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ABSTRACT  Our study explores the structuring decisions made by intermediaries seeking to
alleviate poverty by connecting base-of-the-pyramid markets with more developed markets.
Using intermediation theory to ground our study, we collected qualitative data on 29 social
intermediation projects located within Latin America, Africa, and Asia. Our findings suggest
that ‘socializing’ intermediation theory to more accurately explain and predict structural
outcomes across more diverse contexts requires three key modifications: (1) the attenuation
of opportunism, which creates an wmternalizing social force; (2) the accommodation of
non-monetary objectives, which creates an externalizing social force; and (3) the perception of
transaction capabilities as tractable, which serves as a guidepost for reconciling these two
opposing social forces.
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INTRODUCTION

Base-of-the-pyramid (BOP) markets are comprised of the nearly 4 billion people world-
wide that live on less than two dollars per day (Prahalad and Hart, 2002). Much of the
trade that currently exists within BOP markets occurs only on a very small, local level.
The absence of strong formal institutions to facilitate trade beyond informal networks, as
well as poor transportation and communication infrastructures, significantly impedes
transacting larger volumes across farther distances (de Soto, 2000; Kistruck and
Beamish, 2010). The overall limited number of trade linkages between BOP markets and
more developed markets results in depressed prices paid to BOP producers for their
wares, and more inflated prices paid by BOP consumers for the provision of goods and
services (London et al., 2010).
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Organizations collectively referred to as social enterprises have begun efforts at build-
ing new and more efficient trading channels through the process of intermediation.
Social enterprises can be defined as organizations that ‘combine the pursuit of financial
objectives with the pursuit and promotion of substantive and terminal values’ (Cho,
2006, p. 36) and are driven primarily by social goals, but seek to accomplish such goals
in a manner that is, at least in part, financially self-sustaining rather than relying
exclusively upon ongoing donations or government grants. An intermediary is defined as
‘an economic agent that purchases from suppliers for resale to buyers or that helps buyers
and sellers meet and transact’ (Spulber, 1999, p. 135). Thus, the objectives of ‘social
intermediaries’ are to engage in a set of activities that will allow BOP producers or
consumers to reduce problems of adverse selection and moral hazard that currently
plague transactional arrangements, and to redistribute the resulting economic rents in a
more equitable manner.

In pursuing their goals, social intermediaries must decide specifically the scope of their
involvement in orchestrating trade between buyers and sellers. Specifically, they must
decide the extent to which they will undertake the transaction functions of search,
negotiation, monitoring, and enforcement internally using a hierarchical arrangement
versus requiring buyers and sellers to transact directly in the market. To better under-
stand how social intermediaries make such structuring decisions within BOP markets, we
grounded our exploratory study within the theory of intermediation (Spulber, 1996,
1999). As an integration of transaction cost economics and the resource-based view,
intermediation theory predicts that the extent to which a transactional activity will be
structured internally versus externally depends on the given capabilities of an interme-
diary vis-a-vis those of the buyers and sellers to minimize the costs of transacting.
However, much like transaction cost economics upon which it is partially based, the
behavioural assumptions underlying intermediation theory are those of bounded ration-
ality and opportunism, and the objective function of an organization is assumed to be the
maximization of financial efficiency (Williamson, 1975). Such assumptions are more
likely ‘variables’ rather than ‘constants’ in cases of social intermediation, and thus may
alter the predicted structural outcomes of existing theory (George et al., 2012; Valenti-
nov, 2008). Thus our study sought to address two particular research questions: (1) how
do organizations currently seeking to alleviate poverty by connecting base-of-the-
pyramid (BOP) markets with more developed markets elect to structure their activities;
and (2) what additions or modifications are required to existing intermediation theory to
adequately explain and predict structuring decisions made by social intermediaries?

To address such questions, we undertook a multi-phase qualitative study involving 29
social intermediation projects located in Latin America, Africa, and South Asia, and
subsequently analysed our data using NVivo 8 to code the most pertinent themes. Our
data suggest that social intermediaries are willing to absorb the financial losses that often
come with transacting in BOP environments if it means greater financial benefits for
those parties whom they see as disadvantaged. The ultimate effect of this modification is
that it creates an wmternalizing social force in which the intermediary is more likely to
assume responsibility for those transaction functions which are unprofitable. Second, our
data suggest that the pursuit of social objectives such as the empowerment of disadvan-
taged populations requires that social intermediaries not only look at the relative finan-
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cial efficiency of markets versus hierarchies, but also at the relative efficacy of each
Institutional arrangement to accomplish such social objectives. While internalizing a
particular transaction activity may be a more financially efficient means of governance
when the social intermediary possesses superior transaction capabilities, they may nev-
ertheless elect not to internalize the transaction as doing so would be associated with the
use of fiat and control rather than the empowerment of the disadvantaged populations
they are seeking to help. Thus, the pursuit of social objectives can create an opposing
externalizing force in which intermediaries are willing to allow buyers and sellers to
transact directly, even if doing so creates comparatively greater financial inefliciencies.

Finally, our data suggest that as part of the process of attempting to reconcile these two
opposing structural forces, social intermediaries evaluate the tractability of transaction
capabilities prior to making structuring decisions. Specifically, intermediaries attempt to
balance their desire to create self-sustaining direct relationships between buyers and
sellers (externalizing social force) with the financial constraint that profitable trade would
often not occur without their willingness to assume responsibility for less profitable
transaction functions (internalizing social force) by first analysing the degree of difficulty in
improving the capability of BOP producers and consumers to search, negotiate, monitor,
and enforce transactions. As opposed to internalizing all transaction functions for which
an intermediary possesses superior a priort transaction capabilities in order to leverage
their comparative advantage, social intermediaries analyse each function individually to
determine the time and investment required to raise the functional capability of BOP
buyers or sellers to minimally acceptable levels. Thus, social intermediaries undertake a
much more dynamic and active approach, as opposed to the static and passive approach
assumed within current intermediation theory, to evaluating relative transactional
capabilities.

We believe such insights not only inform intermediation theory specifically, but
economic-based theories of inter-organizational structuring more broadly (i.e. transac-
tion cost economics, agency theory, incomplete contract theory). Existing economic
theories view financially wefficient structural outcomes as a result of bounded rationality
and ‘satisficing” on the part of decision makers (March, 1991; Simon, 1957). Thus, such
theories presume that it is the cognitive limits on the part of individuals to identify and
weigh all options within a given choice set that leads to ineflicient organization (Wil-
liamson, 1985). However, we argue that organizations that altruistically pursue both
financial and social goals often make very rational and purposeful decisions to be
ineflicient in order to maximize their overall utility function. Furthermore, we assert that
such ‘soctalficing by organizations is not only likely to occur within social enterprises or
non-profit organizations whose formal or informal legitimacy rests upon the explicit
pursuit of socially-oriented goals, but also in crown corporations and even for-profit
corporations who, despite the prescriptive notion of profit-maximization as a sole utility
function, often make structuring decisions based upon goals that are much broader
(Campbell, 2007; Margolis and Walsh, 2003).

We begin our discussion by describing the phenomenon of social intermediation in
BOP markets, including its comparison to prior poverty alleviation approaches. We then
outline the key arguments and assumptions underlying current intermediation theory to
provide a framework for explaining and predicting structural outcomes in general. After
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detailing our methodological approach and analytical techniques, we present our find-
ings and formal propositions. We conclude by discussing both the theoretical and
practical implications of our study and suggest potential avenues of future research.

SOCIAL INTERMEDIATION IN BOP MARKETS

BOP markets are characterized by a reliance on informal rather than formal institutions
(London, 2009). As a result, a number of specific barriers exist that limit the existence or
efficiency of transactions within such environments. For instance, in the absence of
strong legal institutions, buyers and sellers are faced with the strong possibility of unfair
dealings and moral hazard which force them to limit the number of people with whom
they transact to only those that reside within their informal networks (de Soto, 2000).
This, in turn, also results in a significant problem of adverse selection, or an ineflicient
matching of buyers and sellers. Also, in the absence of strong financial institutions,
producers and buyers are often forced to transact using spot markets rather than credit
which creates a coincidence of wants problem in which individuals are forced to limit the
people with whom they transact to only those with the financial capability to do so at a
particular point in time (Starr, 1972; Webb et al., 2010). Transactional impediments
such as these significantly limit the extent of trade within BOP markets as well as between
BOP markets and more developed markets.

To the extent that trade does exist across greater distances, and outside of informal
networks, it typically funnels through a very small number of third-party middlemen
(Vachani and Smith, 2008; Varadarajan, 1984). While such middlemen do in some ways
serve to facilitate economic development by connecting or aggregating fragmented
suppliers and buyers who would not otherwise transact, in the absence of significant
competition they also extort the vast majority of economic rents (Hall et al., 2012). While
the appeal of such exorbitant profits would typically attract other intermediaries as
competitors, or incentivize the supplier and buyer to transact directly, intermediaries
within BOP markets are often adept at maintaining control over information where
communication and other infrastructures are weak (Ansari et al., 2012; Vachani, 2008).

