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Materials

$22,050

$10,244

$22,050

$17,500

$4,900

$4,044

$22,050

$17,500

Labor

$18,000

$8,363

$18,000

$14,285

$4,000

$3,301

$18,000

$14,285

Inefficiency with materials (33%)

$7,350

$3,415

$0

$0

$1,633

$1,348

$0

$0

Inefficiency with labor (33%)

$6,000

$2,788

$0

$0

$1,333

$1,100

$0

$0

PH Membership Fee

$0

$0

$3,150

$2,500

$0

$0

$3,150

$2,500

VivAh Payment

$0

$0

$0

$0

$7,000

$7,000

$7,000

$5,555

VivAh Payment to PH

$0

$0

$0

$0

$0

$0

-$8,000

-$6,349

Total Costs

$53,400

$24,810

$43,200

$34,285

$18,867

$16,794

$42,200

$33,491

Clear Title & Utilities

Est. Market or Equity Value
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Price

Present 
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Present 
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Inflation

27-square meter home

$113,803

$18,851

$58,148

$35,835

$54,231

$36,369

$60,262

$37,138

Home Value above Costs

$60,403

-$5,959

$14,948

$1,550

$35,364

$19,575

$18,062

$3,647

Comp. Rent @ $73.6/week

$57,408

$26,672

$15,456

$12,266

$12,757

$10,529

$15,456

$12,266

Home Value above Rent

$56,395

-$7,821

$42,692

$23,569

$41,474

$25,840

$44,806

$24,872

Main assumptions

Materials cost for 1 room

7,350

pesos/room

Labor costs for 1 room

6,000

pesos/room

No. Of rooms

3

PH materials fee

105

pesos/week

PH membership

15

pesos/week

Discount rate (annual)

12.0%

annual

Base value of construction

1,476

pesos/sq. Meter
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A new kind of business is emerging that bridges the gap between the conventional realms of commerce and government.  These new businesses are profitable and gaining a strategic advantage in the critically important markets of the future.  At the same time, they are engaged in effective and caring development activity, the sort normally reserved for development banks, NGOs, and government programs.  Consequently, we've given these crossover ventures a new name—for-profit development businesses.

These businesses increase their customers’ freedom to act effectively in modern economies in three ways.  First, they make it easy for their customers to engage skillfully in financial transactions that would normally be closed to them.  Second, they provide social contacts and help their customers learn by involving them in financial and other educational programs.  Third, they let their customers know clearly what is promised and what they are getting, and thereby build high levels of trust in commercial transactions.  They do all this while significantly increasing their customers’ wealth.

This new type of business is beneficial to all, and to foster its growth, both business managers and policy makers should become aware of its dynamics.  Senior corporate managers and policy makers should know why this emerging activity is good for traditional commerce, why it is good for government development efforts, and what can be done to enhance it.  

On the commercial side, we will explain why companies enter the for-profit development field in the first place, provide key guidelines for entry, and set out principles for establishing a successful offering in this new arena.  On the development side, we will also look at the effects of this new style of business on low-income people and how it offers them benefits that could not be provided through traditional government programs.  Finally, we suggest how governments have helped and can help more.  

The bulk of this paper will show how effective such businesses are at development and is hence intended for policy makers.  But the paper also takes up the commercial concerns of senior business managers, shows why development business is good business, and identifies for both policy makers and business managers the key features of successful offerings of for-profit development businesses.

Of the three for-profit development businesses we will discuss in this paper, CEMEX shows best how a company can rigorously seek to make a profit, while at the same time developing customers.  Recently, to differentiate itself from its competitors, CEMEX designed and launched its Patrimonio Hoy program, which sells cement (and other building materials) to low-income, do-it-yourself homebuilders.  In short, the CEMEX Patrimonio Hoy program sells low-income, do-it-yourself home builders a system—like the Weight Watchers’ system.  The Patrimonio Hoy system is, however, for building homes one room at a time.  Like Weight Watchers, Patrimonio Hoy is good for people who can build on their own but it is even better for those who do not have the discipline to see a building project through.  Patrimonio Hoy’s system is for achieving the basic unit of patrimony, a room, in 70 weeks, “patrimony today.”  Patrimonio Hoy customers join into groups of three who take joint responsibility for making weekly payments.  They payments entitle them to a room’s worth of quality building materials, which are delivered in general a little before the middle of the payment program.  Customers also become members of the local Patrimonio Hoy club, which gives them technical advice on designing their rooms, warehousing privileges, rights to delivery, and other preferred customer rights with the local retailer.  With the Patrimonio Hoy offer, do-it-yourselfers build at roughly three times the traditional rate and at two-thirds the traditional cost.  Do-it-yourselfers come back to build rooms again and again.  As we shall, see they also develop a range of capacities beyond saving and building.  

Why would CEMEX be interested in these builders?  CEMEX’s senior managers discovered that do-it-yourself home builders constituted not only a large and growing market but also an unusually stable market, whose demand was not strongly affected by Mexico’s devaluation crises or by government spending cycles.  Indeed, during the last peso devaluation crisis, the do-it-yourself market’s monthly consumption remained stable, while consumption in the other major segments decreased significantly: government consumption by 19%, large-contractor consumption by 39%, and intermediate-user consumption by 33%.
  

No one at CEMEX had much knowledge of the low-income, do-it-yourself market segment for cement.  So Francisco Garza Zambrano, CEMEX North America CEO, sought to learn about members of this segment by inviting them to one of CEMEX’s free vaccination celebrations.  Such events are festive, with music and other brand-building giveaways to go with the vaccinations.  While Franciso was mingling, he became aware of a problem.  A number of his invited guests from the urban settlements did not want to wait on line for the vaccination.  They just wanted the CEMEX caps.  While this was good news for branding, Francisco gave them a heartfelt speech on the value of the vaccinations.  But they were unmoved, and Francisco was puzzled.  He saw that he did not fully understand what motivated this market segment, and that it required more study before CEMEX could serve it successfully.  The results of the study later revealed that CEMEX would need to engage in social development both to  differentiate itself be profitable in this segment.  Because such development is what sets for-profit development business apart from traditional commerce, we will focus most of our attention in this paper on the experiences of CEMEX and its Patrimonio Hoy program. 

The other for-profit development cases we will discuss are Yunus’s Grameen Bank and Fleet’s First Community Bank.  Of the two, Yunus’s Grameen Bank is the oldest and the best known.  Yunus started the pilot in January 1977 in Jobra, Bangladesh, and founded the bank formally in 1983.  Since that time, the bank has lent US$3,437.37 million in micro-loans.
  In the first half of 2001, it lent approximately US$189 million.  It has 11,457 employees, 1,170 branches, and assets valued at US$364 million.  Even with all that growth, it has until very recently maintained a repayment rate of approximately 98%.  And after a tough year in 2001, Yunus is convinced that Grameen is headed back to its historic repayment rates.
  For many years the bank seemed an anomaly spawned by Yunus’s unusual business genius and his equally absorbing passion for ending poverty but Fleet’s First Community is showing that others can use similar methods to open the low-income markets.  

Gail Snowden’s First Community Bank, now part of the Community Bank Group at Fleet, arose out of a concern for compliance with the Community Reinvestment Act (CRA) and Snowden’s own knowledge of the low-income communities in New England.  Snowden believed that the financial habits of both potential customers and of small business owners were better than the standard risk analysis tools revealed and saw that inventing new tools would open these markets.  

This paper has a broad ambition: to raise awareness of a new kind of business that is emerging, to show its value to both business leaders and policy makers, and to incite business leaders and policy makers to speed up that emergence.

Why Become a Development Business?

Leading business managers who enter a development business such as Francisco Garza Zambrano at CEMEX see three basic elements of their environment that others neglect.  Because business strategies are converging, the range of innovation is narrowing.  Innovations all focus on the similar customers, similar channels, and similar value propositions.  Moreover, when these businesses seek breakthroughs, they look either for technological product or service enhancements that will alter the product category, or else they seek to make significant process improvements.  

Additionally, because most companies regard profitable customer segments (and their needs) as fairly fixed, anywhere in the world, marketing strategies narrow.  For most, globalization simply means making small “cultural” alterations in products to go after the same customer type, worldwide.  With each extension, however, the marketing strategy remains the same: against competitors, achieve the largest share of the same profitable customers and secure the largest share of their wallets.  Banks, telecommunications and Internet providers, and others who end up supplying basic services to many unprofitable customers regularly look for product upgrades and new products to turn borderline unprofitable customers into profitable ones.  But by and large, companies market to profitable segments and wait for macroeconomic and social conditions to increase the numbers of that segment.  

On the background of the convergence in innovation and marketing strategies, senior managers who embrace development strategies see what segmentation obscures—people can change; they can develop better skills and thereby can become better customers.  These managers know that a business can offer products and services to help lower-income customers make these changes.  

Development, in general, is not distant from the activities of many businesses.  The wealthy have always received many “development” offers—offers to enhance their wealth, productivity, education, and so forth.  The middle class now receives many that were for centuries reserved for the wealthy.  Famously, Charles Schwab has offered tools for do-it-yourself middle-class investors to use in increasing their wealth.  Recently GM CEO G. Richard Wagoner said of GM’s zero-percent financing in the wake of September 11, “I don’t view frankly that we’re carrying on a crusade of social responsibility that is not good for our shareholders.”
  Indeed, Wall Street Journal writer Gregory L. White suggests that the GM move not only kept workers employed and suppliers solvent but also saved at least one percentage point of GDP.
  

Still, such programs leave open the question of how to focus a development business on the poor.  Poverty has proven an intractable problem, despite enormous sums spent on government programs administered with the best of will.  How can business managers succeed in helping the poor where governments have failed?  

Managers who start for-profit development businesses understand that they will have to depart from conventional wisdom.  And they are confident that with a genuine understanding, from a business perspective, of what stands between the poor and greater financial productivity, the appropriate development offers will appear.  In this way, leaders of for-profit development businesses break with the converging business and marketing strategies in their industries by delivering offerings that actively eliminate the barriers that perpetuate poverty.

Yunus is typical of these innovative managers:

In structuring our credit program, I decided to do exactly the opposite of traditional banks.  To overcome the psychological barrier of parting with large sums, I decided to institute a daily payment program.  I made the loan payments so small that borrowers would barely miss the money.
  

In developing offerings to change the financial habits of their customers, leaders such as Yunus are also cultural innovators.  

Beyond the obvious benefits to the customer and the company of encouraging new patterns of financial behavior among the poor, there is another reason to become a cultural innovator.  To do so successfully can attract socially responsible investing.  We will not focus on this point in this paper except to note what happened when the success of the Bank of Boston’s (now Fleet’s) First Community Bank became known in 1993.  A total of roughly US$50 million in socially responsible money came to the bank.  The City of Boston deposited US$5 million, and Brown University, the Calvert Fund, and the National Council of Churches all purchased CDs.
 

For-profit development business ventures have the power to do great social good, as well as generate significant revenues.  It is also frequently easier for businesses than for governments or multilateral organizations to engage in it.  To see why, it is necessary to understand why it is good policy to have businesses engage in development work.

