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criteria for decision-making. In the second stage, the proposed business model was assessed
by taking into account investment, processing cost, and revenue.

Findings - the findings of this research suggest suitable business model that combine profit
orientation and facilitates social mission in urban settings. The business model offers attrac-
tive financial feasibility from the investor viewpoint and simultaneously engages low-income
households to improve their prosperity level leaving the base of the pyramid (BOP) status.
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Practical implications — the findings recommend strategies that can be used by policy-makers
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households, and create new job opportunities for urban poor. The findings of this research
also indicate social business model that enables households at the BOP to earn sustainable
income and release their current poverty status.
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Introduction

Currently, more than half of the world population is living in cities (Thakur et al., 2022). In
most urban areas, limited land supply along with a growing population causes an increased
price of housing. Those who have low and unstable income — often called the base of the

pyramid (BOP) cannot purchase proper settlement; therefore, the slum area is the only option
they have for a living (Ouma et al.,, 2022). As mega-cities continuously emerged particularly
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in Asia that estimated to occupy more than 90% of urban development in the near future
(UN-Habitat, 2016), there is a growing concern to fulfill adequate urban settlement for every
citizen. In 2030, it is estimated that one-seventh of the people will be living in informal set-
tlements or slum areas worldwide (Corburn & Sverdlik, 2017).

Indonesia as one of the developing countries in South East Asia experiences a growing
slum area as housing for the poor. In 2014, there is approximately 38,431 ha of slum areas in
4,108 sites across the nation. The Indonesian government targeted to minimize the number
of slum areas into less than one hundred sites in 2019 by introducing affordable housing
nationwide (Ministry of Public Works and Housing, 2016). Although some of the housing allo-
cated for regular occupants, most of the housing targeted low-income households as primary
target. The government considers number of units and locations to evaluate the stages in
national housing program. Major cities such as Jakarta and Surabaya are two targeted cities
in the first stage of development due to their growing number of slums area and low-in-
come households. Jakarta as the capital city of Indonesia have acute poverty issue where the
population live in slum areas almost reach 50% (Jakarta Central Bureau of Statistics, 2022).

As vacant land in the city continues to be limited, the provincial government of Jakarta
started to relocate low-income households from slums to an affordable house for a better
living environment in the past few years. In the long term, this strategy expected to increase
the ability of low-income households to find jobs, improve competitiveness, and earn a bet-
ter quality of life (Majid, 2022). The local government charges a monthly fee for affordable
housing that ranges between US$ 53.50 and US$ 100.33 depending on the size and location
of the room. In some cases, low-income households may be required to pay less than US$ 8
per month for an 18-square-meter unit on the fifth level of the building in outer part of the
city (Jakarta Provincial Government, 2018). This fees relatively cheaper than typical vertical
houses across the city due to government support through a subsidy. In reality, there is a
huge challenge regarding the sustainability of monthly charge. In the last five years, the local
government experience a deficit of US$ 2,013,888.89 from the low compliance of occupants.
The fact that most occupants had unstable earnings mostly below US$ 100/month and their
expenditures include transport and/or daily expense almost occupy the overall income, thus
it is not a surprise they cannot accommodate housing charges every month.

In the past decade, academics have been discussed social business as one of the solutions
to cope with social problems and environmental issues, particularly in developing economies.
Some studies discussed a combination of social businesses with local contexts such as tour-
ism to alleviate poverty of local people (Dahles et al., 2020). While others evaluate the impact
of technology adoption to provide the basic needs of the people in terms of safe drinking
water to the urban poor (Sarkar, 2019). Some studies attempt to scale up current business
process to engage more community into the project, in an attempt to boost economic activ-
ities and release low-income households from the current poverty level (Bocken et al., 2016;
Palomares-Aguirre et al., 2018). In general, every social business model pursues sustainability
and empowerment of community as the core functions to tackle poverty and other related
social problems worldwide (Akter et al., 2020; Kuckertz et al., 2023).