In a direct response to such challenges, a transaction-focused intermediation approach
has garnered increased interest by social enterprises as a development strategy for
poverty alleviation. As compared to the prior waves of development assistance, the
mantra of the intermediation approach is ‘not to give people fish, it’s not to teach them
how to fish, it’s to build new and better fishing industries’ (Drayton, 2006). While other
causes of poverty such as weak property-rights protection, colonization, poor natural
resource endowments, etc. continue to be significant macro-level impediments to effi-
cient market formation, through intermediation, social enterprises attempt to actively
shape current market forces by directly intervening into the trade of goods and services
at a very micro level. Thus, social intermediaries attempt to act as organizational
substitutes for the absence of more formal, macro-level institutions within BOP markets
(Ellis, 2003).

An example of a social intermediation project might involve a social enterprise making
contact with a small rural coffee producer cooperative within the BOP. Through dis-
cussions with the BOP producers, the social enterprise comes to realize that virtually all
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of the cooperatives’ coffee is currently sold to a local middleman who in turns sells it
within the urban centre. The cooperative members possess neither the information nor
logistical means to bypass the middleman to sell their products directly to the urban
market. Furthermore, the cooperative members must borrow money during the planting
season from the middleman at high interest rates due to the lack of alternative sources of
capital, and must agree to sell their entire crop at discounted prices as part of the
agreement. In response, the social enterprise makes contact with a multinational buyer
within Europe who agrees to buy coffee from the small cooperative as part of their CSR
efforts on the condition that the social enterprise will financially guarantee its quality. As
a result, the social enterprise acts as a go-between in assisting the cooperative in their
ongoing negotiations with the European buyer, and continues to offer a financial guar-
antee to the buyer to allay their concerns regarding their inability to adequately monitor
quality or enforce international contracts with producers in BOP markets. The social
intermediary also provides the up-front financing required by the producer cooperative
during the planting season at low interest rates. While the social intermediary charges a
small percentage of the transaction as a fee to cover its costs, the majority of the increase
in profits goes directly to the cooperative members.

Despite the prescriptive appeal of this new social intermediation approach, very little
theoretically-grounded work has been undertaken to deconstruct the more specific
structural issues surrounding the process of intermediating. At its roots, intermediation
by a social enterprise requires decisions regarding the redress of specific transaction costs
in a resource-constrained environment. These resource constraints, often amplified
within BOP markets, pose a series of pressing questions to organizations such as which
specific transaction costs are in most need of attention, by what mechanisms can such
transaction costs be most efficiently overcome, and which entity within the producer—
intermediary—consumer transactional arrangement is best suited to undertake each
specific transactional activity in order to deliver a long-term development solution. We
turn now to discussing the key tenets of intermediation theory as a potential framework
for providing guidance to answering such questions.

THE THEORY OF INTERMEDIATION

Based largely on earlier work by Townsend (1978), but more fully articulated later by
Spulber (1996), the theory of intermediation evolved out of neo-institutional economics
to explain third party involvement as a structural ‘anomaly’ to traditional economic
models that assumed suppliers and buyers transacted directly with one another. Inter-
mediation theory draws primarily upon transaction cost economics for its base logic. As
such, it shares the core behavioural assumptions of bounded rationality and opportun-
ism, and a focus on the costs of transacting rather than the costs of producing as its
primary focus for predicting structural outcomes (Spulber, 2009; Williamson, 1985).
Bounded rationality i1s defined as ‘limited foresight, imprecise language, the costs of
calculating solutions, and the costs of writing down a plan’ (Milgrom and Roberts, 1992,
p- 128), and assumes that while individuals are intendedly rational, they are limitedly so
due to cognitive constraints related to information processing and other resource limi-
tations (Hart and Moore, 1990; Simon, 1957). Opportunism is defined by Williamson
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(1975, p. 26) as ‘self-interest seeking with guile’, and assumes that individuals will seek to
take advantage of other individuals in order to improve their own position.

However, intermediation theory differs from transaction cost economics in several key
ways, the first of which is its unit of analysis. While transaction cost economics focuses
primarily on characteristics of the transaction in predicting structural outcomes — namely
asset specificity, frequency, and uncertainty — the unit of analysis for intermediation
theory is the firm (Spulber, 2009). Specifically, in predicting structural outcomes, inter-
mediation theory focuses on the relative transactional capabilities of an intermediary
vis-a-vis those of the buyers and suppliers in predicting when trade will occur directly
versus indirectly through an intermediary. As such, intermediation theory combines the
logics of both transaction cost economics as well as resource based theory (Barney, 1991)
which rests on the premise that the capabilities and resources of firms are heterogeneous.

The second adaptation of intermediation theory to traditional transaction cost eco-
nomics arises out of its triadic rather than dyadic focus. In taking a triadic perspective,
structural outcomes within intermediation theory are predicated upon aggregate transac-
tion costs (Spulber, 2009). As compared to transaction cost economics which predicts
that as dyadic transaction costs between a supplier and a potential outsourcer increase,
the supplier will be more likely to internalize its transaction functions (Williamson, 1985),
intermediation theory looks more broadly at not only the transaction costs between the
supplier and the potential outsourcer but also the transaction costs between the potential
outsourcer and ultimate buyers.

While similar in underlying logic, the broader triadic, firm-level focus of intermedia-
tion theory can result in different predictions for structural outcomes compared to
traditional transaction cost economics. Assume for instance that a supplier has an
opportunity cost C for supplying a particular product, while a buyer has a willingness to
pay V for that particular product. (This example i1s adapted from Spulber 2009, pp.
xiv—xv.) However, for a transaction to occur, a set of ex ante and ex post activities must also
take place related to matching, bargaining, etc. Assume the sum of such costs to be 7.
Thus we would expect a transaction to occur when V— '~ 7> 0. In predicting how such
a transaction would occur, transaction cost economics would traditionally assume that
when 7 is comparatively lower when using a hierarchical arrangement as compared to
markets, the supplier would internalize the transaction of the product. However, inter-
mediation theory suggests third-party firms as alternative institutional arrangements.
Specifically, intermediation theory predicts that when the transaction costs A'incurred by
an intermediary to facilitate trade are <7, the supplier and buyer will choose to transact
indirectly through the intermediary rather than directly.

Much in the same way that early stage transaction cost economics research progressed
from a dichotomous choice between markets and hierarchies to a greater consideration
of hybrid structures (i.e. joint ventures, alliances), research on intermediation theory has
begun to move beyond the dichotomous choice of ‘intermediation’ versus ‘no interme-
diation’ towards a more nuanced consideration of ‘partial intermediation’ (Bello and
Williamson, 1985). The degree of partial intermediation can be deconstructed theoreti-
cally by examining the four major transaction functions of interest: search, negotiation,
monitoring, and enforcement (Wu, 2004). Thus, for any given transactional arrange-
ment, an intermediary may assume responsibility for all, some, or none of the four major
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transaction functions in dealing with clients depending on their relative capabilities
vis-a-vis the supplier within each functional category, and their ability to deliver net
transaction cost savings as a result of those capabilities (Spulber, 2003). When any of the
intermediary’s capabilities to search, negotiate, monitor, or enforce are such that K< 7,
the intermediary is expected to undertake that particular function internally as part of the
trade facilitation process between the supplier and buyer.

With its focus on explaining and predicting the degree to which intermediaries will
undertake transaction functions internally as compared to leaving the buyer and seller to
transact directly in the markets, intermediation theory represents a seemingly pertinent
theoretical foundation for exploring research questions related to how structuring activi-
ties occur in the context of intermediation within BOP markets. However, some of the
economic-based assumptions underpinning intermediation theory regarding human
behaviour and the singularity of organizational goals differ when applied to the context
of social intermediation. Thus, we undertook an exploratory study to better understand
how the pertinent attributes of social intermediation within BOP markets can improve
our understanding of the range of considerations that are undertaken by organizations in
structuring transactional arrangements.

METHODOLOGY
Data Collection and Analysis

We undertook a multi-stage qualitative approach to the design of our study. Qualitative
methodologies have been shown to be particularly useful when the research questions
involved are more exploratory than confirmatory in nature (Eisenhardt and Graebner,
2007). Given that the focus of our study was to explore potential modifications to
intermediation theory to better explain and predict structural outcomes when applied to
the context of social intermediation in BOP markets, an inductive approach permitted us
with the flexibility to explore a wide scope of potential adaptations to existing theory
rather than attempt to hypothesize specific effects a prior: (Gephart, 2004).

Drawing upon published case studies, information from development-oriented web-
sites, and direct assistance from a number of nongovernmental organizations such as
CARE, the Inter-American Foundation, and The World Bank, we identified a total of 29
social intermediary projects in Latin America, Africa, and South Asia that were willing
to participate within our study. These projects represented a host of different regions,
products, duration, and transactional scope (see Table I for a brief summary of each
project). The projects also differed a great deal in the degree to which they were
experiencing success in attempting to efficiently bridge BOP with more developed
markets. Success, for social intermediaries, consists of not only achieving a sufficient scale
of social benefits, but also an ability to be largely financially self-sustaining in the long
term.

From these projects, a total of 152 in-depth interviews were conducted. Because the
purpose of the study was to understand structuring decisions from multiple standpoints,
interviews were conducted not only with management and operational staff of the social
enterprise acting as the intermediary, but also the producers and buyers who transacted
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in varying degrees through the social enterprise. Interviews with additional third-party
stakeholders such as government representatives, donors, and community members were
also conducted to garner an even wider perspective. Existing third-party middlemen
were also interviewed where possible. The interviews were open-ended in nature and
approximately 45 minutes in length on average, though they ranged from 15 minutes to
several hours. Due to the heterogeneity of languages within these regions, translators
were used where necessary to conduct the interviews.