Why Is For-Profit Development Good Policy? 


We have isolated three reasons why for-profit development businesses should be encouraged by government policy makers as one of their primary tools for the direct development of low-income individuals and families.  We shall look at the three reasons in general and then go over them in more detail, drawing on CEMEX, Grameen, and First Community Bank.  In doing this, we shall take up the crucially important “soft” work that for-profit development businesses undertake before looking at the “hard” impact on income and wealth.  


First, for-profit development is good policy because businesses engaged in it give individuals and families training and experience as modern economic agents.  A successful, for-profit development business has to be particularly sensitive to the economic capabilities of its customers.  It must institute means of gradually bringing them along in their economic competencies simply to keep them from defaulting on payments—their failure is the business’s failure.  For this reason, these businesses must provide training or help in a wider range of decision making than purely financial.  Moreover, these businesses must raise levels of trust and openness in commercial behavior, as low levels of trust are endemic among the poor.


Second, policy makers should encourage for-profit development businesses because they increase the wealth or income of their customers.  There is much confusion under this heading.  Obviously, a for-profit development business will not increase the wealth of the individuals it serves as quickly as would direct transfers of wealth.  Direct transfers of wealth or subsidies are, however, generally made with a view of lower income people as consumers, as people who receive goods from elsewhere.  Indeed, most economic thinking still divides people into only two roles: laborers and consumers. But for-profit development businesses cannot afford to view their customers so simplistically.  Not only must they help customers to make wiser transactions, they have to see their low-income customers as small entrepreneurs who will become more productive by virtue of their purchases.  Each improvement in the quality of their lives, whether it is a home, a car, a telephone, or an education, will quickly be turned to economic improvement.  Yunus’s Grameen Bank is explicitly focused on this claim.  The customers of CEMEX’s Patrimonio Hoy do not just increase their wealth through rooms, they increase their capacity plan for and create future increases.  Fleet’s First Community Bank develops its own programs and partners with other governmental and non-governmental organizations to make its customers more productive.


Third, for-profit development is good policy because of how efficiently it uses development dollars.  For-profit development entrepreneurs like Yunus are staunch critics of the amount of government development money that remains with the bureaucracies.  We shall cite some of these claims, but our main concern is not the operational effectiveness of government bureaucracies in comparison with that of business organizations.  

In our view there can be little doubt about the immediate effectiveness of transferring massive amounts of money to the poor.  But transfers and subsidies simply take money from one segment and give it to another.  These are strategies that may be necessary in a crisis, and helpful in the short term, but they do not adequately increase the overall national wealth.  Since for-profit development businesses must enhance the entrepreneurial activities of their customers and make a profit themselves, they increase national wealth more effectively than transfers.  

To see this we will compare the effect on national wealth that can come from CEMEX’s Patrimonio Hoy with the effect that comes from the Sedesol (Mexico’s Development Ministry) VivAh program.  We will see that Patrimonio Hoy increases national wealth more efficiently than the direct transfer model of subsidies.  We will also look at Fleet’s First Community Bank to see the levels of profitability that can come from a well run for-profit development business.

Training and Experience as Economic Agents


When CEMEX sent researchers into Mexico’s low-income, urban communities to learn about the economic life of this segment, they found it distinctly different from middle-class life.  The difference was not simply a difference in access to wealth.  Rather, the lower-income segment held many social values that prevented them from engaging in modern transactions.  Since Weber, policy makers have known that market behavior requires its own set of values.  Amatrya Sen, who won the 1998 Nobel Prize in Economics for his work on development, has recently tried to distill them down to the two most general: prudence and trust.
  

Prudence, which requires valuing planning and organizing, and trust, which requires valuing contractual relationships and a good attitude, were in conflict with other extremely important values in this segment.  In having conflicting values, the members of this segment were not unique.  Indeed, most people in modern societies have pervasive value conflicts.  But the conflicts of the people studied by CEMEX were not the typical kind generated by a liberal society—conflicts between family and work, self-interest and generosity.  Theirs were born of a conflict between the practices of the old Spanish culture of status and the modern culture of transaction.  

For instance, people in this segment saw themselves as given an identity or status at birth.  If they acted in a way inappropriate to this identity, they felt shame.  Planning in general was considered an arrogant affront against God or fate, which meant that so far as members of this segment planned, they hid it and seldom projected out for more than a year.  The meaningful events in life were either familial or community festivals.  Successful people, companies, and governmental entities were seen as either patrons or potential patrons.  Patronage was a matter of generosity, so accordingly, if you borrowed money from a patron and could not pay it back, the patron should forgive the debt.  Finally, members of this segment saw people who got ahead, as opposed to being born ahead, as having done so by acting inappropriately to their status.  Thus, such people could not be distrusted.  

Yet, the people CEMEX studied also had many of the values suited to market behavior.  Some even valued organizing above familial festivity and a good, positive attitude above distrust.  There were informal occasions when they valued contractual behavior, but there was little clear recognition of contracts.  Planning and regular execution were generally seen as irrelevant values, not pertaining to their life status.  As such, they were good values, but belonged to others. 

The tables below describe both the general cultural conflicts identified in this group, and some of the particular value conflicts.  

Culture Conflicts

	Traditional, Status Culture
	Modern, Economic Transactional Culture

	Personal identity and reputation based on place in social network given at birth and confirmed by patrons.
	Personal identity and reputation built by responsible series of effective transactions.


Table 1

Value Conflicts

	Traditional Status Culture
	Modern, Economic Transactional Culture

	Fate or God determines outcomes.  Therefore, planning is arrogant, particularly for more than a year.
	Planning and regular execution determine outcomes.  Therefore, believing in an individual fate is foolish.

	Family and community festivals put you in touch with meaning of life.  Work to live.  Failure to take part produces shame.
	Organizing people to act for the good of all makes life meaningful.  

	Patrons and authorities are important.  Important relations are hierarchical.  And patrons give and forgive loans.
	Negotiated or contractual relationships are important.  Important relations are equal.

	Envy and distrust produce a win-lose mentality.  Anyone who gets ahead has taken something that could have been shared.
	Self-motivating attitude or echarle ganas.  Working at something with a good attitude can help you get ahead.


Table 2
The inability of other programs to recognize these conflicts had doomed them to failure.  For instance, CEMEX had an earlier program that provided small, easy-to-carry, -use, and -store bags of cement, but it failed because it neglected to take into account the status conferred by having a large bag of cement sitting in front of one’s house.  Likewise, CEMEX’s leading competitor in Mexico, Apasco, developed  “Mi Casa.”  That program offered convenience in purchasing cement, but the convenient stands themselves put pressure on people to plan and execute regularly, to live, in short, the routine life that members of this segment see as a good for others and painful for themselves.  


Given this cultural situation, CEMEX’s Patrimonio Hoy offering seeks to give its customers gradual experience with planning, organizing, contractual relationships, and good attitudes so they can eventually integrate these values with their traditional ones.  Indeed, Patrimonio Hoy develops ways to use the more traditional values to reinforce the modern values.  That is why CEMEX organizes its customers into festive groups and establishes consequences for the group if anyone in the group defaults.  Shame motivates members of groups never to miss a payment.  They feel ashamed because they are failing in a communal responsibility.  They would never feel that shame if they failed to pay CEMEX or some other patron-like organization.  

To further the sense of communal obligation, CEMEX organizes the groups in any area into a club.  Members of the club are told that they are expected to inspect the quality of building materials delivered to them and to send back inferior materials.  They are told that they should expect timely delivery and lodge a complaint if delivery is late.  They join the club to enjoy the patronage of CEMEX, and CEMEX in turn requires that they become contractually oriented customers.  

Patrimonio Hoy structures into the offering much more planning than most of the customers have previously experienced.  When they sign up, they sign up for building materials to build an entire room, on average 9 square meters in 70 weeks.  To help them fulfill their commitment, a technical adviser sits down with them and helps them with the plans, figuring out the exact materials they need, and warehousing, as CEMEX promises delivery when needed.  At the beginning, this planning is veiled as accepting CEMEX’s patronage, but customers soon become familiar with it and ask for more.  

Finally, Patrimonio Hoy works to help its customers build a good, trusting attitude throughout the process.  Trust is built in two ways.  The customer pays on time, and Patrimonio Hoy delivers on time.  Impeccable delivery is crucial here, and the logistics of delivering to the urban poor are difficult.  But building trust means building loyalty.  

Even more important, CEMEX works to help members of the groups develop trust among themselves.  When they initially form groups and are told that there will be penalties to the group if one of them defaults more than once, they do not think much about the risk involved.  But as they begin building and see the change they are producing in their lives, they begin to see the size of the risk.  Patrimonio Hoy then uses a combination of meetings and advice from its community operatives to teach members how to bolster confidence, monitor each other, and give advice without causing a loss of face.  

Consequently, by the end of the 70-week program, most customers experience themselves as new people.  They have done what they never thought possible, and they have come to enjoy it.  The small amount of money they put away each week for their Patrimonio Hoy program seemed hard to begin with, and doing it for such a long period of time—70 weeks—seemed like enduring an unbearable hardship.  But at the end, members feel the money was a pittance and the discipline nothing, while the rewards are great.  Indeed, CEMEX experimented with the time period.  It seemed sensible to start with a ten-week period after which customers could sign up for another ten-week period.  But the they did not experience the world-changing accomplishment after ten weeks.  With the full 70 weeks, they saw an inspiring shift in themselves and their sense of what they could accomplish.  On CEMEX’s behalf, retention was much higher with the longer period.  With it, they feel as though they have gained a new form of respect from others that they find hard to put into words.


For those who consider development a matter of giving people new freedoms to act, the Patrimonio Hoy offering clearly gives four new freedoms—two economic facilities, a new social opportunity, and increased enjoyment of social transparency, which produces trust. The program:

· Replaces the inability to save effectively (previously, acts of fate always absorbed savings) with the economic facility of a saving and spending discipline that enables members to see themselves as having gained a transaction-based credit history.

· Replaces client-like deference to the authority of merchants with the economic facility of knowing how to manage contractual relationships as a customer.

· Replaces fear and confusion about planning with increasing experience of it.  Customers are educated to plan, by themselves, the orderly construction of an entire room, and this education enables them to exercise planning as a new social opportunity for managing many aspects of their lives.

· Replaces envy with a good attitude based on personal openness and respect for group members.  While this social transparency does not extend to the entire community, it does extend to group members and enforces the value of organizing as a way to produce trust.

While there are clear cultural differences between Yunus’s customers in Bangladesh and Patrimonio Hoy’s customers in Mexico, the two offerings provide broadly similar training and experience as economic agents for their customers.  For instance, because Yunus’s low-income customers did not have the experience of skills for recognizing themselves as creditworthy, he found it necessary to lend to groups in order to draw on a similar shame mechanism.  Here is a part of Yunus’s account:

To gain recognition, all members of a group of five prospective borrowers have to present themselves to the bank, undergo at least seven days of training on our policies, and demonstrate their understanding of those policies in an [individual] oral examination administered by a senior bank official. . . .  The night before her test, a borrower often gets so nervous that she lights a candle in a saint’s shrine and prays to Allah for help.  She knows that if she fails she will let down not only herself but also the others in her group.  Though she has studied, she worries that she will not be able to answer the questions about the duties and responsibilities of a Grameen Bank member.  What if she forgets?  The bank worker will send the group away, telling all the members to study some more, and the others in the group will chastise her saying, “For God’s sake, even this you can’t do right!  You have ruined not only yourself but us as well.
  