In Indonesia, there are more than 340,000 social businesses in partnership with 2,000 both
profit-based and non-profit organizations and targeting women, local people, and disability
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(CNN, 2020). However, despite the increasing deployment and adoption across sectors and
backgrounds, some business models struggle to reach financial break-even point while some
others are not suitable for a certain type of household (Cheah et al., 2019). It is common that
individuals from BOP background in developing countries such as Indonesia only knows the
job they currently enrolled and little to pursue the path of entrepreneurship (Srimulyani &
Hermanto, 2022). Thus, instead of finding new ways of opportunity in business, they often
stay to their current activities although it might heavily cost them for transport or other daily
expenditure when their settlements are relocated to other places far from the previous job
location.

Existing research has examined the role and impact of social enterprises in addressing
social problems and environmental issues, particularly in developing economies. However,
there is a dearth of research on their application and viability in urban poor communities. Par-
ticularly unexplored is the potential of social business models in the context of urban housing
affordability and sustainability for low-income households in expanding urban areas, such as
Jakarta, Indonesia. It is necessary to conduct further studies in order to comprehend how
social business models can be designed and implemented to effectively mitigate the hous-
ing affordability issues confronted by the urban poor. This includes evaluating the financial
viability of such models, determining how they can be adapted to the unique socioeconomic
dynamics of urban impoverished settlements, and determining how they might contribute to
enhancing the residents’ quality of life and financial stability.

In addition, there are no studies that examine how social business models can encourage
and empower individuals at the base of the pyramid (BOP) in developing nations to engage
in entrepreneurial activities. Given the prevalent challenges associated with relocation, such
as limited employment opportunities and high transportation costs, studies that investigate
innovative solutions in this direction could make a significant contribution to the literature
and policymaking in this area. Based on the problems, and opportunity that has been dis-
cussed, this research formulate research question as follows.

“"How can social business models be effectively designed and implemented to address
the housing affordability challenges faced by the urban poor in rapidly growing urban areas?”

The research output expected to mitigate increasing debt from individuals in the base
of the pyramid, to attract investment for business sustainability, and to provide input for
government in developing policies and regulations related to housing, urban poor and com-
munity engagement.

1. Literature studies

In an attempt to fully understand how to develop social business for low-income households,
this research firstly discussed literature of low-income households and the key concept of
social business as follows.

1.1. Low-income households and poverty

Low-income households define as someone who unable to fulfill their basic needs as the
result of limited assets, low access to public services, and a low level of exchange entitlement.
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They often associated with the definition of the base of the pyramid (BOP) due to their
similarity in purchasing power and income generation. Nowadays, it is estimated that over
four billion people are living in this economic level worldwide. The people in this category
have annual income per capita by 1,500-2,000 USD (Visser & Prahalad, 2013) or employ a
threshold of 1 or 2 USD/day (Kolk et al., 2014). World Bank (2022) further emphasizes those
living on less than $2.12 a day categorized as extremely poor. Despite income measurement,
individuals categorized as low-income households also considered being a group of people
who use all their activities and time to fulfill basic needs such as food, shelter, and clothing.

According to United Nations Development Programme (2018) report, several factors out-
side personal earnings leading someone to instate in the base of the pyramid such as health
(child mortality, nutrition), education (years of schooling, enrollment), and living standards
(water, sanitation, electricity, cooking fuel, floor, assets). Unlike those living in developed
economies, people in developing countries particularly in Africa and parts of Asia such as
South Asia and South East Asia countries unable to access primary education, making it dif-
ficult to find a proper job and earn income as an adult. This situation resulting these people
mostly into two options, begging for aid or borrowing to — in some cases loan shark for food
(Jaiyebo, 2003). Although some studies argued that most BOP living in rural areas due to their
dependency on to agriculture sector rather than service or manufacturing (Ma et al., 2022),
but those living in cities also vulnerable to poverty when they failed to seek opportunity in
generating income for the family (Headey et al., 2022).

Many stakeholders have put their interest in alleviating low-income households for a bet-
ter life by taking into account various strategies such as loans or other aid-based programs
to empower the local community (Biglaiser & McGauvran, 2022). However, it is believed that
large firm involvement plays pivotal points in solving problematic issue of poverty allevia-
tion. Initially, they need to take responsibility in terms of social and environmental issues for
running a business and later on evolved to become the featured program of the company
in dealing with the poverty issue. Therefore social mission in emerging markets dominated
by BOP consumers argued as an inspiration for expanding companies’ existence while at the
same time contribute to one of the world's acute problems (Seelos & Mair, 2005).