A set of interview questions were initially developed based upon the key constructs
contained within intermediation theory. Such questions focused upon understanding the
reasons why a social intermediary had either assumed responsibility for each step in the
transaction creation process (search, negotiation, monitoring, and enforcement) or left
such functions to suppliers and buyers to carry out directly. Questions were also posed
about the relative strength of each of the parties’ transaction capabilities, and how the
specific financial and social objectives of each project factored into structuring decisions.
However, while the interview guide was used to initiate episodic descriptions of the
step-by-step structuring decision making process, more tangential avenues of interest
were actively pursued when initiated by the interviewee (Rubin and Rubin, 2005).

Additionally, for the purpose of triangulation of data sources (Scandura and Williams,
2000), the study also included over five months of non-participant observation in aggre-
gate by the co-authors within the BOP markets where the projects were located. In
addition to observing transactions between producers, intermediaries, and buyers within
any given project, such observations also included public presentations, facilities and
plant tours, and visits to retail sites (Ostrower, 1998). Such observatory information
provided unique insight into the complex underlying rationale and attitudes involved in
the structuring of the social intermediation projects (Adler and Adler, 1994).

A multitude of archival documents were also obtained, such as transaction agree-
ments, minutes of meetings, internal memos, and email correspondence involving the
producers, the social intermediary, and/or the buyers for further triangulation. Infor-
mation gleaned from direct observation and archival documents served not only to
provide a more complete picture of both the historical and present-day transactional
concerns that were most salient in each project, but also helped contextualize the
questions posed within the interviews. Specifically, the ability to question interviewees
about behaviours that had been observed first-hand, or verbal statements of which there
was a record, was especially useful in minimizing potential social desirability bias asso-
ciated with the interviewees’ responses (Fisher, 1993).

The data collection process itself occurred in five separate stages: Stage 1 involved a
one-month data collection trip by Researcher 1 within Africa; Stage 2, a one-month trip
within South America by Researcher 1; Stage 3, a two-week trip to Kenya by Research-
ers 1 and 4; Stage 4, a two-week trip to Central America by Researchers 1 and 4; and
Stage 5, a two-month trip to India by Researcher 3. At the conclusion of Stage 3, all of
the data collected to that point (interviews, archival documents, observation notes) were
translated, transcribed, and analysed using NVivo 8 (Lofland and Lofland, 1984). Sepa-
rate case nodes were first created for all 29 social intermediation projects and their
respective attributes inputted. Two of the authors were then responsible for coding the
initial data into free nodes. Because the analytical approach was not one of grounded
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theory, but rather the exploration of a particular set of research questions, free nodes
involving themes such as opportunism, self-interest, or bounded rationality were pre-
assigned for sorting data, as were nodes labelling the transaction functions of search,
negotiation, monitoring, and enforcement as key constructs within intermediation
theory. Subsequently, the data for each case were coded to these pre-existing nodes, or
used to create new free nodes to reflect unanticipated themes that emerged relating to
structuring decisions. In total, approximately 60 free nodes existed at the conclusion of
the initial coding of the data.

Subsequently, overarching tree nodes were created when a set of free nodes could be
grouped together with other free nodes that shared a similar theme. As part of this
process, the researchers individually reviewed the data and then collectively decided
upon which were the most pertinent tree nodes through a process of consensus (Arm-
strong et al., 1997). While a more divorced approach to qualitative analysis involving
multiple raters is sometimes recommended when the purpose of the study is one of
developing a set of statistics through content analysis (Morris, 1994), quantifying text
(Bansal and Kistruck, 2006), or establishing scale and construct validity (Scandura and
Williams, 2000), the process of consensus building is often more applicable when seeking
out broader comparisons between a phenomenon and existing theory (Bryman and
Burgess, 1994). In total, the researchers reached consensus on four overarching tree
nodes which represented themes that had been prominent in at least two-thirds of the
cases examined to that point. Prominence was both of function of prevalence across
cases, as well as prevalence across multiple sources within cases (interviews, observation,
archival documents). Subsequently, discussions took place regarding potential linkages
between one or more of the newly created tree nodes as predictors, and the internal or
external structuring of search, negotiation, monitoring, and enforcement transaction
functions as structural outcomes.

Using an abductive approach, additional academic literature was sought out that
focused on one or more of the four key themes that had arisen from the data. Specifically,
this led us to explore more deeply individual-level research from the field of behavioural
economics (Camerer et al., 2004). Reviewing such work provided us with an improved
understanding of how some of our key themes could be framed within the context
existing literature but at the organizational level of analysis. Based upon these insights,
the interview guide was also subsequently appended to include additional questions to
more deeply probe some of the underlying non-economic reasons why social interme-
diaries might have selected specific institutional arrangements. Stages 4 and 5 of the data
collection process were then undertaken to further evaluate the key themes that had been
previously developed, but through an expanded theoretical lens that included both
intermediation theory and behavioural economics.

Following the physical collection of data in Stages 4 and 5, the additional data were
again translated, transcribed, and iputted into NVivo by Researcher 3. Where appli-
cable, the new data were coded into one of the four thematic tree nodes created
subsequent to Stage 3. In instances where the new data did not appear to fit within one
of the four existing tree nodes, it was subsequently coded into one of the other 60 original
free nodes or, in some instances, a new code was created. At this point, the researchers
again extensively discussed the pervasiveness of the original four key themes within the
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data, as well as if any new or previously underrepresented themes had achieved greater
prominence. Much in the same way that the triangulation of interview sources is sought
and subsequently combined to gain a more effective picture of a studied phenomenon,
we created and refined a coding scheme through triangulation of active multi-researcher
discussion (Bryman and Burgess, 1994). Through this process of consensus, the number
of tree nodes that were considered to be most pervasive across our overall dataset was
reduced from four to three. The pervasiveness of such themes across the 29 case studies
is llustrated within Table IT and will be discussed more fully within the presentation of
our findings.

FINDINGS
Internalizing Social Forces

As compared to current intermediation models that assume intermediaries will behave in
a way that maximizes the organization’s financial gain at the expense of other parties
within the transaction (Spulber, 1996), our data strongly suggested that social interme-
diaries are often willing to forego financial profits, and even incur modest losses, if doing
so creates greater financial benefits for other parties within the transaction whom they
see as disadvantaged. As representatives from several social intermediaries within our
study described:

We’re not just a business interested in earning money. If you go to the market, they’re
not going to teach you anything — they just want to sell. We don’t. We want to sell but
only if the people have a need. We’re not just interested in generating more profit.
(General Manager, Health Products Social Intermediary)

We are not just there to make profit from the villagers. In fact, many of our rural
centers are cross-subsidized. We provide support to our village center franchisee at
much lower fee, which is lower than our breakeven cost. (Head of Operations,
Computer Training Social Intermediary)

I don’t think someone who is profit driven would be willing to take such a risk. You
know, in this type of activities you are never certain of making profits. In fact, profit is
never your primary concern. What all you expect to do is help these poor and socially
outcast people to earn livelihood. (Production Advisor, Artisan Group Social
Intermediary)

Thus, explaining the structural choices undertaken by social intermediaries appears to
require a sort of ‘attenuation’ of the underlying behavioural economic assumption of
‘self-interest seeking with guile’ (Williamson, 1985, p. 47).

There have been previous challenges to the traditional economic notion that humans
are inherently opportunistic in that they will fully exploit opportunities to the detriment
of others. In addition to several key pieces within the management field (i.e. Ghoshal
and Moran, 1996), behavioural economics has focused primarily on alternative
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Table II. Structuring impact of attenuated opportunism and social objectives

Project

PI: Examples of internalization social force

P2: Examples of externalization social force

Microfinance

Tableware

Palm hearts

Organic grains

Coflee

Intermediary assumed responsibility for
secking out low risk uncollateralized rural
Zimbabwean clients at no charge
Intermediary representatives at no charge,
accompanied bank representative to
weekly visits to borrowers’ houses

Intermediary assumed responsibility for
monitoring raw material usage. Very
costly as BOP producers were selling off’
unused grasses on the side rather than
returning it

Intermediary assumed responsibility

for guaranteeing Swaziland producers
that even defective products would be
purchased. To fulfil this commitment, the
intermediary opened up a small retail
outlet to sell off such inventory which
consistently lost money

Intermediary assumed responsibility

for seeking out and negotiating with
international buyers. Convincing
international buyers to purchase small
volumes was extremely difficult and often
costly, but there was very little domestic
consumption of palm hearts

Intermediary willing to assume costs
associated with undergoing organic
certification process of grains and
vegetables to make it easier for Bolivian
producers to attract attention from buyers
in European markets

Intermediary assumed responsibility for
contractual risk by setting a floor price
which BOP producers were guaranteed to
get paid for their coffee beans. Again, very
costly

Intermediary put up a non-interest
bearing financial bond to guarantee that
Canadian buyer would not take financial
loss

N/A

Would have been more efficient for
intermediary to hire women in-house as
employees to achieve greater control and
product standardization. Didn’t do so
because they didn’t want to remove
creativity and independence

N/A

Intermediary set up franchised retail
chains even though it would have been
more efficient to have company-owned
stores. However, used franchising in order
to create formal business ownership for
Bolivians who typically operate in the
informally economy

The intermediary created a ‘super
cooperative’ in order to have the buyer
and sellers negotiate directly with one
another. Created a lot of costly problems
of coordination rather than having the
social enterprise do it, but they wanted to
build this capability into the BOP
producers
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Table II. Continued