Again, similarly to the Patrimonio Hoy program, the Grameen Bank depends on these groups to give mutual support and help.  But in Bangladesh, this practice is already part of the culture; it does not have to be gradually inculcated as in Mexico.  Yunus writes:

Once all the members pass the exam, the day finally comes when one of them asks for a first loan, usually about twenty-five dollars.  How does she feel?  Terrified.  She cannot sleep at night.  She struggles with the fear of failure, the fear of the unknown.  The morning she is to receive her loan, she almost quits.  Twenty-five dollars is simply too much responsibility for her.  How will she ever be able to repay it?  No woman in her extended family has ever had so much money.  Her friends come around to reassure her, saying, “Look, we all have to go through it.  We will support you.  We are here for just that.  Don’t be scared.  We will all be with you.”

Instead of values that made planning into an arrogance, Yunus found values that made giving up a large sum of money frightening.  That made traditional loan repayment problematical.  So like CEMEX, he did not face this directly but through a system.  “To overcome the psychological barrier of parting with large sums, I decided to implement a daily payment program.  I made the loan payment so small that borrowers would barely miss the money.”
  For bookkeeping reasons, he had to change the program to weekly repayments.  But his goal was to make learning disciplined financial management part of the architecture of the program, just as CEMEX makes it part of the Patrimonio Hoy program.


There is a general point to be made here also about training.  As Yunus says, “When most people talk about training in the context of an antipoverty program, they mean teaching poor people new skills.  In Grameen, we offer our borrowers little if any formal training.  Instead, we train our staff. . . .  Unlike other commercial bank workers, our staff members grow to consider themselves teachers.  They are teachers in the sense that they help their borrowers to explore their full potential, to discover their strengths, to extend their capabilities further than ever before.”
  In for-profit development businesses, training often takes the form of help delivered casually.  Fleet’s First Community Bank, too, found that it has to do most of its training in the same way.  At Fleet, they call it “high touch” banking.  

Examples abounded of extra services to individuals provided at First Community Bank branches, including translations of documents by multilingual staff, explanations of customs to newly arrived immigrants, and advice on how to pick a neighborhood or find a good school.

The important lesson here is that unlike some much-criticized purveyors of globalization—and development as a form of globalization—for-profit development businesses cannot make offerings to lower-income people that require them simply to adopt modern, market-oriented, transactional values.  Such programs fail as businesses.  To sell a development product to lower-income people, that product has to appeal to their way of life and the values they currently have, both traditional and modern.  Development agencies that offer subsidies do have the luxury of paying lower-income people to ignore certain social values they care about in order receive needed goods.  But paying people to ignore certain values does not make those values go away.  Indeed, it often promotes suspicion.  

Offering products that show people how their conflicting values can come together, however, enables trust to grow more easily.  Thus, for-profit development businesses must be more closely aligned with their customers than are governmental and non-governmental development agencies.  This is not to say that such agencies are tools of global homogenization.  But rather, that for-profit development businesses must find ways to combine traditional values with market values.  We shall say more about how this is done in a later section.

Building trust is essential for profit-minded developers.  Without it, there is financial ruin.  Even in a high-trust culture like the U.S., trust building must be an ongoing priority: “Every First Community Bank officer attended community events as a core part of the job, and branches routinely performed community services.”
  Yunus gives plenty of examples of what distrust produces in low-trust cultures:

Maharani Das, age thirty-five, from the coastal region of Pathuakali, was told that contact with Grameen would turn her into a Christian.  Her family beat her repeatedly to prevent her from joining.  Musammat Kuti Begam, age twenty, from Faridpur, joined Grameen in spite of being warned that the bank would take her to the Middle East and sell her to a slave trader.
  

Because of such wariness, for-profit development businesses must build trust by showing trust.  Both Patrimonio Hoy and Grameen show theirs by having little that is legally binding on their customers; and neither asks for collateral for loans.  Only a for-profit business staking its own success on its trust of its customers can engender trust this way.  Ever since Robert Putnam’s pioneering Making Democracy Work, development thinkers have understood that without the development of trust, there will be no economic development.  Thus, this trust building, perhaps even more than the other economic and social experiences and training, is the most persuasive reason why policy makers should encourage for-profit development businesses.

Increased Wealth and Income


All three of the for-profit development businesses profiled in this paper seek to increase the wealth of their customers, and to understand how best to measure their success.  Because CEMEX’s Patrimonio Hoy is most focused on becoming an increasingly profitable business through differentiation and loyal customers, CEMEX carefully measures how it brings value to customers' lives.  Fleet’s First Community Bank shows its effect on its customers by citing typical cases and the number of loans they have made.  For instance, First Community Bank, and points to such examples as three Polish-American entrepreneurs who used a US$100,000 loan to build a US$5 million business.  The First Community Bank also engages in less lucrative activities.  For instance, the Dorchester branch offers the “Savings Makes Cents” program, in which school kids open bank accounts.  Nevertheless, in its first profitable year, 1994, First Community Bank had US$2,360 million in revenue and US$31,356 million in deposits.  


Yunus gives a more humble example:

Mufia starved through the famine of 1974 and her makeshift house was destroyed in a storm in 1978.  But in 1979, she joined the Grameen Bank and borrowed 500 taka to restart her bamboo business.  When she paid back her first loan, she felt like a new person.  Her second loan, received on December 25, 1980, was for 1,500 taka.  Although she sometimes missed installments during the lean season when demand for bamboo products was low, she always caught up when the economy improved after the rice harvest.

During her first eighteen months as a Grameen Bank member, Mufia was able to buy 330 taka worth of clothing for herself and her children and cookware for 105 taka.  These were luxuries that she had not had since she was divorced from her husband fifteen years earlier.  She and her children were also eating more regularly and more nutritious food. . . .  Mufia is one of thousands of former beggars who are now living a dignified life because they were able to access loans from Grameen Bank.

Mufia's minimal increase in equity is easy to measure and fairly small.  She went from having almost nothing as a beggar for the better part of fifteen years to 330 taka’s worth of clothing and 105 taka’s worth of cookware.  In the late 1970s, about 32 taka equaled US$1.  So without taking depreciation into account, her equity increased to US$13.60.  As Yunus and Sen both point out, such sums can seem ridiculously low; yet it is important to identify the points in increasing wealth where quality of life becomes qualitatively different.  Quality of life changes do not move dollar for dollar but rather in discrete steps.  In Mufia's case, however much depreciation is subtracted, Yunus insists that the lifestyle change was enormous.  Below is Yunus’s account of the growth of his bank, which, he claims, is the multiplication of stories like Mufia’s.

Grameen Bank, May 2001

	Item
	Number
	Million US$

	Number of Branches
	1,170
	

	Number of Villages
	40,315
	

	Number of Centers
	68,504
	

	Number of Members

     Female

     Male
	2,390,810

2,268,264

    122,546
	

	Cumulative number of houses built with Grameen Bank housing loans
	543,109
	

	Cumulative amount disbursed
	
	3,389.66

	Cumulative amount of housing loans disbursed 
	
	187.59

	Cumulative amount of savings in group fund (owned by groups)
	
	267.24

	Balance of total savings (excluding group fund)
	
	48.03


Table 3

To quantify the increased wealth of Patrimonio Hoy customers, CEMEX begins by calculating the raw increase in their equity after their first 70-week program.  Since Mexico has a limited secondary sales and rental market generally and an especially limited one for the kinds of homes we are discussing, it is hard to evaluate the market value of an additional room.  But it is possible to reach a rough and ready analysis by working with Mexico’s Social Development Ministry’s (Sedesol’s) valuations of homes for this segment.
  

Sedesol’s VivAh program currently commissions for construction 21-square meter homes, which Sedesol estimates have a market value at their cost of $31,000.
  These homes have full utilities, good streets, and good title, but are, for members of this segment, in less desirable locations than the homes they build incrementally.
  Consequently, we shall treat the market value per square meter of Sedesol’s VivAh homes and of Patrimonio Hoy homes as comparable.  It is $1,476 / square meter.  CEMEX’s Patrimonio Hoy generally enables a do-it-yourself homebuilder to complete a 9-square-meter room for a cost of $8,400.
  At $1,476 / square meter, the market value accruing to the do-it-yourself builder is $13,286. 


Even if customers would have eventually acquired the $13,286, with Patrimonio Hoy they generally acquire it much more quickly than they could have otherwise.  In this connection, a Patrimonio Hoy study identified five micro-segments in this low-income segment with different building patterns.  Roughly 34% are “slow starters,” people who have lived six years with their one room, but who built at a relatively quick rate of 74 to 150 weeks.  They were quick to get a roof over their heads but slow to start on building patrimony.  The “organized” micro-segment are people who have already organized their family and friends into groups for financing with better than average financial discipline.  As a result they build an average 4 rooms in six years (30 to 100 weeks per room).  They represent about 19% of Patrimonio Hoy’s customers and join because of the security and ease of Patrimonio Hoy’s discipline.  With Patrimonio Hoy, the future seems more sure than ever before.  The smallest micro-segment are the “established.”  They usually have more money and build 6 rooms or more in six years (obviously at a quick rate of a room in 50 weeks).  They frequently join in order to build for other members of their family.  Last, there are two groups that before Patrimonio Hoy were taking more than seven years to build a room.  The “resigned” represent a 21% of Patrimonio Hoy’s customers.  They take about seven years to build a single room (300-400 weeks).  In contrast, “casual improvers” (15% of Patrimonio Hoy’s customers) have four rooms and have taken more than 7 years to add the fifth.  These are people whose building rate has slowed down.  The most optimistic survey found that current Patrimonio Hoy members were previously taking an average of 260 weeks per room, so we will use that figure in the analysis that follows.

As to comparability of room quality, observation and interviews suggest that Patrimonio Hoy rooms generally contain more cement than is used in traditionally built rooms, which means that the walls are firmer and the rooms are of higher quality overall.  Builders in this segment tend to cut costs by replacing cement with lime when money is tight.  Also, in surveys, CEMEX finds that customers in this segment appreciate having distinctive houses.  But without the help of any technical advice, this desire frequently misfires and produces poorly executed construction.  In contrast, Patrimonio Hoy’s technical planners allow for some distinctiveness and thereby produce more highly valued rooms while ensuring that the building plan can be executed.

Nevertheless, assuming for the moment comparability between traditionally constructed rooms and Patrimonio Hoy rooms, Patrimonio Hoy brought a room worth $13,286 to most of its customers at more than three times the rate they had ever experienced that increase in capital.  Looked at as an investment, the present value of a $13,286 Patrimonio Hoy room, which is 70 weeks away at the time when a Patrimonio Hoy customer makes his or her first payment, is $11,300 (present value) in contrast to $7,300 for the “comparable” room built in 260 weeks.
  As a pure investor, the Patrimonio Hoy builder invests $8,400 that in something whose value as of that day is $11,300.  As we shall see, the traditional builder does considerably worse.

