micro-franchises.

Wisdom Literature

Among the hundreds of books devoted to poverty alleviation in our era, three titles stand out:


▪ Banker to the Poor by Muhammad Yunus.

▪ The Mystery of Capital by Hernando de Soto.

▪ The Fortune at the Bottom of the Pyramid by C. K. Prahalad.
These volumes clearly outline what causes poverty (exploitation), the results of poverty (enslavement), and the solution (liberating institutions that enable enterprise.)  This paper argues that the franchise business model may be the most effective way to provide the uplifting and nurturing institutional support that oppressed people currently lack.

Variations on the Franchise Theme

To many in the industrialized world, the term “franchise” conjures up a mental image of hundreds or thousands of nearly identical fast food restaurants, but the franchise business model is much broader and more flexible than that.  There are at least fifteen different kinds of business relationships that could be considered variations on franchising.  In each case, there is a symbiotic relationship between a local entrepreneur and a supportive institution that provides the environment for successful enterprise.

Business Relationship

Examples


Characteristics
1. Product Franchise

Automobile Dealerships
Relative Autonomy





Professional Sports Teams
Capital Intensive





Bottling Plants

2. Business Format

Restaurants, Lodging

Strict Operating System


Franchise

CFW Shops Pharmacies
Fees, Royalties





(Kenya)




Cellular City Storefronts




(Philippines)
3. Informal Business Format
Paleterias La Michoacana
Loose Affiliation






(Mexico Multi-national)
4. Buyer’s Coop

Associated Food Stores
Member-Owned Logistics





(Utah Regional)
5. Producer’s Coop

Moroni Feed (Utah)

Member-Owned Sales,




Lijjat (India)


Logistics
6. Owner/Operator

Truckers


Driver Owns Vehicle(s)





Collectivo Drivers





(Latin America)

7. Delivery Route

Dairy Roundsmen

Fixed Periodic Circuit





(England)


Food & Perishables





Snack Foods Delivery






D’onofrio Ice Cream Carts





(Peru)
8. Manufacturer’s Rep
Specialized Equipment
Local Sales Consultant





Specialized Materials

Protected Territories





Unilever Shakti Amma




(India)

9. Journeyman


Mechanics


Tradesman Owns Tools





Electricians, Plumbers

Independent Contractor
10. Piecework Jobber

Apparel Manufacturing
Cottage Industries, Semi-

Worldstock.com

Finished or Finished Goods





(Utah Multi-national)







11. Independent Operator
Hair Stylists


Rents Chair or Space





Retail Market Stalls
12. Local Agent

Insurance Agents

Commissioned Sales





Real Estate Agents

13. Local Distributor

Avon Ladies


Open Territories





Paper Boys


Informal Sales

14. Local Purveyor

Grameen Phone Ladies
Scarce Village Resource




(Bangladesh)

15. Local Promoter

Cemex Patrimonio Hoy
Commissioned Agent





(Mexico)


Organizes Self Help Groups

Characteristics of Franchise Relationships


In each of these 15 situations, a relatively autonomous local entrepreneur owns means of production or an independent business that is closely affiliated with a larger and more powerful local, regional, national or global enterprise.  The large enterprise benefits because the entrepreneur provides some of the start-up capital, most of the manpower, and local knowledge and contacts.  The entrepreneur has a strong incentive to be profitable.  The entrepreneur benefits because the large enterprise provides institutional infrastructure that would be difficult for an individual to build or acquire on their own.  For the micro-businessmen in the developing world as for the small businessmen in the industrialized world, franchises tend to be less risky and more profitable than totally independent enterprises.  And in many forms of franchise relationships, local owners can build up equity in their businesses through asset acquisition or customer goodwill while they are earning wages.  The franchise relationship tends to insulate the entrepreneur from many of the shocks of the chaotic world by providing a micro-business person a degree of stability, security and predictability that they could rarely achieve on their own.  At its heart, a franchise is “a symbiotic relationship between local entrepreneurs and an enabling institution.” 
Malevolent and Benevolent Institutions