Project PI1: Examples of internalization social force P2: Examples of externalization social force
Handicrafts Intermediary assumed responsibility for As opposed to selective hiring most
finding clients for a product that was in productive individuals, the intermediary
low demand, but had been selected as helped to create cooperatives from all
part of the project because it leveraged rural villages within a very culturally
the rural Brazilian women’s cultural diverse region. Social goal was to create a
heritage greater sense of unity within the region.
End result was a lot of in-fighting and
failed delivery of orders
Pastoralists N/A The intermediary did in fact choose

Shrimp farm

Fish farm

Horticulturalists

Intermediary incurred up front financial
losses for purchasing bicycles and cell
phones for a group of rural cooperatives
so they could both coordinate on

the prices they were demanding of
existing intermediaries, and follow the
intermediaries to see where their shrimp
was ultimately being sold, and at what
price

Intermediary assumed negotiation risk,
often at a loss. The typical way to
purchase fisher from Brazilian producers
was by estimating size, yet the way buyers
in more developed markets purchased
was by exact weight. However, the
intermediary was reluctant to change the
way rural producers sold their fish to
avoid changing cultural tradition

N/A
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to do a lot of the transaction functions
internally within a hierarchy in a new
intermediary corporation they had
established. However, the intermediary
then turned over ownership of the entire
company to producer cooperatives once
operating

As opposed to selectively hiring a
cohesive group of individuals, the
intermediary formed cooperatives that
consisted of people who had actively
fought against one another within the El
Salvadoran civil war as a way of restoring
unity. Caused a lot of friction that
reduced efficiencies, but social goal was
important

The intermediary chose to let the
producers themselves be responsible for
the delivery of the fish to some of the
larger buyers. This was very inefficient
initially as the producers were not aware
of the need for refrigeration, logistics of
delivery, etc. However, this was a
capability the social intermediary wanted
the producers to build themselves

Intermediary elected to allow producers
to self-monitor even though the persons
they put in charge would reject very little
produce to ensure not to anger
community members. However,
intermediary was very careful not to
create a ‘colonial-like’ atmosphere
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Project PI1: Examples of internalization social force P2: Examples of externalization social force
Health Intermediary continued to assume legal N/A
products responsibility for products even after they
had been placed in the hands of rural
Guatemalan salespeople. This was often
costly as products would frequently get
damaged or ‘stolen’, but the intermediary
was trying to help them sell more
products and they couldn’t afford to pay
for them up front
Pharmaceuticals Intermediary assumed responsibility for Intermediary elected a franchise model
monitoring for the sale of competing over company owned stores to build
counterfeit drugs. This was incredibly human capital within rural Kenyan
expensive given rural nature of outlets and  population. Sacrificed a great deal of
lack of technological or transportation efficiency as a result of not standardizing
infrastructure, but the large and controlling operations to a greater
pharmaceutical supplier was unwilling to degree, but social goal was important
conduct business without someone
assuming this function
Sanitation N/A It would have been more efficient for
the intermediary to go with an internal
sales force using a hierarchy, but again,
wanted to create more of a sense of
independence despite the large
diseconomies of scale that resulted
Dried fruits Intermediary willing to buy products from  N/A
rural Nicaraguan producers whenever
they wanted to sell them regardless of
existing demand. This created huge costs
associated with carrying inventory, but
would save the producers on having to
continually seek out alternative buyers
Organic jam N/A Intermediary elected to both employ
individuals on its own farm as well as
source from local producers despite the
fact that there was sufficient quantity
grown on the company-owned farm, and
it was of higher quality
Dairy Assumed negotiation risk by performing Maintained purchasing from a bunch of
products only basic test for bacteria counts at point of  small independent farms rather than
purchase from Nicaraguan dairy farmers aggregating the cattle into one large farm
before loading it in the milk truck. Often which is what the most profitable large
forced to forego the entire revenue of the farms in Nicaragua have done. Did this
shipment if even one of the samples though because the intermediary wanted
deposited caused the batch to fail buyer tests ~ farmers to maintain a traditional way of life
Vegetables N/A N/A
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Table II. Continued

Project PI1: Examples of internalization social force P2: Examples of externalization social force
Community Intermediary assumed responsibility for Outsourced the responsibility for
poultry finding international buyers for all monitoring to rural youths as opposed
producer surplus of chickens. Often lost to undertaking such functions internally.
money, but it ensured domestic Indian Although fairly costly and ineflicient, goal
market was not oversaturated, thereby was to build the entrepreneurial capacity
depressing chicken prices of unemployed youths
Livelihood Intermediary assumed enormous costs Intermediary elected to purchase different
assoclated with physically tagging each product lines from producers rather than
of the cattle that had been insured. hire them and dictate the particular
However, insurance provider was product each producer should focus on.
unwilling to underwrite the business However, important to the intermediary
without having some way to prevent that the work producers were doing was
against fraudulent claims intrinsically satistying
Short-term N/A Allowed women to seck out what they
lenders deemed ‘suitable business partners’
independently. Although this created
more mistakes than if the intermediary
had vetted who was not a suitable
business partner, creating a sense of
confidence and empowerment was an
important goal
Computer Intermediary assumed responsibility for N/A

Artisan group

Homemade

food

negotiating discounted rates on fertilizers
and other products but passed all of these
savings along to rural Indian buyers

Intermediary assumed responsibility for
contracting with buyers in urban Indian
centres at no charge. The artisans were

unable to undertake these functions due to

high levels of illiteracy and a lack of
numerical ability

Intermediary assumed responsibility for
price and inventory risk by guaranteeing
‘bonuses’ for producers delivering greater
quantities. This often meant spoiled
inventory and unprofitable transactions
when demand was fluctuating or
constantly low
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Intermediary permitted producers to
continue to seek out potential buyers
independently, even though doing so
often hurt their ability to meet the
volume levels they had guaranteed to
large buyers. However, it was important
to the intermediary that the producers
not become completely dependent upon
them for their livelihood

Allowed producers with the most
significant production experience to
monitor other producers. Because of
cultural pressures, such monitors were
often reluctant to chastise their peers.
However, it was important to the
intermediary that the producer groups
feel a strong sense of ownership
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Table II. Continued

Project PI1: Examples of internalization social force P2: Examples of externalization social force
Textile Intermediary assumed responsibility for The producers were actively involved
seeking out international clients for a with the intermediary in the negotiation
small number of producers of traditional process. Although this was very time
royal clothing. Domestic demand was consuming given that producers were
essentially at zero and thus the process unfamiliar with dealing with international
was extremely costly clients, the intermediary wanted to
empower them with this capability
Fair Trade Intermediary assumed high costs of Intermediary helped create a producer
undergoing the process of receiving Fair cooperative to monitor and enforce the
Trade certification transactions of its members although this
Intermediary also agreed to assume caused excessive delays and
responsibility for price of shipment to disagreements as opposed to structuring
international buyers if quality was such activities hierarchically
insufficient
Fabrics N/A N/A
Drinking Intermediary assumed losses associated The responsibility for ensuring water
water with price fluctuations. Was willing to quality was left to the villagers to
guarantee minimum price which was undertake. Although this initially led to a
often at a loss at low volumes focus on short-term profits at the expense
of establishing a strong reputation, over
time this improved as the villagers gained
a greater sense of ownership
Tech N/A Intermediary allowed village youths to
outsource assume responsibility for searching out
clients. Although this resulted in a
number of instances of mismatching, it
did achieve the social goal of preventing
the youths from migrating to the more
urban centres
Commodities Willing to incur enormous costs associated ~ N/A

with building technological infrastructure
within rural Indian villages so producers
can gain information to fair prices for
their products

social-psychological drivers of human action at the individual level of analysis (Kahne-
man and Tversky, 1979). One particular stream of research within this field that has
sought to dig deeper into the idea of non-opportunistic behaviour has been that of
altruism. Altruism can be defined as benefiting fellow group members at a cost to
oneself (Choi and Bowles, 2007). Incorporating notions of altruism into existing eco-
nomic models suggests the need to consider that an individual’s utility function may
also include a positive association with the consumption of others (Levine, 1998). As
such, individuals behaving altruistically may be willing to decrease their own personal
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financial gain, or even sacrifice their own financial resources, for the financial benefit
of others (Fehr and Schmidt, 2006).

But what 1s the specific effect of such attenuated opportunism upon the decision of
whether a social intermediary elects to internalize certain transaction functions or
leaves them to producers and buyers to undertake directly in the market? Intermedia-
tion theory assumes that intermediaries will only internalize those transaction activities
which have the potential for delivering an economic return on investment equivalent
to the risk-adjusted opportunity cost of capital (Spulber, 2009). However, because the
utility function of social intermediaries is in part ‘other-interested’ the social inter-
mediaries within our study were often willing to internalize certain transaction func-
tions even when they did not produce substantial positive economic returns for the
organization.