Before Patrimonio Hoy, most do-it-yourself builders had problems with spoilage and theft of poorly stored goods.  Much poorly planned construction also had to be redone.  So before Patrimonio Hoy, the real cost to build a room, not including do-it-yourself labor, was $9,600 (not $8,400).  The Patrimonio Hoy builder increases wealth by $4,886 while, as a matter of market value, the traditional builder increases his wealth by $3,686. 


If we look at the returns on the investment of the initial $8,400 over 70 weeks and of the initial $9,600 over the 260 weeks, it is obvious why Patrimonio Hoy customers see such a departure from their previous experience.  The Patrimonio Hoy return on investment is 34%.
  The normal building method’s return on investment is 6.5%.  Of course, no one in this segment does return-on-investment calculations, but when the difference between the figures represents an easy savings/loan payment regime, an increase in speed, and decrease in waste, such a difference in ROI can be felt.

Summary of Do-It-Yourself Building Measures

	
	With Patrimonio Hoy
	Before Patrimonio Hoy

	Value of Room Built (assuming comparability in size and assuming value increases exactly as general inflation increases)
	$13,286
	$13,286

	Cost of Construction Materials
	$7,350
	$9,600

	Patrimonio Hoy Membership Fee
	$1,050
	$0

	Time to Build
	70 weeks
	260 weeks

	Value of Room above Cost
	$4,886
	$3,686

	Return on Investment (ROI)
	34%
	6.5%


Table 4
Aspiration Creep

As with the Grameen Bank and First Community Bank programs, the greatest increase in measurable wealth that Patrimonio Hoy brings to its customers comes through the effects of aspiration creep.  Before their experience with Patrimonio Hoy, customers had vague plans for expanding their homes.  They would talk about adding one room and seeing what happened.  This segment still sees homes as developing according to the course of events in a family, so a home is never really complete.  If a grown daughter gets divorced, then the home will need another room.  But after their experience with the Patrimonio Hoy system, customers with homes of all sizes wanted to add between one and three more rooms.
  Even those who had used Patrimonio Hoy to increase their homes to six to seven rooms, virtually the largest homes in these neighborhoods, wanted to add one or two more rooms.  In short, with Patrimonio Hoy, aspirations for home expansion continue to increase even as homes reach large sizes by neighborhood standards.  The success with the “casual improver” micro-segment is particularly significant here.  

On the basis of the delays between construction projects and the ages of the builders, we can make some very rough estimates, presented in the table below, of the increase in familial equity Patrimonio Hoy brings to its customers.  We set it out by micro-segment.
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The weighted average increase in lifetime equity is 51%.  


As of December 2001, CEMEX has roughly 6,500 families in the Patrimonio Hoy program.  But if we apply equity increases of the same sort among the 3.7 million inadequately housed Mexican families, this would add, over the course of the households’ lifetimes, an additional $93.6 billion in home equity to Mexico.

Efficiency of the For-Profit Development Dollar


For-profit development business leaders often find government programs and multilateral development banking programs enormously inefficient.  Below, Yunus expresses the standard worries about the efficiency of money spent.  He writes from his experience in Bangladesh:

[Senior] officials determine target amounts for each country.  The more money [mid-level] officials manage to give out, the better grade they receive as lending officers.  Therefore young, ambitious officers of a donor agency will choose the projects with the biggest price tag.  By moving a lot of money, their name moves up the promotion ladder. . . .  I have often witnessed the desperation of donor agency officials to give away ever-larger sums of money to Bangladesh.  They will do almost anything to achieve this, including bribing government officials and politicians either directly or indirectly. . . .  One research institution in Bangladesh estimates that of the more than $30 billion in foreign donor assistance received in the past twenty-six years, 75 percent was not spent in Bangladesh.  It was spent on equipment, commodities, and consultants from the donor country itself.  Most rich nations use their foreign aid budget mainly to employ their own people and to sell their own goods, with poverty reduction as an afterthought.  The 25 percent that is spent in Bangladesh usually goes straight to a tiny elite of local suppliers, contractors, consultants, and experts.  Much of this money is used by these elites to buy foreign-made consumer goods, which is of no help to our country’s economy or workforce. . . .  Most foreign aid goes to building roads, bridges, and so forth, which are supposed to help the poor “in the long run.”  The only people really benefiting from most of this aid, however, are those who are already wealthy.  Foreign aid becomes a kind of charity for the powerful while the poor get poorer.
  

In their defense, development bankers and others in development agencies are quick to point out that most development institutions were established to manage massive programs such as dams, highways, school systems, airports, large hospitals, and other large parts of infrastructure.  The need for such programs remains, and consequently so does the structure whereby officers who fund large programs get promoted.  Yet development bank managers like Stephen Quick, of the Inter-American Development Bank, are aware that poverty might not be best handled by similarly framed, big programs and have been spearheading the development of other programs to aid more narrowly targeted segments of the poor.  Also, one of the foundations of multilateral development agencies is the assumption that poorer countries will use the funding from the banks to purchase services of the wealthier countries in building and administering programs.  If poorer countries curtailed those purchases, then the funding itself would be jeopardized.  


In short, here we acknowledge that the constraints on direct government and multi-lateral government spending are different from—and greater than—those on business spending, and that will tend to make government spending more expensive than business spending.  Therefore, we will not focus more on these conventional debating points.  Instead, when questioning the efficiency of the development dollar spent, we focus on three issues:

· Efficiency in resolving the development problem (costs and benefits)

· Effectiveness in increasing the economic wealth of the lower-income population served

· The increase in economic wealth for the economy in general

The focus on economic wealth is not to diminish increases in economic, social, and personal freedoms that accrue to the poor as a result of development.  As we have seen, for-profit development businesses enhance these freedoms, particularly entrepreneurial freedoms.  But determining the value of entrepreneurial freedoms as compared with the values of other freedoms, particularly political know-how that springs from governmental subsidies, requires a public discussion outside the scope of this paper.  We therefore examine financial efficiency as a rough indicator of the overall effectiveness of development money spent.  


To look at this effectiveness from the low-income person’s perspective, we will focus attention again on CEMEX’s Patrimonio Hoy, since it can be easily contrasted with Sedesol’s rightly acclaimed VivAh program, which sells qualified low-income people a $31,000 home for $7,000.  To bring out the extraordinary opportunity offered by for-profit development, we will contrast Patrimonio Hoy with VivAh and give an illustration one way the virtues of each could be brought together to make a significant impact on the shortage of low-income housing.  We are not offering a possible political program here.  The comparison and the proposed way of joining the two together is strictly a thought experiment intended to show the value of Patrimonio Hoy in development.  Actual political programs require much more crafting.

We begin with the size of the problem.  In order to create sufficient housing by 2006, the Mexican government has to subsidize or otherwise stimulate the building of 682,664 new homes in 2002, 694,655 in 2003, 707,273 in 2004, 720,742, in 2005, and 735,189 in 2006.
  And even with that growth, given the variability of household growth and reporting of uninhabited houses, Mexico could end up, worst case, with an 800,000 deficit in housing.  Of these numbers of new homes, approximately 305,000 per year will be needed for people primarily served by Sedesol’s VivAh program and also by Patrimonio Hoy.  These are people who earn between 0 and 3 times the minimum wage.
  Additionally, there are roughly 3.7 million inadequate housing units.
  Such numbers usually imply that Mexico needs a big, broadly targeted government program.  

Efficiency in Resolving the Housing Problem


Although there are other credit programs for regularly employed, low-income Mexican’s Sedesol’s VivAh program (or some successor program) will probably have to take responsibility for approximately half of the 305,000 new houses to be built for the low-income segment.  As was mentioned, VivAh is a subsidy program that sells recipients a $31,000, box-like, 21-square meter home for a previously saved $7,000.  Today, Sedesol has funded VivAh to build 36,000 homes, up about 100% over the previous year.  Obviously, growing from 36,000 homes to 153,000 homes will require a stretch.  At 36,000 homes, VivAh requires a budget of minimally $864 million.
Since CEMEX’s Patrimonio Hoy does not offer subsidies, the building projects it helps its customers complete cost it and the government nothing.  It does not currently have the infrastructure to compete with Sedesol and could not resolve the housing problem in Mexico single-handedly.  But because Patrimonio Hoy does not require a low-income person to have saved $7,000, it can help many more households.  Importantly, it could extend the Sedesol program money to make it really work.

The best way to see how efficient Patrimonio Hoy is in resolving the housing shortage comes from putting the two programs together.  Let’s suppose—again as a thought experiment--we want to use VivAh and Patrimonio Hoy to put together a program superior to either of the two.  We will have five suppositions.  

1. In order to increase the number of people served, the joint VivAh-Patrimonio Hoy program takes the current individual $24,000 subsidy and reduces it to $8,000 per family while offering it to three times as many families.  The current budget covers 36,000 families.  The joint program would cover 108,000 families.

2. Like Patrimonio Hoy, the joint program does not require any savings up front but involves a savings-credit program of weekly payments set to an appropriate level fashioned on the Patrimonio Hoy model.  These payments would cover the building materials, labor, the current Sedesol contribution toward title and utilities, and nominal Patrimonio Hoy membership fee.  

3. This joint program runs through the completion of three, 9-square meter rooms as designed by the recipient instead of Patrimonio Hoy’s one room at a time approach and instead of VivAh’s 21-square meter box-like house. 

4. With the $8,000 subsidy the joint VivAh-Patrimonio Hoy program will immediately start financing the first and additional rooms.  In four years the family will have a well-designed home with utilities and title.  Payments will extend beyond the completion of the home to cover title and utilities expenses, but the family will be able to move in before this time.

There are some obvious financial and non-financial benefits to such a joint program.  First and foremost, VivAh’s $864 million goes from creating 36,000 new homes to 108,000 new homes.  That would otherwise cost VivAh an additional $1.728 billion.  Moreover, with an additional $360 million, a joint VivAh-Patrimonio Hoy program could create 153,000 homes per year (the number that will soon be necessary), and do so with a 41% budget increase over today’s budget.  Sticking with the traditional VivAh program, today’s budget would have to increase by 225% to create so many new homes.  A second benefit is that eligible low-income households could begin a disciplined savings program at the start of the program rather than having to have already saved $7,000.  Thus, the program would include the most needy households.  A third benefit is that the joint program would improve the household’s relation to the home.  As many familiar with the VivAh program note, VivAh recipients are currently not very motivated to build beyond the homes they receive from VivAh.  Many do not feel that they home is distinctly their own and so do not manifest a full sense of individual ownership and responsibility.  The joint program would involve recipients in design, some building, and produce a larger home.  Also, by engaging in the savings/credit program and Patrimonio Hoy club, recipients develop critical economic and social skills we have already discussed.  Perhaps, most importantly, aspiration creep should continue to occur as it does with Patrimonio Hoy homes generally.