Various stakeholders such as government agencies, international donors and non-govern-
mental organizations (NGOs) need to switch their traditional approach in helping low-income
households from aid-based programs to participatory-based approach by considering BOP as
the agent of change in combating poverty (Visser & Prahalad, 2013). Since then, the discus-
sion of poverty alleviation has been evolved from BOP as consumers and recipients of the ex-
isting product (Geradts et al., 2022) to the engagement of BOP not only as a business partner
but deepen to product invention, management, and delivery process (Dembek et al., 2020).

Many initiatives that focus on different sectors emerged in various countries to utilize
resources from low-income households and release them from the poverty trap (Seelos &
Mair, 2005). Despite various attempts to engage social and environmental purposes into a
profitable business, there is little evidence that this type of hybrid organization delivers its
original promise in alleviating poverty. One business model from a particular country may
not suitable for adoption and requires some adjustment or a different approach that has
to established to reach successful social business initiatives. Therefore, both organizations
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and participants must understand the context of living conditions, cultural habits, economic
variations, product needs, and market orientation, in order to increase BOP participation and
create a sustainable business model (Semprebon et al., 2020; Yunus et al., 2010).

1.2. Social business for BOP

The interest to develop business model has emerged since the 1990s and to date have
been evolved into multiple concepts and adopted in economic, manufacturing, social, cul-
tural, or other contexts. A business model denotes the rationale on how an organization
creates optimum strategies to deliver products that meeting customers’ requirements (Pal-
omares-Aguirre et al., 2018). A business model often involves customer value, profitable
activities and efficient resources to capture values for the targeted market (Zott et al.,
2011). Initially, most firms tend to conceal their business model to prevent competition
and maintain their supreme existence in the longer-term (Teece, 2010). Nowadays, many
businesses have been collaborated with other organizations to pursue similar objectives
(Foss & Saebi, 2017; Sabatier et al.,, 2017).

Unlike traditional business model that pursue three predominant elements (value propo-
sition, value constellation, positive profit equation) as the core function of the organization,
social business models induced social profit as an additional component to capture both
economic and social value (Spieth et al., 2019; Yunus et al., 2010). Yunus et al. (2010) argued
that the social business model aims both profit and non-profit objectives simultaneously by
involving all related stakeholders in the business process. It is argued that business has to
earn adequate revenues to cover its operation costs, but profits generated from running the
organization are reinvested to the business instead of to the investor. However, this concept
may not apply in practice in different settings, thus several adjustments are required when
considering this type of social business model in other case studies (Madanaguli et al., 2023).
Seelos and Mair (2007) emphasize that investment from the business should be justified from
sufficient financial returns and social implications.

In the past years, literature has been discussed components that should be included
for creating a social business model. Some of these components are mainly adopted from
traditional business aims to capture customer value proposition. For instance, Hedman and
Kalling (2003) argued that the business model should involve customers, competitors, the
offering, activities and organization, resources, and factor market interactions. Rasmussen
(2007) emphasizes six components to deliver business model including (1) value proposition,
(2) market segment and revenue model, (3) value chain, (4) cost structure and profit poten-
tial, (5) value network, and (6) competitive strategy. On the other hand, Osterwalder and
Pigneur (2010) proposes several components such as customer segments, value propositions,
channels, customer relations, revenue streams, key resources, key activities, key partnerships,
cost structure. While, Michelini and Fiorentino (2012) suggests five building blocks for social
business including value proposition, governance model, partner network, market segment,
and revenue management. Furthermore, there are four macro-level conditions, consist of
governance, socially inclusive economic approach, financial services, and entrepreneurial cul-
ture that should be considered when dealing with business and social issues (Laylo, 2018).
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Table 1. Research variables for the case study

Research Variables Description
Market growth Projected industry growth in the future
Human resources Number of low-income households involved based on their level of
productivity
Revenue Nett income gained by the low-income households participant
Market Entry Level of penetration for new business by taking into account Porter five
forces indicator