This idea that attenuated opportunism can create a stronger inlernalization force was
prevalent within many of our case studies (see Table II for a case-by-case description).
For instance, the social intermediary in the Rwandan/Kenyan pharmaceuticals case
agreed to assume all responsibility for monitoring individual rural pharmacies for coun-
terfeit drugs despite the enormous time and investment required to traverse across such
large distances on underdeveloped transportation structures that made such an activity
extremely costly and ultimately unprofitable. Similarly, within the Brazilian palm hearts
case, the social intermediary assumed the search and negotiation responsibilities associ-
ated with creating new transactional linkages. Because palm hearts are generally not
consumed by Brazilians, the intermediary was forced to incur enormous costs associated
with seeking out international buyers, and ensuring all appropriate trade documenta-
tion and other regulations were met. Thus, the altruistic nature of social intermediaries
often caused them to assume responsibility for a host of transaction activities which
produced little to no profit. As the Director of the Community Poultry intermediary in
India stated:

We take care of all the market linkages. We arrange all the inputs. These inputs
include one-day chicks, feeds, medicines and other such things. We arrange to sell the
grown-up birds. Producers need not worry about these things. There is not much
money to make [with these activities] but you see in your beneficiaries’ eye and feel
their happiness.

Current intermediation models predict that trade between buyers and sellers will only
occur when there are positive net gains from trade for each of the two parties directly
(V—C— T> 0 where Vis the supplier’s opportunity cost, C'is the consumer’s willingness,
T is the costs of transaction dyadically). However, much of the reason why trade does not
occur within BOP markets is precisely because V' — € — 7<0 as a result of 7 being
inordinately high due to the nature of the institutional environment (Kistruck et al.,
2011). Furthermore, in keeping with current intermediation models, indirect trade would
only be expected to occur when the costs of transacting through the intermediary A are
less than 7, and V— C— K> 0. However, within BOP markets, even when the transaction
capabilities of a third-party intermediary are able to reduce A so that it is lower than 7,
it often remains that VV'— (. — K< 0 and thus trade does not occur. However, whereas
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current theory assumes that an intermediary will only undertake those transaction
functions for which their marginal economic rents M are greater than the sum of their
production costs P plus their transaction costs A, the altruistic tendencies of social
intermediaries suggest that they are willing to assume transaction functions even where
M- (P+K)<O.

The ultimate implications of this modification are that social intermediaries seeking to
build new trade linkages for the benefit of others are willing to internalize whatever
transaction functions are necessary such that V'— K'— 7> 0 even when M — (P+ K') <0.
Due to their broader utility functions, social intermediaries are thus willing to altruisti-
cally endure financial losses in order to ensure positive financial gains for disadvantaged
populations. In the context of BOP markets where transaction functions of search,
negotiation, monitoring, and enforcement are typically extremely costly, especially in the
carly stages of transaction development, this means that social intermediaries are more
likely to internalize a greater number of these activities. Therefore, we propose the
following:

Proposition I: The more attenuated the level of intermediary opportunism, the greater
the number of transaction functions the intermediary is likely to internalize in BOP
markets.

Externalizing Social Forces

At a basic level, current intermediation theory predicts that the degree of intermediation
will depend on the relative transactional capabilities of an intermediary vis-a-vis those of
the suppliers and buyers (Spulber, 1999). For transaction functions in which intermedi-
aries possess superior transaction capabilities, and thus an ability to deliver correspond-
ingly lower transaction costs, such functions will be undertaken internally by the
intermediary (Spulber, 2009). However, our findings indicate that this logic is incomplete
for predicting structural outcomes of social intermediation projects in BOP markets.

First, it is important to note that our data did suggest that social intermediaries often
possessed superior abilities to search, negotiate, monitor, and enforce transactions as
compared to buyers and sellers in BOP markets so that A< 7. For instance, in many of
the cases involved in our study, the social intermediaries had multiple ties across country
borders to governments, businesses, and non-governmental organizations that decreased
search costs when secking out potential buyers or supporters for products originating
from BOP suppliers. Many of the social intermediaries also possessed a relatively unique
ability to understand the cultural orientation of both BOP and developed markets, and
to translate the intentions of parties from both contexts which could significantly reduce
the costs of negotiation. In terms of monitoring costs, a number of the social intermedi-
aries were highly embedded within the BOP villages which allowed for less costly
observation as well as reliance upon informal bilateral governance mechanisms. Simi-
larly, the institutional form of social enterprises — being focused primarily on social rather
than economic goals — portrayed a level of implicit trust to potential buyers and sellers
which could substantially lower enforcement related costs within BOP markets where
legal institutions are often particularly weak (de Soto, 2000).
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However, our data also indicated that despite having superior transaction capabilities,
social intermediaries often externalized the functions of search, negotiation, monitoring,
and enforcement. For example, in the Honduran Coffee case, the social intermediary
helped BOP producers to create a super-cooperative in order develop financial and legal
skills that would allow them to negotiate directly with international buyers despite the
fact that doing so internally would have avoided a host of costly delays in the transaction
process. Similarly, within the Indian computer case, the social intermediary elected to go
with a franchise rather than employer—employee structure as a means of preparing
franchisees to transact directly with buyers, and likewise, experienced a host of agency-
related inefficiencies by their reluctance to use fiat and other hierarchical mechanisms of
governance (see Table II for a complete case-by-case description).

While increasing financial efficiency within the overall supply chain did remain a key
consideration of social intermediaries in our study as a means of generating greater
shared economic rents, the intermediaries’ social objective often significantly affected
their desire to structure such transactional activities within the bounds of their organi-
zations. Specifically, the social intermediaries were acutely focused on empowering
impoverished individuals residing in BOP markets to be more self-sufficient. Empower-
ment, in a development sense, can be defined as, ‘a party . . . gaining new awareness and
understanding of (1) its goals (including underlying values, norms, fears), (2) its options,
(3) its skills, (4) its resources, and (5) its decision-making (Baruch et al., 1994, p. 86). As a
result, social intermediaries often preferred to encourage producers and buyers to trans-
act directly to avoid creating an enduring wedge, even if internalizing would have
resulted in improved financial efficiency:

If you are purely traditional for-profit without a social mission, you would bring people
in and have them work like in a factory, and that would minimize your overhead and
that was it. You would take a look at the company’s value chain where you have
product development or marketing, sales, procurement, production; there is a lot of
production and this is going to be with the rural outsource production. If you were
exclusively for-profit, you would get rid of this. It has a big impact in costs and it’s not
adding that much value in terms of the pragmatics so the main difference for this
company is you take into account the social issues and management decisions.
(General Manager, Tableware Social Intermediary)

We feel that if we hired them as employees we would lose the initial purpose for why
we started [the cleaning organization]. We started this business looking for a way to
eventually pass on the company to them, so we do not want to lose that spirit. We
don’t want to have staff, we want to empower people. (Regional Coordinator, Sani-
tation Social Intermediary)

If there’s another person it’s going to change the main thing that is giving profits for
the community. We need to help to get them to give power for this community. They
need to learn how to do it. I can give you a real example. First thing that came was the
fish from [the producers]. We were in a really big rush and we were waiting, and [the
producers] didn’t know a lot of the laws and how to do fees. When the truck came,
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everything was wrong. It took two days to get everything right, and when they opened
the truck, everything was spoiled because the truck was broken and nobody had
known . . . it was not freezing temperature inside. But if you put somebody to do
everything for them, you’re not giving power, you’re taking power that they have.
(Manager, Fish Farm Buyer)

Thus, in addition to considering the financial costs of alternative institutional arrange-
ments, the social intermediaries within our study simultaneously considered the social
costs associated with internalizing transaction functions within its internal hierarchy.

The study of how social objectives impact individual-level decision making has also
received a great amount of attention by behavioural economics in their attempt to better
understand ‘non-rational’ decisions (Bazerman et al., 1992). The achievement of social
objectives is said to produce a ‘warm glow’ effect and positive feelings of accomplish-
ment despite failing to achieve any financial gains (Andreoni, 1989). Using complex
logic models coupled with experimentations, behavioural economists have argued that
human choices are frequently infused with non-monetary objectives (Camerer and
Thaler, 1995; Loewenstein et al., 1989). Such objectives might include the desire for
greater equality, fairness, or freedom (Fehr and Schmidt, 2006), and these more socially-
oriented goals are often pursued at the expense of maximizing financial gains (Charness
and Rabin, 2002).

In the case of social intermediation in BOP markets, the inclusion of social objectives
in addition to financial objectives within the broader utility function of intermediaries
serves as an externalizing force in their structuring decision process. Specifically, compara-
tive Institutional arrangements of transacting (i.e. firms versus markets) not only come
with their well-defined set of attributes for addressing financial costs, but also imply
certain social costs that must also be considered. Thus, social intermediaries choose to
consider not only their impact on transaction costs & associated with the extent of their
involvement within a given transactional arrangement, but also the social costs § which
result from their internalization of a particular transaction function. Thus intermediaries
pursuing social objectives such as empowerment, ceteris paribus, prefer to externalize
transaction functions even when dyadic transaction costs 7 > £, if doing so minimizes
as compared to intermediated exchange. Therefore, we propose the following:

Proposition 2: 'The greater the desire for empowerment as a social objective, the higher
the number of transaction functions the intermediary is likely to externalize in BOP
markets.

The Tractability of Transaction Capabilities

As argued above, the broader utility function that social intermediaries in BOP markets
possess creates both nternalizing and externalizing forces on structural outcomes. Social
intermediaries, with their focus on creating new transactional linkages in such a way that
produces not only increased financial gains for BOP producers and consumers, but also
greater social benefits, are often forced to reconcile these two opposing forces. Essen-
tially, while social intermediaries would prefer to internalize as few transaction activities
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as possible so that BOP producers and consumers can develop a capability to independ-
ently build self-sustaining long-term direct relationships, they must often internalize at
least some transaction activities when the capabilities of BOP producers and consumers
to search, negotiate, monitor, and enforce are such that without the social intermediary’s
nvolvement, trade would not occur.