The key here is the word “institution.”  Malevolent institutions (corrupt governments, commercial monopolies, mafias, exploitative slum lords) enslave the poor and foment poverty.  Infrastructure enhancements (schools, bridges, hydro-electric plants) in the egalitarian environment of Western democracies improve the business climate and create a rising tide that lifts all boats.  Those same infrastructure investments in the developing world often end up simply strengthening the hand of the local oligarchs who are the root cause of institutional poverty in the first place.  Individualistic interventions (temporary relief aid, small personal loans) level the playing field enough to give certain strong people some of the tools they need to escape poverty.  It is hard, though, for even strong individuals armed with a few tools to liberate themselves from the suffocating influence of the oppressive institutions around them.  What the poor really need is a benevolent, nurturing, liberating institution to help them begin to achieve their potential.  In the developed world where the poor feel beleaguered by landlords and credit bureaus, this hand up is often provided by educational institutions, employers, the government, churches, charities, etc.  In emerging nations, an efficient way to provide large numbers of impoverished people with an institutional ally may be through for-profit enterprises operating some form of the franchise business model.
More Franchise Characteristics

Franchises are democratic capitalism.  They distribute ownership and wealth widely throughout a target population.  They are cooperative entrepreneurship, a system where costs, risks and profits are shared between an enabling franchisor or parent company and an implementing franchisee or local business partner based on a contractual relationship.  Franchising is a method of cloning successful businesses.  Steve Gibson calls franchises a “business in a box.”  You don’t have to be a business genius to run a profitable franchise.  “Anyone who can make an ice cream cone can run a Dairy Queen,” the people in Minneapolis say.  Franchise organizations can grow very quickly because they are potentially highly scalable.  When governments and most other societal institutions are weak and corrupt (that describes most of the developing world), a parent company, franchisor or master franchisee can be a kind of surrogate government, providing important goods and services that the franchisee would never have access to absent this institutional support.  At the same time, well-managed apex franchise organizations generate operational cash flow to offset their administrative costs and earn a profit.  The historical humanitarian NGO (non-governmental organization) pattern – solicit donations in the industrialized nations to fund perpetual deficits in the less developed areas of the world – takes giant strides toward sustainability using the franchise business model.  The ultimate in sustainability is a profitable business.

Advantages of the Franchise Business Model

Forty years ago, few franchises existed in the U.S.  Today they dominate most main streets and strip malls.  At the International Franchise Expo held at the Washington DC Convention Center in early May 2004, over 20,000 unique franchise business opportunities were on display or represented.  In the US, few new independent business start-ups are still viable after five years.  On the other hand, a higher percentage of new franchise locations are still viable after five years. Franchising generally works well relative to small independent businesses because:


▪ Franchisor requirements tend to produce quality applicants.

▪ Franchisors expend significant resources to perfect their operating systems.

▪ Franchisors generally inspect and internally audit their operations. 


▪ Franchisors tend to promote truth in advertising and packaging.

▪ Franchisors tend to control site selection which prevents market saturation.

▪ Franchisors generally innovate to stay abreast of changing market conditions. 


▪ Economies of scale allow for intelligent and efficient procurement.

▪ Franchise networks can often afford access to current technology & equipment.

▪ Franchise networks tend to foster rapid dissemination of best practices.

▪ Franchises tend to enforce productive standardization and uniformity.

▪ Franchises tend to be housed in specialized facilities rather than on the street.

▪ Franchises tend to distribute professionally & hygienically packaged products.

▪ Franchises tend to distribute branded products and disparage piracy.

▪ Franchises tend to be readily fungible if they are successful.

▪ Franchise networks can quickly scale up regionally, nationally, or globally.

▪ Franchises often create jobs for people beyond the owner’s immediate family.

▪ Franchises are often viewed as relatively low risk business ventures.