This research takes into account the theoretical framework suggested by Yunus et al.
(2010) and Michelini and Fiorentino (2012) to achieve the research objective and recom-
mends a suitable business model for the case study. This research assessed potential industry
in terms of business sustainability, therefore the prospect of the business should carefully
addressed by taking into account historical data, future projection, or other related considera-
tions. On the other hand, human resources related to the number of low-income households
in performing industrial activities to generate revenue. If the industry attracts a high number
of participants from low-income households, this social business model potentially expanded
to contribute to alleviating poverty at the national level. Moreover, a business model cannot
be separate from revenue that enables organization to operate business in the longer term.
Therefore, it is crucial to select the type of social business model that offers optimum revenue
for business sustainability. Last, market-entry relates to the chance of a product successfully
penetrate the market and generate income for the organization and the low-income house-
holds as the participants. The summary of research variables shown in Table 1.

2. Research methodology

This research employs two stages to achieve research objectives. Firstly, this study adopts
pairwise comparison to evaluate alternatives for decision-making. In this second stage, the
proposed business model evaluated by taking into account project life cycle (LCC) including
initial cost, operation and maintenance cost, and revenue (Miraj et al., 2021).

2.1. Pairwise comparison

The method of pairwise comparison has been extensively developed as a means of prior-
itizing criteria. This approach involves requesting stakeholders to compare two criteria at a
time, thereby promoting a comprehensive evaluation of all elements within the criteria set
(Pinzon Amorocho & Hartmann, 2022). This study incorporated the expert panels committed
to affordable housing, including those from the Ministry of Cooperatives and SMEs, private,
Ministry of Public Works, and Jakarta Provincial Agency (see Table 2 for the background of ex-
perts). The research was primarily focused on Indonesian participants. This selective approach
assured a level of consistency in the collected data by avoiding cultural differences between
international and local participants that could have led to discrepancies. By concentrating
solely on Indonesian respondents, the research could provide a more homogeneous and cul-
turally specific understanding of the issues at hand in relation to affordable housing in Jakarta.
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Table 2. Background of experts
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Identifier Current role Institution Experiences | Area of expertise Exp(ej;tt::nel
Exp 1 Head of general | Ministry of 24 years Planning 11/05/2022
affairs Cooperatives and policy
and SMEs development in
SME
Exp 2 Comissioner Private company | 10 years Industry expertise
Exp 3 Head of Jakarta provincial | 15 years Policy expertise
settlement agency
section
Exp 4 Head of Housing | Ministry of 18 years Planning
Management public works and policy in
System and financing low-
Strategy cost housing

Initially, a matrix comprising all relevant factors was constructed. Following the instructions
provided in Table 3, the experts determined the relative significance of each of the pairings.

Table 3. Guidelines for scoring

Score Guiding Criteria

0 When the factor in the left-sided column produce equal benefit than the right one.

When the factor in the left-sided column produce slight benefit than the right one.

1
2 When the factor in the left-sided column produce more benefit than the right one.
3 When the factor in the left-sided column produce significant benefit than the right one.

A decision matrix is a table to determine the best alternative among others based on the
weighted score. After finishing the matrix, the geometric mean of each criterion’s scores was
computed (by locating the nth root of the product of all scores, where n is the total number
of criteria within the matrix). The cumulative sum of all these geometric means was then cal-
culated. Each criterion’s weight was determined by dividing its geometric mean by the total
sum of all geometric means (Li et al., 2020; Zardari et al., 2015). The calculation of variables
in decision matrix can be seen in Table 4.

Table 4. Pairwise comparison matrix of research variables

Variable | A B @ D | Product | Product ~0.5 | Sum of (Product ~0.5) | Weighting
A - 3 1173 | " 3.833 1.958 7.464 26.23%
B 13 | - 2 2 4333 2.081 7464 27.88%
C 173 | 1/2 - 1/3 1.167 1.080 7.464 14.47%
D 2 |12 3 - 5.500 2.345 7464 31.42%

Notes: A — Market growth; B — Revenue; C — Human resources; D — Market entry.