These benefits are important.  The biggest downside of such a joint-program would be the additional time it takes to build the homes.  Some families could enter their homes shortly after the first 70 weeks.  That is a genuine limitation of this thought experiment, which is intended only to show the value of a VivAh-like subsidy added to the Patrimonio Hoy discipline.  In a real political program, the issues of urgency would have to be managed.  We have set out this experiment only to point to the worthiness of developing a joint program of some sort, nothing so simple as the one set out here.  

The following table shows the increase in the number of homes that could be built by the joint program with today’s budget and how much more efficiently the joint program could build the projected 153,000 homes per year in the future.  The efficiency of the peso spent in the joint program is significant.
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Table 6

Efficiency in Increasing Wealth of Lower-Income Segment Individuals

Obviously, financial wealth transfers such as those from Sedesol’s VivAh program will significantly increase the wealth of low-income individuals who receive these transfers.  Under VivAh, a $7,000 investment immediately returns a home worth $31,000.  That is a 443% ROI as opposed to the Patrimonio Hoy 34% ROI.  But the disparity is not so great as it appears.  A VivAh recipient who saves for 5.08 years to get the initial $7,000 will have roughly the same return on investment as the Patrimonio Hoy member.
  As a matter of economic principle, the saving required by the VivAh program should be achievable for all but the most destitute.  But for people who find planning an act of arrogance, $7,000 can seem like a huge sum to save.  That is why Patrimonio Hoy considers as one of its greatest accomplishments that its systematic saving-credit and building brought an additional 18% lower-income people into the do-it-yourself market.  To understand the barrier to saving $7,000, it is worth listening to some typical accounts of difficulty in saving:

I’ve been part of a lot of raffles, as they used to call tandas, but when you got the money you’d spend it and, at the end, you would not know on what. 

—Leobardo Corona Rodríguez, Patrimonio Hoy member, San Gaspar, Guadalajara
Without the help of Patrimonio Hoy, I would never have saved the money and built the room.  Until now I have never done anything like this.  Yes, I did tandas and raffles before, and I still join them.  But when the money came in, it also went out.

—Felicitas Medina Guerrero, Patrimonio Hoy member, San Gaspar, Guadalajara

Now I have hope.  If I had tried to save for three years, it wouldn’t have made a difference.  And when you ask me how long I’ve been trying to build, I ask myself, Was it ten years ago?  I can’t tell when I decided.  I never had a system.  That’s why it interested me when you said I could save faster.  I don’t know why I couldn’t do it before.  Truly, Patrimonio Hoy is a benefit.  The inventor has my respects because whoever invented it was truly thinking of others like me. 

—Yolba Ortega, Patrimonio Hoy member and advisor, San Gaspar, Guadalajara

Although it is clear that VivAh helps many people, some of them might well have taken 5.08 years to save the $7,000 (the break-even point in comparison to Patrimonio Hoy).  Many others who need homes will not qualify for VivAh subsidies.


Rather than focus on the contrast between the two programs, let us rather contrast what the two together can do in comparison to each apart and to the traditional do-it-yourself builder.  To make the contrast more like the real world, we will assume that the family is seeking a 27-square meter home with multiple rooms and that the family does not include a mason.  Thus, we will include labor costs, and we will suppose that the VivAh family will use traditional building methods to add a small, 6-square meter room on to the 21-square meter VivAh home.  

Moreover, when we look at the market value of the home, we will take various effects into account, including premiums for individual design (Patrimonio Hoy homes receive a 10% premium for that), for clean title and a full set of utilities (VivAh homes receive a 10% premium for that), and a premium for design, utilities, and clear title (Joint Program homes receive a conservative 14% premium for that).  We will also add inflation and show present value figures at the 12% discount.  Table 8 below shows the results of such an analysis.


We can see that the traditional builder loses wealth by building, though less than is lost by renting.  The Patrimonio Hoy builder, even without a mason, produces a home close in market value to the subsidized home and does so with a positive financial gain.  The VivAh family, which receives the full $24,000 subsidy, gains in profits roughly 5 times more than its closest rival.  But, thanks to the market’s valuing of individual design, clear title, and utilities, the market value of the joint program builder’s house is greater than that of the VivAh family, and the financial gain is respectable.  Indeed, since development focused on housing need not concentrate in increasing individual wealth so much as on increasing the number of people housed and the value of the homes, the joint program should appear more attractive.  

As a purely financial matter, it looks as though the low-income individuals should prefer the traditional VivAh program and traditional building.  But our study shows that the additional money spent on the building in the Joint VivAh and Patrimonio Hoy program is well spent.  
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The additional benefits purchased under the joint program include training in saving and credit disciplines, planing, managing egalitarian transactional relationships, and trust-building.  Moreover, the Patromonio Hoy experience motivates genuine aspiration creep.  Yolba Ortega gives voice to that.  And even the most resigned learned to build with Patrimonio Hoy.  These are important additional individual benefits that have their effect in the ultimate size and value of home an individual attains.  For the government development planner they stand alongside the main benefit of the joint program, which is that it can serve three times as many people as the traditional VivAh program.  The chart below shows graphically how the joint program compares to the others.

Table 8

In summary, joining the VivAh subsidy and the Patrimonio Hoy programs together as describes enables the same government money to serve three times as many people and leaves them with higher home equity than either program alone.  

General Efficiency in Economic Value Creation


Economic analysts frequently compare development programs by examining the effect of development dollars on GDP.  Such analysis makes good sense when development dollars are spent on hydroelectric dams, highways, and other large infrastructure projects that benefit a wide range of users.  Given a sufficient time horizon, such measures are also instructive for money spent on large healthcare and education projects.  But such analysis can miss the point of some rather more narrowly targeted, antipoverty programs such as ones to address inadequate housing among the lower-income segment.  Since houses are not strictly productive resources, comparison to dams and factories fails.  Nor should lower-income people be expected to be profit optimizers who will take development dollars and get a good return for GDP.  That said, for-profit development businesses can only succeed if they provide their customers minimally respectable returns on their investments.  They do not achieve the 100% annual return on investment that many businesses seek.  But without any development dollars spent, Patrimonio Hoy is a development system that enables lower-income people who have masons in their extended families to experience a 34% ROI on their invested capital with a profit of $4,886.  


In contrast, the VivAh program transfers $24,000 to lower-income home buyers.  That transfer does not constitute value creation above cost.  There are, of course, providers who produce value above cost.  To produce the homes, Sedesol recently contracted with 153 companies.  Those companies presumably made profits standard in their industry, and those profits are economic value created by the development dollar.  Clearly, this is the state of affairs that Yunus deplores.  It is, as he says, the basic paradigm of development spending.

Yet there is a certain logic to spending development money in this way.  Lower-income people need goods (like houses) and services they cannot afford, yet asking a business to lower its profit margins below its industry’s standard to provide those goods and services at a much-reduced price is asking the business to commit economic suicide.  (A more profitable competitor could then engage in price competition against the generous business and drive it into bankruptcy.)  Instead, to fill the financial gap, the government must step in to purchase the goods and services at a fair market value.  This logic holds so long as we continue to assume that businesses cannot make sustainable profits with the lower-income segment.

Can a for-profit development business make acceptable profits?  Yunus’s Grameen bank is profitable, but it services only the very low income sector and so does not yet have many competitors.  CEMEX’s Patrimonio Hoy also makes a small profit, but it is still in a startup phase.  Fleet’s First Community Bank can, however, serve as a benchmark (at least within the financial services industry) for the level of profitability that can be achieved in for-profit development work.  The table below shows First Community Bank’s revenue and net income during its first two years of profitability in contrast to those of the larger bank that owned First Community at the time.  

Comparison of Bank of Boston’s Profitability with First Community Bank’s

	Bank
	US$ in millions
	1995
	1994

	Bank of Boston
	Revenue (before special items)
	2,714
	2,360

	
	Net Income
	541
	435

	
	% of Net Income to Revenue
	19.9
	18.4

	First Community Bank
	Revenue (before special items)
	24.9
	20.7

	
	Net Income
	3
	2.63

	
	% of Net Income to Revenue
	12
	12


Table 9

While this table shows a significantly lower return for the for-profit development business in its first profitable years, policy makers should note one relationship.  If as a development business First Community Bank received favorable tax treatment and paid no taxes, then it would have net income in 1994 of US$4.1 million and in 1995 of US$4.8 million.  Its return then would be 19.2% in 1995 and 19.8% in 1994.  In short, tax relief could make up all the difference.  Nevertheless, even in the absence of tax relief, First Community Bank's net income to revenue percentage is growing.  By 2000, it was at 13.5%.
  


As already mentioned, First Community justifies itself within the larger bank as cultivating the market of the future and as maintaining outstanding CRA ratings, which enable Fleet to receive government acceptance of its Mergers & Acquisition activity.  First Community Bank’s numbers leave the logic that lies behind the traditional development paradigm intact—that businesses ultimately need political help to provide for the poor.  But the numbers do not justify the lesson typically drawn from them, that governments have to use to purchase goods at market prices from businesses and then give those goods to the poor.  For-profit development businesses can create value at near enough to competitive rates to warrant other kinds of government actions than direct financial transfers of value.  These other government actions can be far less costly than purchases at market value.  As already noted, governments may be able to use tax relief and other general programs in order to stimulate the creation of more for-profit development businesses.  But to develop more narrowly targeted policy initiatives, policy makers will have to understand what makes for a successful for-profit development business.  

Keys to a Successful For-Profit, Development Business


Although the Grameen Bank is primarily situated in Bangladesh, First Community Bank in the New England region of the U.S., and CEMEX’s Patrimonio Hoy in Mexico, leaders of each attribute success to many of the same factors.  Some of the elements of success are obvious.  Having a profit-focused attitude and keeping operating costs low are critical, as they are for most businesses.  Most for-profit development businesses also learn the value of casual training of their customers, as has already been discussed.  But there are three basic elements of the marketing strategy of successful for-profit development businesses that distinguish these businesses from others.  These elements are the keys to successful offerings, but at first glance, they  appear overly costly.  Managers will seek to cut them at the first downturn.  Policy makers will tend to underestimate them in evaluating the prospects of a for-profit development business.  These key elements are:

· Immersion and visibility in the community

· Outreach and inclusion

· Innovating by rationalizing and sophisticating traditional community practices

We will discuss how these practices work in our three cases.

Immersion and Visibility


At First Community Bank, every officer attends community events as a basic part of the job.  Branches perform community services such as hosting community bulletin boards and setting up accounts for schoolchildren.  These two activities keep First Community Bankers close to their customers, but they do not constitute immersion.  

Immersion means that the bankers have to act as an integral part of the community.  For example, the First Community Bank approved a US$250,000 line of credit for a new facility for the Women’s League Child Day Care Center in Hartford.  That much was simply good development banking.  But when the movers refused to move equipment from the old day care center, instead of looking to the legal and financial implications, a First Community Bank team pitched in with its clients and helped carry the equipment down from the third-floor walk-up.  Only private bankers for high net worth individuals had contemplated such involvement before.  