▪ Franchises generally enjoy relatively high sales volumes in their market.

▪ Franchises tend to be adequately capitalized.

▪ Franchises lend themselves to professional management, freeing up the owner.

▪ Franchisees self-select so they tend to be highly motivated.
▪ Franchisees have time and money invested so they tend to manage attentively.
▪ Franchisee education tends to be highly relevant and therefore effective.
▪ Franchisees are generally required to keep accurate accounting records.

▪ Consumers generally appreciate the quality and consistency of standard brands.
The Rule of Law

Even more importantly, there is one feature of the franchisor/franchisee relationship that is of paramount importance in developing nations.  The franchisor develops a franchise operating system.  If franchisees do not follow that operating system, they may lose their franchises.  In other words, franchisees must play by the rules or risk forfeiting their investments.  It is in the franchisee’s own self-interest to be a law abiding citizen within the franchise community and the franchisor can enforce the rules with both a carrot and a stick.  Margaret Thatcher is precisely correct in her comments praising Hernando de Soto’s imperative book The Mystery of Capital.  “… It addresses the single greatest source of failure in the Third World and ex-communist countries – the lack of a rule of law that upholds private property and provides a framework for enterprise.”  It is a daunting, Herculean task to contemplate the effort required to transform a country with endemic corruption where the informal sector dominates the economy into a law-abiding society that protects private property and allows entrepreneurs to leverage assets.  In many countries, a violent coup d’état may be required (Pinochet in Chile comes to mind).  It is much easier to select high potential enterprisers, train them in a franchise operating system, and then let their own self-interest guide them to take advantage of the franchise network’s built-in property protections.  With a franchise system providing some of the services that ambient social institutions do not offer the poor, it is not too difficult to envision large numbers of successful micro-franchisees in developing countries selling their businesses, acquiring a second franchise, or getting a loan against their assets to finance a new venture.  Micro-franchising can ignite a commercial revolution.   

Franchise Networks as a Surrogate Rule of Law

In 1973, I was in the home of a college professor in Arequipa, Peru.  After a lively conversation about the global economy, this academic opined, “Ojalá nos hubieron conqusitado los Ingleses.”  “I wish the English had conquered us.”  What he meant was that Peru would be much more advanced economically if Peruvians generally respected the rule of law.  (When Latin American immigrants come to the US, they are often surprised to find that most drivers obey traffic rules and most citizens pay taxes.)  Despite cultural mores, franchise operating systems can serve many of the same functions as a rule of law while franchise networks can be wonderfully supportive social institutions.
Franchise Networks as Social Liberators
One other aspect of the franchise business relationship is very important to international economic development.  In Latin America, for example, the “patron” is the boss, the owner, while most employees are a “peon,” an underling, a have-not.  Franchisees are not nearly as deferential to their parent companies as employees tend to be to their bosses.  After all, a franchisee is an owner.  Franchises empower their many owners financially, but also emotionally and socially.  In fact, it is commonplace for franchisors to maintain a certain percentage of “company stores” among their locations to prevent their franchisees from becoming too powerful and dictating terms back to the home office.  The social empowerment that franchise networks offer is one reason the U.S. Small Business Administration SBA (sba.gov) recommends franchises as a good first venture for women and minority entrepreneurs.
Access to the Market for Risk

Latin Americans frequently hear the phrase “Si Dios quiere,” “God willing.”  Impoverished people have so little control over their own destinies that they often become fatalistic.  Cultural legacies contribute to this lack of empowerment.  When Spanish entrepreneurs sent ships abroad, they formed mutual stock companies and shared the risk of the voyage.  If their ship came in laden with gold and silver, the owners rejoiced.  If their ship foundered or was captured by English pirates, the owners often went bankrupt.  Their fate was in God’s hands.  English entrepreneurs also sent ships abroad through mutual stock companies, but they had Lloyds of London.  If their ship came in laden with spices and tobacco, the owners rejoiced.  If their ship suffered misfortune, at least the owners were not completely wiped out.  Because they employed superior forms of business organization that protected property through shared risk vehicles like insurance, the English had more control over their own fortunes.  This gave them greater confidence in the future and confidence is the fuel that feeds the virtuous cycle of enterprise growth.  Typical micro-enterprisers in the developing world survive on such slim margins for error that the slightest problem can be devastating.  If they don’t work today, they may not eat tomorrow.  Hence, the extreme fatalism of “Si Dios quiere.”  Having a franchise network to support and indemnify them through access to the market for risk empowers these tiny business owners and gives them the confidence they need to save, invest and grow their enterprises.   
Franchises Enforce Discipline 