From an internalizing perspective, social intermediaries are expected to assume what-
ever transaction functions are necessary such that V'— ¢ — &> 0 in order to foster new
trade linkages. While social intermediaries, with their more altruistic tendencies, may be
willing to engage in unprofitable transaction activities, the suppliers and buyers that are
also parties to the transaction are not. However, from an externalizing perspective, social
intermediaries are expected to minimize by seeking direct linkages between buyers and
sellers. Taken together, these opposing forces suggest a ‘middle ground’ in which a social
intermediary will choose to internalize only those transaction functions in which V' — € —
T <0, but elect to externalize those functions where IV — € — T>0 even when the
financial gains to all parties in the transaction of doing so are less than V' — '~ K. In this
way, the social intermediary can balance its altruistic financial objectives with its broader
social objective to empower individuals residing within BOP markets.

Our data suggested that as part of this decision process of finding the middle ground,
social intermediaries first evaluate the degree of difficulty to change existing exchange
conditions prior to making structuring decisions. In other words, they do not passively
perceive exchange conditions as a given, but rather assume agency in their ability to
shape them. As the President of the Coftee Social Intermediary stated:

We have experience here to go diagnose — to find out the talents of the people from
each community. We do that research . . . the diagnostic . . . to identify what kind of
capability they have, what they know, how they know, what they have to learn. Then
we fix that gap . . . we put a bridge and then they can jump.

While intermediation theory, and indeed most economic-based theories related to
structuring decisions, take a snapshot of existing exchange conditions and predict struc-
tural outcomes accordingly (Spulber, 1996; Williamson, 1985), our data suggest that,
rather than deciding which transaction functions — search, negotiation, monitoring, and
enforcement — should be internalized or externalized by an intermediary based solely
upon a prior: differences, social intermediaries evaluate the tractability of strengthening
the transaction capabilities of BOP producers and buyers. This, in turn, leads to a much
more nuanced perspective of long-term intermediation, short-term intermediation, or no
intermediation when undertaking structuring decisions. Thus, the tractability of trans-
action capabilities was perceived as a function of both the particular transaction cost in
need of redress as well as the level of difficulty in improving that particular transaction
capability. We turn now to discussing examples of each of these combinations in our
data.

Search costs. Search costs represent the transaction costs involved in secking out potential
buyers or clients, as well as obtaining information about consumer or buyer preferences
(Williamson, 1985). When the difficulty of reducing search costs such that V—C— 7> 0
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was low, the social enterprises were able to refrain from actively intermediating by gifting
a resource to BOP producers or consumers that allowed them to transact directly with
buyers or producers in more developed markets. For instance, providing BOP producers
with a truck or bicycle could significantly reduce search costs as the producers were able
to gain access to seek out more distant trading partners and garner more information
about client preferences. As a project manager for the Shrimp Farm social intermediary
explained:

With the bicycle we had one person go to where the middleman sold to find out how
many persons, what pounds, and what price. We got this data and the project
improved . . . Per pound, they are paying more.

However, when the difficulty of reducing search costs was moderate, the social enter-
prises took a more active but short-term intermediary role in facilitating trade. For
example, such activities might include providing suppliers with internet access to gain a
better understanding of buyer preferences and pricing. However, as compared to basic
resources such as bicycles, simply providing suppliers with physical access to complex
resources such as the internet can be insufficient to overcome search costs without the

time required to transfer computer-related competencies from the intermediary to the
BOP producers:

We think about the interest of the small producer. We have access to the internet, we
have access to information, we know the requirements of the client — this is very
complicated for the producer. (President, Organic Jam Social Intermediary)

Assisting producers with obtaining certifications such as Fair Trade or organic also
involved an active but more temporary involvement on the part of the social enterprise.
Such certifications had the potential to significantly reduce search costs by opening up
access to more developed market environments with accompanying higher profit
margins.

First of all they are improving their crops, they’re getting the certification. That’s how
[the social intermediary] is helping — to get that. After that, they will consider selling
directly. What they want to do is improve, to get a better certification and then they
will go on. (Technician, Organic Grains Social Intermediary)

Finally, when the difficulty of lowering search costs was very high for reasons of
complexity, idiosyncrasy, or time compression diseconomies, the social enterprises typi-
cally assumed a more long-term role in which they undertook the majority of search
functions internally. For instance gaining access to new clients, and particularly inter-
national clients, often required an extensive amount of time to build a brand:

In the coffee world, to establish a brand and a position will take you like 20 years.
Some brands like Blue Mountain took 20 years to gain a reputation. (Technician,
Coffee Social Intermediary)
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In such instances, social enterprises were often required to assume search functions
internally to leverage their own existing brand in seeking out clients. In some instances,
social intermediation required the construction and operation of retail outlets on the part
of the social intermediary for reasons of inaccessible credit terms by existing buyers in the
market, infrequent and sporadic product supply which made existing buyers reluctant to
purchase from BOP producers, as well as the need for more immediate consumer
feedback.

Thus the degree to which social intermediaries will elect to internalize or externalize
search functions depends significantly on the degree of tractability of the exchange
conditions. Specifically, in instances where search capabilities in BOP suppliers and
sellers can be quickly modified such that V'— ('— 7> 0, social intermediaries will choose
to externalize such functions. Comparatively, in instances where there is greater difficulty
in improving the search capabilities of BOP suppliers and buyers to the level where V' —
C— T> 0, social intermediaries will choose to internalize such functions on a short-term
or long-term basis. Therefore, we propose the following:

Proposition 3a: The extent to which an intermediary will internalize or externalize
search functions depends on whether the degree of difficulty to build minimally
acceptable search capabilities in BOP suppliers or buyers is low, medium, or high.

Negotiation costs. Negotiation costs, similar to search costs, are incurred as a result of
overcoming adverse selection in which sellers and buyers are inefficiently matched
(Williamson, 1975). Much in the same way that social intermediaries viewed search
capabilities as tractable rather than fixed when making structuring decisions, our data
suggest that negotiation capabilities can also differ greatly in their ease of development
within BOP markets.

Again, our data suggested that often basic resources such as cellular telephones and
blackboards were a low-involvement solution for overcoming high negotiation costs. The
gifting of such resources provided a mechanism by which BOP producers and consumers
could track and share information about prices that buyers and existing middlemen were
willing to pay. As the President of the Producer Cooperative in the Shrimp Farm Project
stated:

Many coyotes [middlemen] come and say, ‘do you have shrimp, do you have
shrimp?’ One coyote say, ‘I only can pay this per pound’, and the other say, ‘I
can give you one cent more’. When coyote says, ‘I go to another cooperative’, we
communicate with the other cooperative about that price, the price that we have
here.

However, overcoming high negotiation costs often required more active but short-
term involvement on the part of the intermediary than simply gifting a basic resource.
Many such instances within our data were associated with the problem of ‘coincidence
of wants’. In essence, the ‘coincidence of wants’ problem refers to the challenge of
arranging transactions between producers and buyers in such a way that their respective
needs occur at the same point in time (Jones, 1976). To overcome this problem, social
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intermediaries typically used two moderately complex techniques: forward contracting
and warchousing. Forward contracts negotiated by social intermediaries allowed price
levels to be smoothed throughout the year for BOP producers and consumers, and
allowed producers to more accurately budget their production cycles. Similarly, the
building and maintaining of product warehouses by social intermediaries allowed BOP
producers to effectively store their products in an attempt to maximize pricing by selling
more during periods of high demand:

Poor farmers cannot afford to wait too long for selling their harvest. They have loans
to pay back. They have other accumulated expenses. So, the normal tendency is to sell
as quickly as they can. That is how they get exploited. To encourage storage, we plan
to pay farmers 70% of current market price, when they store in our warehouse. They
can return that amount when they finally sell their produce. (Project Manager,
Commodities Social Intermediary)

However, over a relatively short period of time, BOP producers and buyers were
able to develop the capability to negotiate forward contracts using templates and main-
tain warchouses with minimal ongoing involvement on the part of the social
intermediary.

There were, however a number of other projects in which the social intermediary
assumed complete responsibility for the negotiation of transactions for a long period of
time. One of the primary reasons for this was the high rate of illiteracy amongst BOP
producers and consumers. Such illiteracy was frequently often basic language illiteracy
but often this was accompanied with business and financial illiteracy:

You see, I am an illiterate person. I have no formal education. I did not know how to
do business. Most [of the artisans] are the same. We do not have any skills or idea
about pricing our product. Most of the time we were cheated by the [local rich
businessmen]. When they used pressure tactics, we used to submit to their pressure,
sometimes even not recovering our cost of production. (Producer, Artisan Group
Social Intermediation Project)

It’s not only about literacy. If they were literate they will still not be able to negotiate.
Business transactions were not their skills. Most of them are still not comfortable
speaking business. (Project Officer, Fair Trade Social Intermediation)

The difficulty and time it would take for such individuals to develop these literacy skills
necessary for effective negotiation meant that social intermediaries were often forced to
assume responsibility for such functions on a long-term basis within their organizations.
Therefore, we propose the following:

Proposition 3b: The extent to which an intermediary will internalize or externalize
negotiation functions depends on whether the degree of difficulty to build minimally
acceptable negotiation capabilities in BOP suppliers or buyers is low, medium, or
high.
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Monitoring costs. In examining the ex post costs of transacting associated with addressing
problems of moral hazard, our data again suggested that social intermediaries were
similarly presented with a range of difficulties for changing existing exchange conditions
rather than accepting them as a constant. Monitoring costs involve the set of activities in
which one party attempts to ascertain the extent to which the agreed upon transaction is
faithfully executed (Williamson, 1985).