Visibility is every bit as important as involvement in lower-income communities.  At First Community, branches in lower-income communities seek out prominent locations, compete for attractive facades, and include elegant fixtures such as wood chairs and desks.  The Chinatown branch has Chinese tapestries, and lighted boxes that feature photos of the community and of the Bank’s work in the community.  First Community Bankers recognize that the Bank itself must reflect its role as a leader in the community.  The office has to stand as a monument to the community’s way of life and to its improvement.
  Thus, visibility is part of immersion.


Grameen, too, makes immersion a critical part of the training of its officers.  This training has been modified over the years, but the core practices and insights remain the same.  Here is Yunus describing the training he developed for one of his first officers:

On her first day, I asked Nurjahan to do a case study of Ammajan Amina, a poor woman of Jobra village who had no means of subsistence.  I did this for three reasons.  First, I believe that the best way to inspire a new worker is to let her see firsthand the real-life problems of the poor.  I wanted Nurjahan to have her heart touched by the reality of poverty.  Second, I wanted to see how Nurjahan would cope.  It is not easy to work with the poor and to do so in a way that will positively affect their lives.  Nurjahan’s master’s degree did not ensure that she possessed the inner motivation, confidence, and strength to show these people how to overcome obstacles.  Would she be willing so spend time with the destitute?  To learn how they live, work, and survive?  She had to learn to view her clients as total human beings in need of help and change.  She had to establish an easy and fear-free interaction with the poor and find out everything there was to know about her borrowers’ lives and difficulties.  Thus, on Nurjahan’s first day, I pulled her aside and said, “Try to speak with Ammajan Amina alone.  Try to touch her and to understand her mentality.  Today, go there with no pen and no paper in order to gain her confidence.”

Even though Yunus’s workers are from Bangladesh, he has them learn about the Bank’s customers as though they were anthropologists learning about a new culture.  Yunus understands that the life of the poor is so different from the lives of educated people that common assumptions must be dropped.  There are many virtues in poor communities to admire and many practices to change.  But the admiration must come before any change can be successfully accomplished.  


Like the managers at First Community Bank, Yunus finds distinctive visibility in the community especially important.  Both Yunus and First Community Bank’s managers understand that they are positioning their institution in relation to competing financial institutions as the true representative of the community.  But in Bangladesh, Yunus has developed a tactic that is precisely the opposite of First Community Bank’s.  Here he writes about how the Grameen Bank directs managers to open new branches:

The arrive without any formal introduction.  They have no office, no place to stay, and on one to get in touch with.  Their first assignment is to document everything about the area. . . .  We want them to appear as different as possible from the usual government officials who arrive in the villages with great pomp, expecting delicious meals and comfortable accommodations. . . .  Grameen tries to create a new breed of “officials” with fresh ideas and modest ways.  Therefore our managers and associates must pay for a room. . . .  They many find shelter at some abandoned house, school hostel, or local council office.
  

In Bangladesh, Yunus has to position his bank against not only government programs but also against local money lenders.  Since his employees face rumors that they are coming to kidnap and enslave women, he also requires of his workers a strict code of modesty.  


Likewise, CEMEX’s Patrimonio Hoy began with the immersion of a team in the community in order to understand the values and practices of the lower-income segment, with particular emphasis on how those practices and values differed from economically sophisticated middle-class practices and values.  The CEMEX team, like First Community and the Grameen Bankers, understand that culture does matter, that people’s values and practices will determine their economic capacities.  But culture is not immutable.  The key is to find a way to work from within the culture (or subculture) already in place.  As with First Community and Grameen, immersion for Patrimonio Hoy continues as a matter of daily operations.  Patrimonio Hoy sales leaders regularly conduct qualitative interviews with customers and others in the community to see how Patrimonio Hoy is understood, to manage rumors, and to respond to changes in the community.  To foster this close connection, the headquarters of Patrimonio Hoy is near the settlements its serves, not in the CEMEX corporate office in Monterrey, Mexico.  


Local visibility is also a chief concern of Patrimonio Hoy.  Its leaders realize that they are taking a stand in the community for something new, and that they are agents of change.  Patrimonio Hoy is the patron of a club that brings a new financial system for saving and even more remarkably that requires impeccable transactional relations among people.  Its offices, which are meeting places for the club, have to be visible in the community so that members can see and be seen by Patrimonio Hoy workers.  And these offices must themselves be impeccable, with no marred walls or graffiti.  Consequently, the marketing staff spends much time keeping the offices freshly painted.


While most businesses today are looking for ways to move online, for-profit development businesses cannot afford to distance themselves electronically from their customers.  As cultural change agents, they have to hold a visible and distinctive place in the community.  These businesses must make themselves physical monuments that remind both their employees and their customers what they stand for.  That visibility is part of the immersion.  Customers open up to workers who are immersed in their community because they share a context.  To grow, the business must become a valued, visible part of that context.

Outreach and Inclusion


Outreach is one of the most misunderstood aspects of for-profit development businesses.  It is the key to overcoming the distrust of lower-income customers, but to experienced business managers, outreach nearly always looks costly and unreplicable.  Inclusion of lower-income customers or other people from the customers’ community can also easily seem a difficult-to-replicate training nightmare to senior managers.  But both are critical to cracking the market.  Sometimes both can be done at the same time.


First Community Bank has Community Development Officers.  They are the active liaisons between customers in specific ethnic and linguistic minority populations and the Bank.  These officers constantly seek additional knowledge about emerging trends and practices within the ethnic and linguistic communities they serve.  They give First Community a significant competitive advantage over any other bank that seeks to serve this market.  First Community also works at inclusion by actively recruiting new hires from the communities it serves.  Such recruiting has enabled the Bank to have customer service representatives who can speak virtually any language a customer speaks.  First Community managers consider their team a United Nations of banking.


Grameen’s outreach efforts are more widely shared among Grameen employees.  In established Grameen offices, each bank worker spends one hour visiting borrowers at their homes in order to identify borrowers’ needs and problems.  To increase a bank’s size, Yunus has branch managers walking for miles to meet and talk with villagers:

Every day, the new branch manager and associate manager walk for miles to meet with villagers and explain the procedures for forming credit groups and our policy of accepting only the most disadvantaged. . . .  Come rain or shine, the [manager and associate] never stop visiting the poor.  They are not allowed to take shortcuts by appointing villagers as agents, the usual practice of government officials.  And ultimately, it is not their words but their hard work that softens the attitude of the villagers.

Yunus makes every borrower a member of the bank, much like the old U.S. Savings and Loan model.  It gives Yunus the particular advantage of avoiding any restrictions—either in Shariah law or the Quran—against collecting interest, since each interest payer is also an owner.  As an owner, Yunus assigns informal and formal responsibilities to members individually, as members of groups, and as members of a community federation:

If an individual is unable or unwilling to pay back her loan, her group may become ineligible for larger loans in subsequent years until the repayment problem is brought under control.  This creates a powerful incentive for borrowers to help each other solve problems and—even more important—to prevent problems.  Groups can also request help from other groups in their “center,” a federation of up to eight groups in a village that meets weekly with a bank worker. . . .  A center chief, a group chairperson who is elected by all members to manage the center’s affairs, helps solve any problems that a group is unable to handle on its own and works closely with the bank worker assigned to the center.  The chief also plays an active role in screening loan requests.  When a member makes a formal loan request during a meeting, the bank worker will normally ask the group chairperson and the center chief whether they support the loan proposal.
 

Such inclusion trains bank customers in ways of building trust, trains customers to make better financial decisions, makes customers into word-of-mouth advocates (especially important at Grameen, which frequently comes under attack by mullahs), and keeps loan repayment rates in the high 90% range.  


Patrimonio Hoy’s managers have combined outreach and inclusion by engaging those members of Mexico’s lower-income communities, mostly responsible women, who have already run tandas, the traditional group money-pooling, savings tool.  These women, assessoras, are generally already seen as responsible, forward, and trustworthy by their neighbors.  Assessoras are apt at helping people resolve problems and consequently also respected for their canniness.  In many ways, they are a lower-income version of Mary Kay saleswomen.  Patrimonio Hoy hires or otherwise gives these members of the community incentive to act as its sales developers and as customer service agents.  They are critical at driving word of mouth for Patrimonio Hoy, which in Mexico faces some of the same kind of distrust encountered by Yunus’s Grameen Bank.  

Like Grameen, Patrimonio Hoy also joins its members into a club, in which members exercise their privileges by inspecting all deliveries and purchases carefully.  They feel empowered to return poor-quality materials and to insist on timely delivery.  They receive construction classes and technical advice plans.  And they receive ongoing support and motivation.

Like the Grameen Bank, Patrimonio Hoy has deep suspicion to overcome.  Initial sales and significant growth in sales come only from the out-in-the-community work of assessoras and other members of the management team.  Yet the reward for such aggressive outreach and inclusion is similar to that experienced by Grameen.  Patrimonio Hoy's repayment rate is above 98%.  

Innovating by Rationalizing and Sophisticating Traditional Practices


For-profit development businesses engage primarily in what we call cultural innovation.  They seldom innovate by working with technology to develop new financial derivatives, new chemicals, new pharmaceuticals, new electronic devices, or the like.  They do sometimes develop new operational processes, but that is not the focus of their competitive edge.  Instead, they develop new products in the form of new systems for addressing traditional cultural concerns while embracing the concerns of a modern market economy.  


First Community Bank invented its Second-Look process precisely to find ways of adapting minority-community, cash-economy creditworthiness to creditworthiness as defined by modern banking.  According to Alan Neville, all loans that are rejected for traditional reasons are sent for review to members of the Second-Look team.  These members identify how members of the applicant's community would determine creditworthiness, then systematize it and assess credit on that basis.  For instance, the Second-Look process was one of the first to identify a history of paying rent or utilities bills as the source of a credit history.  The Second-Look program innovated treating the rent paid by multiple occupants as income to the principal tenant.  First Community issues loans to low-income working people who take the extra step of taking courses on financial management.  As First Community’s says, “Most banks avoid looking at loans as though they were equity partners, but that’s exactly what people in low-income communities need.”  In short, First Community, makes loans on the basis of the communities’ forms of productivity.


Grameen innovations arose similarly.  Yunus does not say from where he drew the idea of lending to groups of neighbors, but the inspiration for other elements of his lending program are clear.  Although he does not explicitly say so, Yunus took the simplicity of the loan structure from the local usurious money lenders.  As is common with money lenders, Grameen borrowers take loans for 50 weeks, pay installments weekly, but pay only 20% per year (0.4% per week) as opposed to the money lenders’ 120% per year (2.4% per week).  And Yunus explicitly adapted the custom of mushti chal, of saving a handful of rice every day, to saving 5% of every loan in a group emergency account that the group can use for giving interest-free loans to its members in difficulty.
  