The discipline franchisors can enforce up and down their franchise network makes this form of business organization an ideal solution for some very difficult problems.  For example, there are billions of dollars being spent right now trying to find efficient methods of essential drug distribution in the less developed world.  The Gates Foundation (gatesfoundation.org), the Clinton Foundation (clintonpresidentialcenter.org), President Bush’s PEPFAR (President’s Emergency Plan for AIDS Relief) fund (usaid.gov/our_work/global_health) and others are struggling to discover ways to get appropriate pharmaceuticals in the hands of those who desperately need them.  Health care delivery systems in much of the world are riddled with corruption at all levels.  For instance, doctors and nurses who are paid very poorly by U.S. standards steal drugs from hospital stocks and sell them on the black market to supplement their incomes.  Franchised pharmacies are much more likely to self-regulate and enforce rational dispensing practices because the inspectors/auditors who come out from headquarters on a regular basis can revoke a franchisee’s license if they find a pattern of irregularities.  It is in the self-interest of franchisees to obey the rules since compliance protects their investments and strengthens the brand.  
Franchise Networks as Savings Vehicles

Many governments try desperately to get their citizens to save more money.  Capital formation happens when surplus value gets stored as endogenous savings so it is available for future investment.  The Banco del Ahorro Nacional in Mexico (condusef.gob.mx/informacion_sobre/patronato/patronato.htm), for instance, works to foment a “savings culture” among the working class in that nation.  Forced savings are not unusual.  Social security in many countries is simply government-mandated retirement savings.  One of the most highly regarded micro-finance institutions on earth is Carmen Velasco’s ProMujer (pro-mujer.org) because she delivers education, health and legal services to her clients in addition to micro-banking.  ProMujer funds these additional services through automatic withdrawals from forced savings accounts.  Because franchisees pay regular royalties, rents or fees back to the franchisor and/or work largely on commission, the franchise business model lends itself well to a system of forced savings, whether for retirement, health care premiums, or a rainy day fund.
Transparent Franchises versus Corruption

C.K. Prahalad in his seminal book, The Fortune at the Bottom of the Pyramid, eloquently describes the “poverty penalty.”  It is cruelly ironic that the very poor in most nations actually pay much more for the very same goods and services than their more affluent counterparts in richer neighborhoods.  Most of the problem stems from petty profiteering slumlords who exploit their neighbors by protecting “shanty-town monopolies.”  Micro-franchises can address this problem in two ways.  First, franchise systems tend to enforce transparent, rational and often regional or national pricing, so micro-franchises could provide the poor with affordable options for the goods and services they purchase.  Second, just as England progressed when the small businessmen of that “nation of shopkeepers” acquired political power, poor nations will develop when marginalized business owners stand up to societally-sanctioned corruption and demand their rights. The micro-franchise concept has the potential of politically empowering large numbers of small entrepreneurs who tend to be opinion leaders in their communities. 
Case Study: Street Vendor Beatriz Lagos in Cuzco, Peru