Each housing has three alternatives of potential social business model that will be treated
as similar calculation above. Shrimp industry, catfish fillet processing, and knitting are three
social business model for Marunda housing. While brown rice processing, educational toys,
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and handicraft are three social business model for CBS housing. In order to determine the
best alternatives, following formula was used.

Total Weight of Each alternative = (w1 * p1) + (W2 * p2) + (W3 * p3) + (w4 * p4).

Weights:

w1 — Global weight of market growth;

w2 — Global weight of revenue;

w3 — Global weight of human resources;

w4 — Global weight of market entry.

Weight of alternative:

p1 — Local weight of market growth;

p2 — Local weight of revenue;

p3 — Local weight of human resources;

p4 — Local weight of market entry.

The highest score selected as the best alternative and further analyzed using life-cycle
cost analysis to determine its feasibility and its impact on low-income households.

2.2. Life cycle cost

While there are numerous resources available LCC, there is no definitive conclusion regarding
the most appropriate LCC model to adopt, as it is primarily dependent on the specific ob-
jectives, sectors, and scope that researchers and practitioners wish to achieve (Durairaj et al.,
2002). The relevant categories of costs for this study are detailed in Table 5. The following
sections will provide in-depth discussions of all LCC components and other crucial factors,
such as inflation rate, that contribute to determining the total LCC.

Table 5. Cost categories of life cycle cost

Initial cost Operation and Maintenance costs Renewal costs
IC 1 Land acquisition OC1 Electricity, Water, Advertisement R1 Equipment replacement
IC 2 Production building OC2 Building maintenance
IC3 Warehouse OC3 Low-income housing Fees
IC4 Car OC4 Management

IC5 Production materials OC5 Materials and others

The rate of return generated from the business model needs to meet The Weighted Aver-
age Cost of Capital (WACC) from companies that interested to participate in funding the pro-
ject. WACC is an indispensable tool for evaluating the performance of investments, perform-
ing both direct and indirect roles. In essence, it affects the required rate of return on capital
over a specific period of time for stakeholders and lenders (Koziol, 2014; Mian & Vélez-Pareja,
2008). From the perspective of the company, WACC is a valuable component of valuation, as
it indicates the rate of return for evaluating prospective business projects. Consequently, the
WACC plays a significant role in the discount rate utilised by the Discounted Cash Flow (DCF)
method and other valuation models (Franc-Dabrowska et al., 2021). Literature showed that
WACC from multiple companies in Indonesia are about 13% (Finbox.com, 2023).
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2.2.1. Initial cost

The initial costs consist of five components, which have been determined based on inputs
from similar studies conducted frequently in Indonesia and in-depth interviews with relevant
stakeholders. These components include land acquisition, the construction of a production
facility, a warehouse, a vehicle, and the acquisition of production equipment. The following
formula is used to calculate the total investment cost for the completion year(s):

5
IC, = ZIC , M
k=1

where /C, represents investment cost (US$) of components k that follows categorization in
Table 5.

2.2.2. Operation and maintenance cost

This study examines five components of operation and maintenance, including electricity
and water, building maintenance, fees for low-income housing, and management, among
others. This business model takes into consideration the rent paid by tenants who are also
employees. The purpose of this arrangement is to ensure that the profits generated by the
business model result in affordable housing and the occupants’ ability to pay. The total cost
of operation and maintenance is the sum of these component costs, as detailed in Table 5.

5
OM; = ZOMy, @
y=1

where OMy is the total operation and maintenance cost, while OMy is the maintenance cost.
Both are incurred every year during the particular life span that considers the inflation rate
of and computed as follows:
(1+ s)n -1
OM =OM,———, 3)
y z n
s(1+s)
where: OM, — The fixed cost of specific components z in the operation or maintenance (US$);
s — sectoral inflation rate (%); n — project life span (years).

2.2.3. Renewal cost

Renewal (R) costs consist of different materials and components that need to be replaced
during their service life. Each component for renewals shall be evaluated, taking into account
the essential cost, number of occurrences, life expectancy, and adjusted using present-value
to display its present cost. This calculation expressed by the following formula:

t 1

RC, = RC,———, (4)

= (1es)
where: RC; — each component requiring replacement; t — number of occurrences; s — general
inflation rate (%); f — the event of renewals (years).