Patrimonio Hoy’s basic offering of group savings and credit management arose out of the observation made by the initial CEMEX team that people in the community joined money-pooling tandas.  Tandas, however, lasted 10 weeks, usually involved $100 payment per week, and the pot was distributed weekly to the recipients in an order determined by the drawing of lots in the first week.  While everyone had to pay weekly, those who did well in the lottery received credit while those who came in toward the end had mostly a disciplined savings tool.  These simple tandas served as the basis for the 70-week building materials program offered by Patrimonio Hoy, which includes, as we have seen, club membership, technical advice, and now credit for all members during the last 35-week period.  The key to the development of the program has been sophisticating the tanda practice so that it can better connect the values of the traditional status culture and a modern transactional one.  


Identifying how effectively a traditional practice has been sophisticated to serve as a bridge between conflicting values is one crucial measure of how well a for-profit development business’s offering will be received.  At Patrimonio Hoy, balancing the sense of the offering as a blessing delivered by fate with the necessary planning, and then balancing the suspicious watching of group members with a good, self-motivating attitude have required careful study of customer responses and a long pilot period of tinkering.  


It is clear that the three general elements discussed—immersion and visibility, outreach and inclusion, and innovation by sophisticating traditional practices—are the foundation for operating a for-profit development business that will appeal to its customers.  Certain developing economies will require another key element seen in both the Grameen and CEMEX offerings—group mechanisms to ensure financial discipline and loan payment.  

In such cultures, this additional element can be vital to the success of a for-profit development businesses.  As Noel Maurer and Tridib Sharma point out, anyone who seeks to borrow without good collateral—whether a low-income person or a wealthy entrepreneur working in an environment with poor property right enforcement—will have to borrow against his or her reputation.  By and large, however, lenders feel secure lending on reputation only when they are also able to monitor the actions of their debtors.  Creditors want to know if a payment is missed because of malfeasance, incompetence, or unavoidable misfortune.  Generally, such monitoring makes lending on reputation extremely expensive.  

But nineteenth-century Mexican entrepreneurs, Yunus, and the managers of Patrimonio Hoy have found that a lender could cut the monitoring cost by lending to self-monitoring groups.  By lending to such a group and punishing the group for missed payments, the lender diversified reputation risk.  It is unlikely that all members of the group would seek to cheat the lender.  If there was one cheat among them, the other members were likely to find out early and take steps to remedy the situation.  And even if they did not, they would not want their credit ruined, so they would make up the loss.  Indeed, a creditor could achieve an even higher level of protection by staggering loan issuance and payment dates, as Grameen does, so that deadbeats will be likely to affect some others in the group much more adversely than themselves.  (Some will lose the opportunity to borrow; others will gain bad credit even though they have repaid all or almost all of their own loans.)  Lending or selling to groups makes sense in communities where groups can monitor the reputation and actions of their members relatively inexpensively, where people have skills for working in groups, and where reputation matters.
  The ease of group monitoring tends to be higher in traditional communities than in urban U.S. communities.

How Policy Makers Can Stimulate For-Profit Development Businesses


We turn now to how policy makers can help foster the growth of the for-profit development business sector.  So far for-profit development businesses have been begun only by far-sighted, strategically minded business leaders.  These leaders have seen the value of such business ventures because of their strong sense of who will make up the critical market in the future.  In the near term, such businesses can succeed but are  not obvious financial winners.  At Patrimonio Hoy, the managers say, “We see that this business is not the cement monster CEMEX likes its new businesses to be.”  A branch manager at Fleet’s First Community Bank acknowledges that the First Community Bank has to do a lot of volume to achieve the same results as other banks, and that presents operating expense problems.  When Fleet, the holding company, is faced with downsizing, it is hard to justify keeping a First Community branch doing US$6 million worth of business per year when the average Fleet branch does US$75 million.  

Senior managers are unlikely to move toward for-profit development businesses until strategic convergence and demographics show them that the low-income market represents the primary future opportunity.  But even then senior managers may be dissuaded by the returns.  There are, however, four main kinds of policy shift that, taken together, would encourage senior managers to seriously consider for-profit development businesses:  

· Broad programs to make the economics of for-profit development businesses more attractive

· Adjusting funds transfers to the lower-income segment to reward for-profit development businesses

· Joint government–development business programs

· Grants and other transfers to stimulate the growth of for-profit development businesses

We will describe each of these possibilities in turn in a general way.  As we do, keep in mind that none of these possibilities excludes others, and that an economic analysis of the value created by any one requires a program with more details than the scope of this paper allows.

Broad Programs


Two broad programs have already been mentioned.  Enforcement of the U.S. Community Reinvestment Act in an environment of consolidation has made it advantageous for a bank to have a strong presence in lower-income communities.  Without high CRA ratings, the government prevents mergers.  Clearly, managers at the First Community Bank have used this legislation and its enforcement as a justification for the bank’s continuance during hard times.


We have also mentioned in passing the possibility of tax relief for businesses operating in low-income areas.  In the U.S. there is already some legislation giving certain kinds of tax relief to businesses that locate in particularly stressed areas—enterprise zones.  Such programs frequently provide the last piece of motivation to a business already contemplating such a move, but they are rarely the primary factor in forming a business strategy.

Adjusting Transfers to the Lower-Income Segment to Reward For-Profit Development Businesses

Since today there are few examples of programs that reward for-profit development businesses, we will provide hypothetical examples to show what such programs could be like.  

For instance, to encourage the poor to join the Grameen Bank, governments or relief agencies could promise to match dollar for dollar the money each borrower group puts in its emergency fund.  Earlier, to show the value of Patrimonio Hoy’s program, we looked at what would happen if the Mexican government offered to pay for the materials or construction of a second room once the homeowner completed the first.  

Obviously, the legislation behind such transfers has to be written so that it does not simply benefit one business.  Presumably, that is a matter of legislative craftsmanship.  Once it is done, such transfers can help for-profit development businesses with their most difficult challenge: growth.  Customer recruitment in high-touch businesses is quite expensive.  Currently, these businesses have to count on word of mouth and adjust internally for slow growth.  Yunus says that he is satisfied if a new Grameen office achieves 100 new borrowers in its first year.
  An added stimulus to this growth process, one that could cut down on the difficulties of outreach, could have an enormous impact on these businesses.

Joint Government–Development Business Programs

Creative partnerships with local and state governments are one of the primary ways in which the U.S. helps for-profit development businesses.  Such partnerships do not, however, draw new players into the for-profit development arena.  They do help to bring that field into financial as well as strategic parity with mainstream business.  First Community Bank has benefited from a number of such programs.  Early on it lent money to a government-sponsored inner-city, small-business loan fund.  By lending money to the fund instead of directly to the small businesses, it reduced the risk of lending and still reaped most of the profits.
  Later, First Community developed with the City of Boston a program, called Home Again, to remove lead from older houses in Boston.  Again, First Community shared the risk of loans with the City.  In a more ambitious partnership, Boston used its extraordinary powers of eminent domain to purchase neighborhood eye-sores.  First Community Bank then lent the money for the rejuvenation and sale of the refurbished buildings.  The City and Bank shared the profit.  First Community Bank also benefited indirectly because the renovation of the dilapidated buildings increased the value of other buildings it had financed and thereby lowered the risk of defaults.

Bangladesh leased 1,000 large fishery ponds to the Grameen Bank for free for 25 years in order to take advantage of Grameen’s superior administrative abilities and understanding of how to empower low-income people.  Managers at Patrimonio Hoy have contemplated establishing utility, road enhancement, and title insurance programs similar to the building the materials program, with the difference that local and state entities would provide a match to the money saved by Patrimonio Hoy members.  The government could also work with Patrimonio Hoy to subsidize mason payments for those who need them.  

The range of possible government-business partnerships is wide, but the basic structure is fairly straightforward.  The government and the business identify a particular project, then the government takes on part of the risk and uses either its legal power or its ability to grant subsidies to customers to motivate the initial change in behavior desired.  The for-profit development business then brings the project to completion, making a profit in the process.  

Such joint ventures are as good for for-profit development businesses as they are for governments and development, but such partnerships alone do not usually draw traditional businesses into the realm of for-profit development.

Grants and Other Transfers to Stimulate the Growth of For-Profit Development Businesses


The Grameen Bank is the leader here.  Like others in this field, Yunus realized that market-based growth of high-touch business is necessarily slow.  For that reason, the initial stage of any replication is also slow.  Policy makers anxious to spend sizable funds on development tend to see the natural growth rate of Grameen and other for-profit development businesses as too slow to merit attention.  As Yunus puts it:

One day I was complaining about this situation—billions of dollars for Third World development, but none for dozens of good micro-credit programs. . . .  I elaborated on how difficult it was to start replication programs because of the lack of donor money.  My suggestion was to create a branch of the Grameen Trust specifically for providing support to replication programs.  If donors were satisfied with the use of their money, they could give us more.  If they were unhappy with our performance, they could remove their support.

This simple idea is critical for for-profit development businesses.  Indeed, it is what makes them hybrids that bridge the gap between current development and business models.  As part of its basic structure, a for-profit development business creates a nonprofit foundation or trust that funds the start-up of new development business sites.  This nonprofit foundation is like numerous nonprofit organizations that stimulate the development of small businesses.  The charter of the foundation can be as narrow as donors would want.  The funds could, for instance, go only to replication efforts beyond those that a business plan shows would come through normal business growth.  In cases like Fleet and CEMEX, part of the corporate money that goes to charities could go to this foundation or trust.  Governments and other foundations could donate the rest.  As a high mark, between 1994 and 1998, the Grameen Trust received approximately US$11 million.
  Yunus’s goal for replication projects is simple.  He seeks to reach 100 million poor people by 2005.
  

None of these programs alone will significantly speed up the creation of new development businesses.  But a combination of them could prove powerful enough to persuade senior managers to enter this emerging field.

Conclusion

As stated at the beginning, the goal of this paper has been to raise awareness of a new kind of business that is emerging, to show its value to both business leaders and policy makers, and to incite business leaders and policy makers to speed up that emergence.  With such broad goals, many questions will remain unanswered.  For business leaders, we have left out matter regarding the internal organization of processes in for-profit development businesses.  On the policy side, we have left out issues of how for-profit businesses can work with government to make development more orderly.  Nevertheless, this study should be sufficient for both business leaders and government leaders to commit to investigate the remaining questions and begin taking actions to institute development business strategies that will enhance the growth of this new form of business.
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� Additionally, since the 1995 crisis, the do-it-yourself market has grown the fastest and is now the largest market segment in Mexico.  It consumed 830,000 tons of cement per month in 1995 and consumes 1,270,000 tons per month now.  


� All “$” figures are in Mexican pesos unless otherwise indicated.
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� Yunus, 107.
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� From its own research into rental and secondary markets, CEMEX believes that the Sedesol valuation of its VivAh homes is low.  Moreover, there is a wide range in the valuation of homes and rooms based on construction and design quality.  Members of the do-it-yourself segment rate Patrimonio Hoy rooms highly in both design and quality.  Traditional do-it-yourself rooms tend to rate low in design and construction quality.  From interviews with Patrimonio Hoy members, Sedesol’s VivAh homes were rated fairly high in construction quality and variously in design quality.  Members of this segment like to have homes that show individual differences.  Nevertheless, for the preliminary analyses in this paper, the Sedesol market valuation will be treated as the benchmark for all construction.  When we give a more extended, comparative analysis, we will take the differences of market valuation into account.