The case of Beatriz Lagos is telling.  Beatriz sells snack foods from a tricycle cart a few blocks from the main plaza in Cuzco, Peru.  She gets up at 5:45 a.m. and retires at 11:00 p.m. six days a week.  Her tiny house is far from the center of town, so she must rent a parking space in a secured lot to store her tricycle overnight.  She rents her tricycle from her supplier.  Her inventory is worth about $150 at replacement cost, but she does not own it.  It is on loan from her supplier and she pays interest on it at the rate of 10% per month.  Her supplier requires that she make daily interest payments.  Since she operates her cart 14 hours per day, a lantern is required for light.  Lantern fuel costs $1.80 per week.  Pilferage is a serious problem because all inventory shrinkage reduces her bottom line by the cost of goods plus the carrying cost of her flooring loan.  A band of street urchins once overturned her cart and helped themselves to about one third of the scattered snacks before she and a passer-by scared them away.  It took Beatriz several months to recover from that financial reverse.  She pleaded with her supplier to at least forgive the interest on that distressed inventory, but he refused.  Her son now helps her guard the cart during certain hours of the day, even though he is bright and would much rather be in school.  Outdated inventory is a constant concern because her supplier does not rotate stock or manage shelf lives.  Once she takes product through her supplier’s door, she cannot return it.  She must sell it, consume it, give it away, or dispose of it, but she has to pay for it with interest in any event.  Once she was sold a box of D’Onofrio Sublime chocolate bars that were old and full of worms.  The box looked fine on the outside.  It was only after her customers opened the individual candy bars that the problem became apparent.  She tried to return the defective box to her supplier, but he refused to help her.  Itinerant beggars stop by her cart frequently asking for a handout and occasionally she gives something away to a particularly disadvantaged person.  Irate customers often berate her because of her high prices. Large food processors like Nestlé run TV commercials advertising products at a certain price.  Beatriz’ cost from her supplier is often 10-15% higher than the advertised price on TV, so after she adds her markup, many customers complain.  About once a week, a police officer comes along, expecting a bribe.  Beatriz runs an informal, unregistered business that is technically illegal.  If she did not pay off the policeman, he could make trouble for her, so she gives him a little money.  On a good day, she takes home $4.  Most days it is $2 for an effective pay rate of 14 cents per hour.  Beatriz Lagos, for all practical purposes, is a slave.  She has been marginalized and is being oppressed by forces beyond her control.  She bears most of the risk in an exploitative relationship.  There are hundreds of Beatrizes in Cuzco, Peru, and millions all over the developing world.  Any of several institutionalized micro-franchise systems could liberate Beatriz Lagos as surely as John Mitchell and John L. Lewis liberated Appalachian coal miners by organizing them in the early part of the 20th century.
Franchise Vendibility

Few successful business owners do the very same thing during their entire career.  Most build up a business, sell it or stabilize it with professional management, and then start something new.  Selling a business can be tricky because the universe of potential buyers is small and privately held businesses are hard to value.  For most micro-business owners in developing nations, selling their businesses is impossible for a variety of reasons:


▪ The enterprise is almost certainly informal, not legally registered.

▪ The enterprise is probably highly personality dependent.

▪ With no barrier to entry, potential buyers can simply start something identical.

▪ Adequate accounting records probably don’t exist so value is indeterminate.
The franchise business model by its very nature solves all of these problems so the owners of micro-franchises can build up their asset values with confidence, knowing that they can access that capital in the future when a compelling new venture comes along.  This is one reason why banks in the developed world are much more likely to loan money for a franchise start-up than for a new independent business.              
Market Penetration

The franchise business model is thriving worldwide.  Franchises account for 10-15% of GDP (Gross Domestic Product) in most developed countries.  Franchises globally are growing about twice as fast as their host national economies.  They are also proving to be excellent vehicles for developing export earnings.  Many Singaporean franchise systems currently operate in and repatriate profits from Thailand, for example.     