From a low difficulty perspective, there was a consistent theme across many cases that
monitoring costs could be significantly lowered if BOP producers and consumers were
gifted an accurate weigh scale. Many of the existing trade linkages that were established
between impoverished individuals and the buyers or commercial intermediaries with
whom they transacted either did not use a scale or relied upon the use of the other party’s
scale in determining the amount producers were paid:

Intermediaries used to cheat these guys. [Producers| were really, really, surprised
when they used to send five big bags [of quinoa] to the organic grains intermediary,
and they would pay for five big bags and 20 pounds. Since then, [the producers] are
learning to say to other intermediaries, ‘yeah, you can use that [scale] but I have mine
too . . . so let’s try with mine now’. (Manager, Organic Grains Social Intermediation
Project)

In terms of more moderate levels of difficulty, several social enterprises established
‘testing facilities” which were often makeshift rooms or areas where basic product testing
using simple technology could be conducted. These testing labs were especially impor-
tant where adherence to quality was important for continued transactions with buyers
and sellers:

Villagers had no means of checking about quality of water. They could distinguish
between clean water and very bad quality by foul smell or visible turbidity. But what
they thought as clean may not be really clean water. We suggested they establish a lab
which will undertake regular quality checks. We also asked them to allow villagers to
take samples of water for instant check. (Government Director, Drinking Water Social
Intermediation Project)

So . .. with organic they wait two days to get the money until after quality checks. In
[the village] there is now a lab that checks the quality of the grain to say, ‘OK ... 1it
is organic’. (Technician, Organic Grains Social Intermediation Project)

Such basic testing facilities typically required an active assumption of responsibility by
the social intermediary but the responsibility for conducting ongoing testing could be
transferred to BOP consumers and producers in a relatively short period of time.

Our data indicated that one of the most complex resources to build to overcome
monitoring costs was trust. Because BOP markets are often fraught with weak legal
Institutions, many large local organizations that had the capability to deliver economies
of scale were uncomfortable with engaging directly with BOP producers and consumers.
This perceived importance of trust was exacerbated when transactions were structured
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with international clients. In many such cases, the international buyers would only
transact through the social intermediary which trusted the social intermediary because of
their primarily social rather than financial objectives.

With international clients, trust becomes more important . . . the trust between the
market and the producers. They don’t have a reputation, so to remedy that is hard for
the buyer . . . especially if these are international buyers. To import it, it will take time
to gain that trust in [the producers]. (Consultant, Palm Hearts Social Intermediation
Project)

Similarly, BOP producers were reluctant to deal directly with international buyers for
fear that they will be taken advantage of, and thus required the social intermediary’s
direct involvement in order to engage in such transactions:

We had, last year, one international experience and it wasn’t very good. We sell piacava
to Germany people and they just paid 50 percent [of what was owing] . . . the other 50
percent they didn’t pay. (Sales Manager, Organic Grains Social Intermediary)

Therefore, in the absence of a pre-existing relationship directly between BOP pro-
ducers or consumers and potential domestic and especially international clients, a high
degree of long-term involvement was required on the part of the social intermediary in
their efforts at building more efficient market linkages. Therefore, we propose the
following:

Proposition 3c: The extent to which an intermediary will internalize or externalize
monitoring functions depends on whether the degree of difficulty to build minimally
acceptable monitoring capabilities in BOP suppliers or buyers is low, medium, or
high.

Enforcement costs. Enforcement costs refer to the transaction costs involved in rectifying a
transaction that does not conclude as agreed upon ex ante. Similar to monitoring costs, the
transactional risks that require the need for enforcement costs within inefficient markets
is caused by the potential for opportunistic behaviour by one or more of the parties
involved (Williamson, 1985). Again, given the weak legal institutions that characterize
BOP markets, the opportunity for recourse in the event of breach is highly problematic,
and thus parties are forced to deal more with private rather than public ordering of their
disputes.

As opposed to simple resource-based solutions to search, negotiation, and monitoring
costs such as bicycles, cell phones, and weight scales, our data did not reveal many
similar basic resources for overcoming high enforcement costs. In almost all of the
cases, the capabilities required for lowering enforcement costs represented moderate to
high degrees of difficulty to change. However, it was noted in the coffee social inter-
mediation project within Honduras that the social intermediary had sought out an
international lawyer to structure international trade agreements. By creating a tem-
plated agreement that required both parties to sign the contract under a developed
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country jurisdiction in which contract law was highly enforceable, the BOP producers
were able to use a similar instrument themselves to protect against non-compliance in
similar future transactions.

In terms of a moderate degree of difficulty, a common theme that emerged was the
use of loan guarantees held by a third-party on the part of the intermediary during the
early stages of the project’s development. Loan guarantees provided producers and
clients with the confidence to engage in what was perceived as new, risky models of
engagement. Such guarantees were often on a diminishing percentage over time at
which point the intermediary’s involvement in enforcement activities would no longer
be required:

In the beginning, we can guarantee [the client] 60% of the value of the transaction.
Next secason we will go to 40%, and in the next three or four years they’ll able to do
it by themselves. We will no longer have to carry support. (Vice-President, Handicrafts
Social Intermediation Project)

To meet the transaction costs initially we knew very well that to profit two thousand
dollars [from microfinance|, you had to loan a lot of money. So we had to find
somebody to help us through a loan guarantee until we reached a level where we break
even — then they can go. (Senior Product Manager, Microfinance Social Intermedia-
tion Project)

But often it was necessary for the social intermediary to assume responsibility for
enforcement internally on a long-term basis due to the high degree of difficulty
required for BOP producers and consumers to build such capabilities. For instance, a
number of the social enterprises acting as intermediaries were subunits of large rec-
ognizable social-purpose entities. As such, they possessed the ‘clout’” and ability to rally
public support or protest in the event a large multinational producer or buyer failed to
fulfil its agreement to transact with BOP producers and buyers. Similarly, because
social intermediaries and other social-purpose organizations within their social
networks often provided a much broader array of social benefits within the commu-
nities in which they were attempting to intermediate such as water purification, edu-
cation, etc., the social intermediaries similarly possessed the ‘clout’ to threaten BOP
producers and consumers with suspending such ancillary services until the dispute was
resolved.

[The producers] fulfill their deal with us because they know they get other services
here — they get fertilizers, inputs, and other kind of benefits. So they fulfill their deal in
order to maintain their benefits. (Vice-Chair, Coffee Social Intermediary)

It’s written in the statute. He can buy or get in or get out any time he wants, but
if he sells on the side to the middleman, he will be kicked out and not seen by the
support team that goes out there to the fields and teach them how to plant some
other food, some things for sustenance, agriculture. (President, Palm Hearts Social
Intermediary)
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Therefore we propose the following:

Proposition 3d: The extent to which an intermediary will internalize or externalize
enforcement functions depends on whether the degree of difficulty to build minimally
acceptable enforcement capabilities in BOP suppliers or buyers is low, medium, or
high.

DISCUSSION

Social intermediaries possess a number of the same characteristics of intermediaries that
underlie current theory — unique abilities to match suppliers and buyers who otherwise
would not have transacted, and a desire to generate greater value through their partici-
pation than if buyers and suppliers had transacted directly. However, social intermedi-
aries tend to have an orientation more towards altruism than opportunism, possess
significant non-monetary objectives in addition to financial efficiency as part of their
utility function, and have a fluid vision of capability development when considering how
best to assist disadvantaged populations. Such differences suggest a number of modifi-
cations to existing predictive models of intermediation theory which we have attempted
to outline in Figure 1. Failing to incorporate such modifications not only limits the
explanatory and predictive power of intermediation theory to diverse forms of organi-
zation in a broader range of contexts, but also risks a resulting misalignment of structure
with organizational objectives. Dyadic exchange versus intermediated exchange repre-

Attenuated
Opportunism
(P1)
+
Likelihood of
Intermediation
V-C-K < V-C-T > [search; negotiation;
monitoring; enforcement]
Non-Monetary Tractability of
Objectives Capability
(P2) (P3a,b,c,d)

Where;

V= Buyer Willingness to Pay

C = Supplier Opportunity Cost

T = Dyadic Transaction Cost

K = Intermediated Transaction Cost

Figure 1. Modifications to existing theoretical predictions for social intermediation in BOP markets
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sent comparative institutional arrangements for structuring transactions. Without con-
sidering both the financial and social implications of each institutional arrangement,
ineflicient or ineffective structures may arise that produce consequences detrimental to
the organization’s goals.

While existing theory would predict, based upon assumptions of opportunism, that
intermediaries would choose to only structure activities internally when doing so would
allow them to capture positive economic rents, social intermediaries operating within
BOP markets, with their ‘other-interested’ perspective are willing to assume responsibil-
ity for a broader set of unprofitable transaction functions given their altruistic intentions.
Similarly, while current theory would suggest that intermediaries would internalize all
transaction activities for which they possess superior capabilities to drive greater efficien-
cies, social intermediaries operating within BOP markets possess a concern for empow-
erment that increases the likelihood of externalization — even at the expense of financial
efficiency. And finally, as a means of resolving this structuring tension, while current
theory would view relative ex ante transaction capabilities as static, social intermediaries
consider the tractability of such capabilities in determining which transaction activities
must be internalized and which activities can be externalized with minimal time or
investment.