2.2.4. Inflation rate

Inflation is a fluctuating process (either an increase or decrease) of prices linked to a market
system. Consumption levels, market liquidity, or even the logistics distribution system can
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have an impact on this variation (Barro, 2013; Guinée et al., 2011). Annual reports released
by reputable international organisations or national statistics bodies often contain inflation
figures. The Indonesian Statistics Agency is in charge of disseminating this information in
Indonesia, and their online database makes it simple to do so. The Consumer Price Index
(CPI), which reflects the fluctuating costs of goods and services, is used to measure inflation.
The average inflation rate for Indonesia is 5.53% (Miraj et al., 2021).

2.3. The case studies

In this study, two examples of low-cost housing in Jakarta, Indonesia’s capital city, were
chosen as case studies to investigate suitable social business models. Despite its role as one
of Southeast Asia’s fastest growing urban centers and its important contribution to the na-
tion’s economic activity, Jakarta has severe social equity discrepancies, particularly in terms
of population welfare. According to data from the Jakarta Bureau Statistics Agency (2022) as
shown in Figure 1, the number of low-income households in the city has increased during
the last decade. From 2012 to 2019, the number of low-income households stayed largely
below 400,000, with a record high of 412,790 households in 2014. However, in the previous
three years, this figure has skyrocketed, reaching 502,040 families. While this figure looks to
be small (4%) in comparison to Jakarta’s total population of 9.6 million, it is critical to realize
that these marginalized citizens have an intrinsic right to appropriate urban living. As a result,
the case studies chosen in Jakarta provide a suitable foundation for providing a benchmark
model that might potentially be used in comparable urban environments.

The provincial government of Jakarta attempt to accommodate housing for low-income
households by launched low-cost housing in 13 locations. However, the primary survey shows
that the ability to pay from these low-income households is US$ 16.41 which far below from
monthly rental fees charged by the government. In order to better understand the impact of

600 000
500 000

400 000

300 000
200 000
100 000

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Households

Year

Figure 1. Number of low income households in Jakarta
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the proposed social business on low-income households earnings and poverty reduction, this
research considers two low-cost housing based on geographical condition and local char-
acteristics namely Marunda Housing and Cipinang Besar Selatan (CBS) Housing. The earlier
located in the coastal area with the fishery sector as a primary job. While the latter located
in suburban areas with trading as a primary job.

2.3.1. Marunda housing

Marunda housing located in Cilincing, North Jakarta has nine blocks and each block has six
stories. The type of unit is similar for every block but the number of units varied due to the
different gross floor area. The units are consist of two bedrooms, a bathroom, a living room
with a kitchen, and a sunroom. The local government also provide clinics, early childhood
institution, green space, and transportation network around the housing complex. In total,
this housing has 2,580 units and inhabited by approximately 8,700 persons.

The housing which firstly operated in 2009 is owned and managed by the housing depart-
ment of Jakarta province to accommodate low-income households to have proper residential
for the living. Based on the Governor Regulation No. 55 in 2018 concerning the housing
service levy rates, the user will be charged US$ 13.36 to US$ 15.56 per month for selected
occupants (those who relocated from slum area) and US$ 27.70 to US$ 32.23 for regular
occupants. Although rental charges for the housing kept minimum, the Jakarta Provincial
government experience debts for US$ 705,000 from 560 units. Most of the residents of the
Marunda Housing are refugees from the Penjaringan Sub-District — an area in the northern
part of Jakarta most frequently affected by flooding. In addition, the Kalijodo Region (area
of illegal prostitution activities) refugees also relocated to the housing. Based on the primary
survey to the site, most of them unable to pay monthly rent due to limited earnings or if they
were able to, unwillingly to pay because the management missed to charge them.