Mexico is a Model

Mexico is an instructive model because it tends to be a bellwether for the rest of Latin America.  Franchises were relatively unknown in that economy 20 years ago.  Today there are hundreds of franchise networks in operation in Mexico and the concept is growing fast. Victor González Torres’ Farmacias Similares (farmaciasdesimilares.com.mx) have become the largest network of corner drugstores in the country and have expanded into Argentina.  Some Mexican franchises like the informally managed Paleterias La Michoacana with over 15,000 outlets (chapala.com/chapala/Dicpopsicle2000.htm) are ubiquitous and have penetrated the U.S. market.  In 20 more years, franchises will dominate Mexican main streets and strip malls just like they do today in the U.S.  (Market studies in both countries indicate that Hispanic consumers tend to be highly brand loyal.)  It is time to unleash the power of the franchise business model to unlock some of the latent potential for sustainable development that lies dormant throughout the less affluent countries of the world.
Appropriate Enterprise Scale

Micro-franchises are very small operations.  The 70 CFW (Child and Family Wellness) Shops operated by Scott Hillstrom’s SHEF (Sustainable Healthcare Enterprise Foundation) in Kenya (cfwshops.org) are one example.  The 24 Cellular City storefronts franchised to alumni of Steve and Bette Gibson’s ACE (Academy for Creating Enterprise) in Cebu, Philippines (creatingenterprise.com), are a second example.  Even a business with as small a footprint as Muhammad Yunus’ Grameen village phone ladies in Bangladesh (grameenphone.com) is a form of franchise.  Direct distribution models like Unilever’s Shakti Amma dealers in India and Brazil’s nearly ubiquitous Avon ladies generally employ a single person.  In most cases, though, that single person earns much more and has more security than they would have on their own without the nurturing support of the large enterprise around them.  Most micro-franchises will be created in the developing world rather than exported from industrialized nations.  A great deal of creative social entrepreneurship will be required.  The per unit numbers are simply too small to allow systems to be merely adapted from developed countries.  In less developed countries though, small can be beautiful as long as there is growth.  In Bolivia for example, per capita income is about $1,200 per year so a micro-franchise that allowed its owner to take home $150 per month would give that enterpriser an income well above the national average.
Future Trends

Commercial realities such as market demographics, land values and transportation infrastructure dictate the scale of commerce in any given community.  In my city of American Fork, Utah, for example, the local Wal-Mart recently vacated its original store and moved to a Super Center across town, adding 300 new jobs in the process.  What had been big box retail is now mega box retail.  The same phenomenon will happen with certain micro-franchise locations under favorable conditions.  Some will grow into “mini-franchises,” generating more wealth and creating more jobs in the process.  The micro-franchise industry worldwide will trace a trajectory similar to the one that micro-finance has followed where at first, philanthropic support or socially responsible corporations will be needed to create the operating systems, adapt them to local conditions, and implement the initial operating networks.  Some networks will become self-sufficient fairly quickly, while others will be at least partially donor dependent over long periods.  Incubators, facilitators, replicators, holding companies and accelerators will arise as the industry matures.  Securitization through syndication will attract some interest from mainstream franchise industry players and financial institutions.  Some multi-nationals and large domestic corporations will seize the concept as an opportunity to cost-effectively open vast new markets of heretofore underserved consumers.  Multi-national corporations will forge creative joint ventures with NGO’s.  Informed people generally will come to realize that very small enterprises can be efficiently and profitably run so they create jobs and contribute significantly to national economies.
Coalescing World Opinion
Institutions worldwide have begun to direct resources and political will toward sustainable development through private sector initiatives.  The Inter-American Development Bank, IDB, (iadb.org) created the Multi-lateral Investment Fund, MIF, to pursue enterprise based solutions to poverty in the Americas.  The World Bank through its International Finance Corporation, IFC, (ifc.org) created a “Grassroots Business” initiative to support private enterprises.  The exciting new Millennium Challenge Corporation (mca.gov) aims to change historical foreign aid paradigms toward real economic growth through private initiatives.  “Sustainable” is the new development mantra and sooner or later that means large numbers of profitable businesses.
The Grameen Experience