� The figures used here and in the rest of this section are year 2001 figures for both Sedesol and CEMEX.  


� Since this paper is about for-profit development businesses, it will not take up Mexico’s considerable problem with orderly development.  Most of the urban poor build their homes in settlements where title is fragile, roads are poor, and one or another basic utility is missing.  Nevertheless, developing these people economically where they are appears the most practical action a business can take.


� A Patrimonio Hoy member actually invests the $8,400 at the rate of $105 /week for building materials and $15 / week for the Patrimonio Hoy Club fee.  There is no single down payment.


� Observations based on a very small secondary market in these houses and interviews with members of the low-income segment show that Patrimonio Hoy homes once completed generally receive a market value premium of least 10% above the VivAh $1,476 / square meter valuation.  Likewise, from observations and interviews, we believe that Sedesol’s VivAh houses with full utilities and clear titles (“papers”) should also be valued at a premium of 10% above VivAh’s own $1,476 / square meter.  We contrast these homes to traditionally built homes which have no premium but like the others appreciation with inflation.  Indeed, given the extent of resignation and slowness to build, the behavior shows what our analyses also show: these homes are built at a financial loss.  The $1476 / square meter turns out to be a good indicator of their value.  But, as these estimates have not been confirmed by other data, we will use them in only one illustrative model below that shows that value of Sedesol and Patrimonio Hoy working together.  


� Net present values are calculated using the approximate interest rate of the 364 CETES on October 6, 2001.  That rate was 11.96%.  This paper rounds it to 12%.  So the present value of a $13,286 room is $13,286/(1+.12/52)70  or $11,300, while the same room for the traditional building who takes much longer is $13,286/(1+.12/52)260 or $7,300.  Unlike members of the business community, members of the do-it-yourself community do not have the option of investing their money in 364 CETES.  The simple point is that, from a standard financial perspective on pure investments, Patrimonio Hoy is a sensible investment while traditional building is not.  


� If the return at the end of the 70 weeks is $13,286 (the market value of the room) and the investment is $8,400, then the ROI is 52[($13,286/$8400)1/70 – 1].  Likewise, the same return at the end of 260 weeks for a $9,600 investment is 52[($13,286/$9600)1/260 – 1].  They are 34.17% and 6.5%.


� Survey data show that Patrimonio Hoy customers also wanted to add on average two additional pieces of construction such as an extra wall, stairs, a garage, and so forth.  To keep our numbers conservative, we are ignoring this number in valuing aspiration creep.


� This table shows the numbers for the bar graph in the text.


Increase in Lifetime Equity by Kind of Patrimonio Hoy Customer


(Customers classified according to number of rooms already constructed and average construction delay.)


Micro-Segment & Percentage of Patrimonio Hoy Customers �
Slow Starts


34%�
Organized


19%�
Established


11%�
Resigned


21%�
Improvers


15%�
�
Average Number of Existing Rooms�
1 room


$13,286�
4 rooms


$53,143�
6 rooms


$79,714�
1 room


$13,286�
4 rooms


$53,142�
�
Delay in Construction�
0-6 years�
0-6 years�
0-6 years�
> 7 years�
> 7 years�
�
Likely Increase in Rooms without Patrimonio Hoy�
2 rooms


$26,571�
1.5 rooms


$19,929�
0 rooms


$0�
1 room


$13,286�
0 rooms


$0�
�
Projected Lifetime Equity without Patrimonio Hoy�
3 rooms


$39,857�
5.5 rooms


$73,071�
6 rooms


$79,714�
2 rooms


$26,571�
4 rooms


$53,143�
�
Likely Increase in Rooms with Patrimonio Hoy�
5 rooms


$66,429�
3 rooms


$39,857�
1.5 room


$19,929�
2 rooms


$26,571�
1.5 room


$19,929�
�
Projected Lifetime Equity with Patrimonio Hoy�
6 rooms


$79,714�
7 rooms


$93,000�
7.5 rooms


$99,643�
3 rooms


$39,857�
5.5 rooms


$73,071�
�
Percentage Increase in Patrimony (Lifetime Equity) with Patrimonio Hoy�
100%�
27%�
25%�
50%�
37.5%�
�



� Yunus 145–146.


� Sedesol, Programa Sectorial de Vivienda 2001-2006: Casa y hogar para cada quien: una tarea Contigo, “Apéndices,” http://www.sedesol.gob.mx/sectorial_viv/vivienda.htm.


� In addition to Sedesol’s VivAh, which subsidizes home ownership, INFONAVIT, FOVI, and INFOVISSTE are programs that to extend credit to regularly employed members of this segment so that they can purchase or build homes.  INFONAVIT in particular is seeking to increase significantly the number in this segment that it serves.  


� Some estimates set this number at a lower, 2.6 million.


� The Patrimonio Hoy return on investment is 34%.  Invested at that rate, $7,000 will turn into $31,000 in 5.08 years.  (That is, $31,000 = $7,000 [1+.34]5.08.)  Thus, if it takes a VivAh family 5.08 years to save the $7,000 which immediately turns into $31,000 worth of home equity, the family is receiving roughly the same return as the Patrimonio Hoy family.  
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� See Noel Maurer and Tridib Sharma, “Enforcing Property Rights through Reputation,” The Journal of Economic History, 61.4 (December 2001), forthcoming, for how nineteenth century Mexican entrepreneurs started the main Mexican banks as groups to manage reputation.  Bancomer, Banamex, and the others are the forbears of the Patrimonio Hoy and Grameen Bank groups.


� Yunus, 105
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Chart

		

				Costs		Market Value		Financial Gain

		Traditional Do-It-Yourselfer		-$24,810		$18,851		-$5,959

				-$34,285		$35,835		$1,550

		VivAh + Traditional Addition		-$16,794		$36,369		$19,575

				-$33,491		$37,138		$3,647

				$13,286/(1+.12/52)70				11306.2819042065

				$13,286/(1+.12/52)260				7296.553356296

				52[($13,286/$8400)1/70 – 1]				0.3417023091

				52[($13,286/$9800)1/260 – 1]				0.0597301487

				5.0844945441

				$31,000 = $7,000 [1+.34]5.08				30959.2488967529
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Worksheet

		Costs and Market Values of 27-Square Meter, Multi-Room Homes by Low-Income Building System

				Traditional				Patrimonio Hoy				VivAh + Traditional				Joint VivAh +

				Do-It-Yourselfer				Builder				Addition				Patrimonio Hoy

		Time to Completion

		Years		15.00				4.04				3.33				4.04

		Weeks		780				210				173				210

				Nominal		Present		Nominal		Present		Nominal		Present		Nominal		Present

				Cost		Value		Cost		Value		Cost		Value		Cost		Value

		Materials		$22,050		$10,244		$22,050		$17,500		$4,900		$4,044		$22,050		$17,500

		Labor		$18,000		$8,363		$18,000		$14,285		$4,000		$3,301		$18,000		$14,285

		Inefficiency with materials (33%)		$7,350		$3,415		$0		$0		$1,633		$1,348		$0		$0

		Inefficiency with labor (33%)		$6,000		$2,788		$0		$0		$1,333		$1,100		$0		$0

		PH Membership Fee		$0		$0		$3,150		$2,500		$0		$0		$3,150		$2,500

		VivAh Payment		$0		$0		$0		$0		$7,000		$7,000		$7,000		$5,555

		VivAh Payment to PH		$0		$0		$0		$0		$0		$0		-$8,000		-$6,349

		Total Costs		$53,400		$24,810		$43,200		$34,285		$18,867		$16,794		$42,200		$33,491

		Clear Title & Utilities		Unlikely				Unlikely				Definite				Definite

		Est. Market or Equity Value		Nominal Price		Present Value		Nominal Price		Present Value		Nominal Price		Present Value		Nominal Price		Present Value

		Appreciation on Completion

		Due to program		0%				10%				10%				14%

		Inflation		7%				7%				7%				7%

		27-square meter home		$113,803		$18,851		$58,148		$35,835		$54,231		$36,369		$60,262		$37,138

		Home Value above Costs		$60,403		-$5,959		$14,948		$1,550		$35,364		$19,575		$18,062		$3,647

		Comp. Rent @ $73.6/week		$57,408		$26,672		$15,456		$12,266		$12,757		$10,529		$15,456		$12,266

		Home Value above Rent		$56,395		-$7,821		$42,692		$23,569		$41,474		$25,840		$44,806		$24,872

		Main assumptions

		Materials cost for 1 room				7,350		pesos/room

		Labor costs for 1 room				6,000		pesos/room

		No. Of rooms				3

		PH materials fee				105		pesos/week

		PH membership				15		pesos/week

		Discount rate (annual)				12.0%		annual

		Base value of construction				1,476		pesos/sq. Meter

		Table 7
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		Years		15.00				4.04				3.33				4.04

		Weeks		780				210				173				210

				Nominal		Present		Nominal		Present		Nominal		Present		Nominal		Present

				Cost		Value		Cost		Value		Cost		Value		Cost		Value

		Materials		$22,050		$10,244		$22,050		$17,500		$4,900		$4,044		$22,050		$17,500

		Labor		$18,000		$8,363		$18,000		$14,285		$4,000		$3,301		$18,000		$14,285

		Inefficiency with materials (33%)		$7,350		$3,415		$0		$0		$1,633		$1,348		$0		$0

		Inefficiency with labor (33%)		$6,000		$2,788		$0		$0		$1,333		$1,100		$0		$0

		PH Membership Fee		$0		$0		$3,150		$2,500		$0		$0		$3,150		$2,500

		VivAh Payment		$0		$0		$0		$0		$7,000		$7,000		$7,000		$5,555

		VivAh Payment to PH		$0		$0		$0		$0		$0		$0		-$8,000		-$6,349

		Total Costs		$53,400		$24,810		$43,200		$34,285		$18,867		$16,794		$42,200		$33,491

		Clear Title & Utilities		Unlikely				Unlikely				Definite				Definite

		Est. Market or Equity Value		Nominal Price		Present Value		Nominal Price		Present Value		Nominal Price		Present Value		Nominal Price		Present Value

		Appreciation on Completion

		Due to program		0%				10%				10%				14%

		Inflation		7%				7%				7%				7%

		27-square meter home		$113,803		$18,851		$58,148		$35,835		$54,231		$36,369		$60,262		$37,138

		Home Value above Costs		$60,403		-$5,959		$14,948		$1,550		$35,364		$19,575		$18,062		$3,647

		Comp. Rent @ $73.6/week		$57,408		$26,672		$15,456		$12,266		$12,757		$10,529		$15,456		$12,266

		Home Value above Rent		$56,395		-$7,821		$42,692		$23,569		$41,474		$25,840		$44,806		$24,872

		Main assumptions

		Materials cost for 1 room				7,350		pesos/room

		Labor costs for 1 room				6,000		pesos/room

		No. Of rooms				3

		PH materials fee				105		pesos/week

		PH membership				15		pesos/week

		Discount rate (annual)				12.0%		annual

		Base value of construction				1,476		pesos/sq. Meter

		Table 7
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