This housing is located near the coastal area and potentially generate revenue related
to salt-water resources. The location also included in national spatial planning as a spe-
cial economic zone, which targeted to contributes to local economic roughly 7% annually
from tourism, trade, creative industries, services, and finance as well as high technology and
non-pollutant industries. Near the location, there are two logistic centers namely Marunda
Center and Marunda Terminal. Both expected to be an international-scale industrial and
warehousing area that serves maritime, cargo, mining, and vehicle crossing activities.

2.3.2. Cipinang Besar Selatan (CBS) housing

CBS Housing located in Cipinang, East Jakarta area, and has two blocks, and each block has
six stories, similar to the previous housing in Marunda. In 2008, this housing had 200 units,
but the number grows into 300 units in 2017 due to expansion from the provincial govern-
ment, the housing currently inhabited by approximately 1,500 persons.

Public facilities provided by the provincial government exist in this housing consist of a
playground, soccer field, WIFI area, and transportation network. Similar to Marunda housing,
the provincial government experience outstanding payment for US$ 59,343.76 from 163 units.
In contrast with occupants located in Marunda housing which more diverse in terms of back-
ground and job occupation, this housing mostly occupied by those from the slums area in
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Figure 2. Location of Marunda housing and CBS housing (source: Wikimedia
Commons, 2007 with author adjustment)

Ciliwung River, Pluit reservoir, and East Canal of Jakarta. They are also incapable to accom-
modate monthly rental fees mainly because of high transportation costs from their residence
to the workplace. East Jakarta as the area of this housing has potential economic generation
such as the central rice market located fifteen kilometers from the site, tourism area such as
Taman Mini Indonesia Indah, Cipinang River, as well as Gombrong Central Toys Market. The
site of both housings can be seen in Figure 2.

3. Results and analysis

3.1. Potential business in the case studies

Marunda housing has huge potential in fishery business due to its premium to the coastal
area. This is supported by a report from the Indonesian government that fishery production
plays a significant role in people’s daily consumption accounted for more than 20 million
tons (Indonesian Ministry of Marine Affairs and Fisheries, 2018) The report also shows that
other industries related to the fishery sector experiencing an exponential increase such as the
processing industry and tourism since 2014.

However, there is a limited option to use the fishery sector as a social business model for
urban poor in low-cost housing. The production should consider a small and medium scale
of business to maintain a simple structure of the organization and limit the investment as low
as possible. Two potential industries in the fishery sector can be adopted due to its flexibility
in terms of the scale of production and the increasing demand in the last ten years namely
shrimp and fish processing.

On the other hand, this research considers the crafting industry as potential commodities
that can be used for low-income households’ main jobs. This creative industry contributes
more than US$ 50 million per month across Indonesia. The demand particularly crafts knitting
from Indonesia also increases in the US and Europe which therefore shows great prospects
to generate revenue and to increase economic activities.
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In contrast with Marunda housing located in the northern part of the cities, CBS housing
located in the suburban area has potential in manufacturing and toy processing. There is
two trading market that can be used the main source to generate revenue near the loca-
tion namely Gombrong Toys Market. Furthermore, low-income households will be trained to
decorate and to form the craft for selling purpose, and earnings in return from their result.
The local government and related ministries such as Indonesia Creativity Board and Ministry
of Small and Micro Enterprise invited to conduct workshops or entrepreneur training to the
participants of the industry.

This research also proposed the brown rice processing industry as an alternative industry
for the CBS housing. There is Cipinang Rice Market nearby the housing which potential for
collaboration and trading activities. Besides, people living in cities started to consider their
intake to gain a healthy life. Brown rice is one of the option to provide healthy food while
at the same time, gain fiber, vitamins, and minerals. The content of fiber in brown rice will
help in reducing cholesterol levels and make someone full longer rather than regular rice.
CBS housing also needs to capture the opportunity of this industry due to its close distance
to the rice market.