A few years ago, my oldest son spent a summer as an intern with the Grameen Bank in Bangladesh.  Upon his return, I asked him for his impression of this revered institution.  He said with a bit of disdain in his voice, “Grameen is more of a business conglomerate than a micro finance institution.”  He was referring, of course, to the fabric manufacturing, agri-business, telecommunications, Internet and other for-profit commercial and industrial enterprises in the Grameen family.  In my son’s mind, it was as if micro-credit was altruistic and pure while large scale business was somehow greedy and dirty.  I asked him to put himself in the shoes of a typical Grameen borrower.  Would he rather have a loan and a pat on the back as he went off to do battle with the cold, cruel world and seek his fortune?  Or would he prefer a loan and a proven business opportunity that came with considerable institutional support built in?  If only one person in ten is destined to be a true entrepreneur as I have suggested, then various kinds of franchise relationships can expand that pool to include quasi-entrepreneurs who do not have to manage innovation if they just follow well-established business operating system rules. 
Reality Check
Livelihoods in developed nations ultimately come from successful business enterprises.  Most of us understand that implicitly.  So why do many governments, NGO’s and socially responsible corporations continue to deal with global poverty by sending money, stuff or people?  Because it is easy and relatively small organizations can successfully administer relief aid which temporarily placates activist consciences.  I presented a version of this paper at BYU under the auspices of the Center for Economic Self-Reliance CESR (marriottschool.byu.edu/selfreliance).  In that presentation I suggested that it is ten times harder to build a successful business enterprise in a developing nation than it is to simply dispense charity.  A savvy veteran of the poverty wars raised his hand at that point and enlightened me.  “It’s not ten times harder,” he retorted.  “It’s a hundred times harder.”  I stand corrected.

Peculiar Institutions
Poverty is slavery.  In the context of the American Civil War, politicians in the antebellum South were fond of calling slavery their “peculiar institution.”  It was a malevolent institution that enforced servitude through intimidation and violence on the one hand and dispensed a rude form of charity (often couched in the trappings of religiosity) on the other.  (Interesting question:  How much longer would institutional slavery have persisted in the US if the developed nations of that era – England and France – had provided massive amounts of charity to the American underclass in the name of humanitarian relief?)  It required the Union Army and the emergent federal government to free those slaves.  It will require a new breed of “peculiar institutions” to free the impoverished slaves who languish in oppression on the planet today.  Peculiar can mean corporations who exhibit as much ingenuity as an NGO.  Peculiar can also mean NGO’s who encourage profitability as much as a corporation.  Either way, the franchise business model in its search for profits could help liberate disenfranchised people.
Viability and Inevitability

Stephan Schmidheiny is certainly one of the most enlightened capitalists of our age.  Worth billions, he dispatched an associate to Latin America to figure out how to give away money effectively.  The associate returned without a plan, telling Schmidheiny that there were simply too many poor people for his money to make any difference.  At that point the Swiss industrialist wisely began to focus on sustainable development i.e. profitable business enterprises.  FUNDES (fundes.org), followed by the AVINA Foundation (avina.net) which enabled ENDEAVOR (endeavor.org) are the happy results.  The developing nations of the world are now ready for similarly enlightened businesses and NGO’s to build micro-franchise business opportunities that create wealth through profitable enterprises, distribute that wealth widely throughout a target population, provide the framework franchisees need to grow their businesses and create jobs, and help micro-business owners protect their property so at some future time they can leverage their assets to fund new ventures.  Responsible corporations who pursue the triple bottom line of financial, environmental and social return should actively consider employing some version of the franchise business model in their global operations.  Large numbers of micro-franchises are capable of dramatically improving life for those at the bottom by creating jobs and by providing the poor with access to goods and services tailored to their needs and consumptive capacities.  As we in the industrialized world dine on franchised food, stay at franchised hotels, have our tax returns prepared by franchised accountants and get our cars serviced by franchised technicians, we owe our impoverished brothers and sisters nothing less.
Kirk Magleby – an Autobiographical Sketch
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