We believe that the findings of our study do more than simply create a boundary
condition for existing theory. Rather, the insights gained from our study can serve to
improve the predictive power of other economic theories of inter-organizational struc-
turing that share similar underlying behavioural assumptions. Both transaction cost
economics (Williamson, 1975) and agency theory (Jensen and Meckling, 1976), for
example, share the assumptions of bounded rationality as those underlying intermedia-
tion theory when predicting organizational-level outcomes. From a bounded rationality
perspective, existing economic-based theories presume that financially inefficient struc-
turing decisions are a result of cognitive limitations on the part of individuals (Simon,
1957). As such, individuals often arrive at sub-optimal decisions because their initial
choice set only consisted of a limited number of alternatives rather than all possible
options (Newell and Simon, 1972). Within the bounds of such constraints, individuals
often elect to engage in a process of ‘satisficing’ where they cease to search for additional
options once they have located one that is ‘good enough’ (Simon, 1979). Thus, it follows
from a theoretical perspective, that if individuals were not cognitively constrained in their
ability to seek out all available options, financially inefficient structural outcomes would
cease to exist.

However, we posit that even in the absence of such cognitive constraints, individuals
would often continue to make choices deemed by traditional economic theories as
‘inefficient’. The reason is that economic-based theories related to firm boundary deci-
sions continue to exhibit an extremely myopic view of utility functions (Ghoshal and
Moran, 1996). Our data suggest organizational decision makers often follow a very
rational and comprehensive process of examining the trade-offs between financial effi-
ciency and social effectiveness when designing transaction arrangements. The resulting
structures are thus a result of ‘socialficing — which we define as the purposetful pursuit of
social objectives at the expense of financial efficiency — as compared to satisficing. While
satisficing equates rationality with financial efficiency maximization, socialficing equates
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rationality with taking actions that best further what are often complex social and
financial organizational objectives.

While social intermediaries, by their very hybrid nature, are likely to exhibit high
levels of socialficing in their structural decisions, it is expected that some degree of
socialficing likely occurs within other prominent organizational forms such as govern-
ments, crown-corporations, and public—private partnerships (Husted, 2003; Rufin and
Rivera-Santos, 2012). We would further argue that, despite the prescriptive notion
that for-profit organizations should maximize financial efficiency, from a normative
perspective, firms often pursue non-financial objectives in their decision making process
(Margolis and Walsh, 2003). While prior explanations for such organizational behaviour
have tended to favour coercive or mimetic explanation in which managers are forced to
pursue social objectives as a result of stakeholder pressures (Gampbell, 2007), we argue
that such organizational outcomes may instead be a reflection of individual-level social-
ficing on the part of corporate decision makers. Behavioural economics has repeatedly
demonstrated that individuals purposefully and rationally weigh potential financial gains
against personal morals and beliefs (Bazerman et al., 1992; Gamerer and Thaler, 1995),
and thus it would seem prudent for economic theories of organizations to incorporate
such findings rather than continue to rely upon ‘economic man’ as an underlying
individual-level behavioural assumption.

Many economic-based theories of structuring similarly assume opportunism as an
underlying behavioural trait in predicting alternative transactional arrangements (i.c.
incomplete contract theory, transaction cost economics, etc.). Again we would argue,
based on similar logic, that treating opportunism as an ‘attenuated’ variable rather than
as a constant would be useful in explaining structural outcomes across a more diverse
range of contexts. Of course, there always exists a trade-off between parsimony and
accuracy in theory development, but with the dramatically expanded role of socially-
oriented forms of organization within the economic landscape (Borzaga and Defourney,
2004) combined with the social role that for-profit organizations are increasingly asked
to play (McWilliams and Siegel, 2001), such a trade-off may be warranted at this point.

From a practical perspective, we feel that our study provides a number of insights that
can greatly benefit social intermediaries as they attempt to navigate the complex trans-
actional environment that characterizes BOP markets. The process of social interme-
diation, as a development approach, is relatively new, and thus there exists very little
systematic analyses of such projects at the present time (Kistruck, 2008). However, our
results suggest that social intermediaries, by their more altruistic nature, offer the poten-
tial for significantly lowering transaction costs associated with moral hazard, and thus
can serve to make markets even more efficient despite having non-financial goals. While
our study has also noted several drawbacks to the blanket application of intermediation
theory to the context of social intermediation within BOP markets, our findings also
suggest that the theory can still prove highly useful with several modifications in helping
align financial and social objectives to alternative transactional arrangements.

We also hope that the study serves as evidence that exploring phenomena such as
social intermediation in BOP markets allows us, as management scholars, to have greater
voice in solving some of the world’s most pressing social ills, while still maintaining a
focus on empirical rigour and strong theoretical development. Much of the prior involve-
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ment of academe in providing solutions to international development has come out of the
disciplines of political science, sociology, and particularly economics (Long, 2001; Ray,
1998). However, with the current wave of poverty alleviation shifting towards a more
business-like, micro-level approach to building markets, our increased attention to this
topic can provide meaningful insights not only to organizations undertaking such activi-
ties, but also to our existing theories of organization.

LIMITATIONS AND SUGGESTIONS FOR FUTURE RESEARCH

Despite the contributions that we believe our study makes to both theory and practice,
it 13 not without its limitations. First and foremost, the sample of 29 social intermediation
projects researched within this study was purposefully rather than randomly selected.
While we attempted to draw social intermediaries from multiple industries and geo-
graphic settings into our sample in order to get a highly diverse viewpoint, their inclusion
within our study was still based upon their ultimate willingness to participate within the
study. It could certainly be argued that those social intermediaries who elected to
participate in the study were in some ways unique in terms of their success levels at
achieving their social and financial objectives, or in the approaches they took to build
trade linkages. Similarly, while efforts were made to minimize problems associated with
social desirability bias by way of episodic interviewing and data triangulation, there
remains the potential that our data are positively weighted given the ethically sensitive
nature of the phenomenon that was explored. Given the exploratory nature of our study
and limited number of participating organizations, it is also plausible that there are other
important factors at play within structuring decisions other than those highlighted herein
that we failed to capture.

However we feel that our study provides a number of suggestions for future research
that can address some of these empirical shortcomings, as well as continue to push the
boundaries of current theory. For instance, we hope that our findings related to the
‘social’ adjective in the phenomenon of social intermediation will spurn even greater
debate within the field of social entrepreneurship. Similar to social intermediaries, the
objective of social entrepreneurs is not purely to privately capture economic rents but
rather to generate broader social value. Recent reviews of the field have suggested that
the outcomes of social entrepreneurship can be explained by existing theories (Dacin
et al.,, 2010; Short et al., 2009). Our findings suggest that while existing theories may
indeed be able to provide a useful framework for studying ‘social’ phenomena, a number
of important differences exist that affect the predictive outcomes of existing theories.
Thus, the differences between ‘social’ and ‘commercial’ may be sufficiently similar to be
grounded within existing theories, but also sufficiently different to warrant unique study.

Similarly, we urge future management scholars to draw more upon the integrative
‘socialization’ work that is already underway within other academic disciplines. As we
have attempted to draw upon within our study, the field of behavioural economics has
already undertaken substantial strides to infuse traditional economic-based thinking with
a more psychological orientation at the individual level of analysis (Kahneman and
Tversky, 1979; Shleifer, 2000). However, such integration at the organizational level of
analysis is lagging. That being said, there is a body of work that already exists within the
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field of economic sociology that explores more broadly how group norms, and society at
large, shape economic action (Meyer et al., 1997; Smelser and Swedberg, 2005). Spe-
cifically, the field examines how the concept of ‘self-interest’ is much more socially
constructed than assumed within current economic-based theories (Swedberg, 2004).
Such work may serve as a useful stepping stone for bridging some of the individual-level
insights of behavioural economics to a higher organizational-level of analysis.

From a more practical perspective, although the examples of transactional resources
and capabilities supporting Proposition 3 are presented as addressing a singular trans-
action cost, we should note that particular resources or capabilities can often address
multiple types of transaction costs. For instance, although a truck may be a useful
resource for significantly reducing search costs as depicted, it can potentially also
improve the ability to monitor by allowing for ‘spot check’ visits with buyers or suppliers.
Similarly, improved literacy may not only decrease negotiation costs but may also
improve the producers’ ability to access directories or other buyer listings that may be
helpful in reducing search costs. Such ‘multi-purpose’ transactional resources and capa-
bilities may therefore be particularly valuable for social intermediaries when designing
structural solutions given their multiplicative return on investment. Further research into
the nuances of such multi-purpose resources may shed further light on the importance of
this dimension when considering structuring decisions.

Future research linking structural choices to both social and financial performance
outcomes would certainly strengthen our contribution as management scholars to exist-
ing development efforts. Additionally, seeking out key moderating environmental and
institutional factors to other applicable management theories related to strategic diver-
sification, knowledge transfer, and organizational change may similarly shed light on
such theories. Regardless of the theoretical foundation employed, we feel that the
engagement of management scholars in addressing research questions that extend
beyond the borders of traditional profit-maximizing forms of organization present a
win-win scenario for both theory and practice.
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