3.2. Pairwise comparison analysis

There are four indicators in the table: market growth, revenue, human resources, and market
entry. The weight assigned to each indicator reflects its significance or contribution to the
overall evaluation. The table displays the percentages of market growth, revenue, human
resources, and market entry for each housing alternative option which is based on pairwise
comparison matrix of research variables (see Table 4). To determine the total weight of an
option, multiply the percentage of each indicator by its assigned weight and add the resulting
values. For instance, the market growth of shrimp industry in Marunda Housing was calculat-
ed by multiply 34.51% with the global weight of market growth of 26.33%. After performing
the calculations for each indicator, ones obtain a weighted score for each option. These
scores are represented in the table’s total weight column, which indicates the aggregate
performance of each alternative across all indicators. The alternative with the highest total
weight is deemed the most desirable option, whereas a smaller total weight indicates a less
desirable option.

Among the three alternatives, the processing of catfish fillets is the most profitable busi-
ness model for Marunda housing. This is due to its ability to effectively employ a large
number of urban impoverished individuals, its market growth potential, its ability to generate
stable revenue, and its relatively low to moderate market entry barriers. On the other hand,
the decision matrix analysis indicates that two alternatives are appropriate for CBS housing
business models: the processing of brown rice and the production of educational toys. How-
ever, educational toys are the preferred business model for CBS housing due to their market
growth potential, reasonable revenue, and involvement of low-income households’ human
capital. The detail of the decision matrix score for both case studies is shown in Table 6.
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Table 6. The result from decision matrix on both case studies

Market Revenue Human Market To.tal Rank
growth Resources Entry Weight
Global Weight 26.23% 27.88% 14.47% 31.42%
Alternative recommendation for Marunda Housing
Shrimp Industry 34.51% 19.30% 19.30% 19.30% 23.29% 3
Catfish Fillet Processing | 43.66% 47.28% 47.28% 33.42% 41.98%
Knitting Industry 21.83% 33.42% 33.42% 47.28% 34.73% 2
Alternative recommendation for Cipinang Besar Selatan Housing
Brown Rice Processing 16.58% 36.87% 33.42% 47.28% 34.32% 2
Educational Toys 45.42% 46.64% 47.28% 19.30% 37.82%
Handicraft 38.00% 16.49% 19.30% 33.43% 27.86% 3

3.3. Life cycle cost analysis

The topmost social business model from Table 6 was utilized to conduct further feasibility
calculations. Both housing projects were evaluated by a life cycle cost analysis that considered
four primary factors: initial cost, operation and maintenance cost, renewals, and revenue. Each
aspect is composed of multiple sub-aspects. For instance, the initial cost includes the produc-
tion building, the warehouse, the production materials, and the value-added tax, whereas op-
eration and maintenance costs include electricity, water, and advertising, building maintenance,
low-income housing fees, and management, among other components. The study implies that
all tools and equipment have no residual value, meaning they are not sold at the end of their
five-year lifespan and are replaced with new equipment in the sixth year. In addition, a Bank of
Indonesia annual interest rate of 6.5% is considered throughout the life cycle cost analysis. The
comparison of LCC between Marunda and CBS housings can be seen in Table 7.

Table 7. Comparison of LCC between each housing

Components Marunda Housing CBS Housing
Initial
Production building 724,137.93 241,379.31
Warehouse 482,758.62 24,137.93
Production materials 86,944.14 8,105.34
Value added tax 129,384.07 27,362.26
Sub total 1,423,224.76 300,984.84
Operation and maintenance/month
Electricity, Water, Advertisement 334.48 275.86
Building maintenance 1,126.79 448.28
Low-income housing Fees 11,586.21 3,372.41
Management 115,862.07 10,344.83
Materials and others 263,540.69 23,165.28
Sub total 265,001.97 23,889.42
Renewals/6 years 86,909.66 8,105.34
Revenue 286,896.55 27,793.10
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The number of households unable to pay their monthly rent differs between the two
housing sites, with 560 households in Marunda and 162 households in CBS. Initially, it was
anticipated that these households would join a social business model as employees. In the
future, however, revisions may be made to better suit their purposes or satisfy technical re-
quirements. In contrast to the small-scale business model of CBS housing, Marunda’s business
model is characterized as large-scale due to the large number of employees, necessitating
a complex organizational structure. Distribution, administration, fish-cutting, fish-cleaning,
and fish-packaging are responsibilities within the supply chain of the industry that can be
considered to develop the business further.

Table 8. Financial analysis between both housings

Housing IRR NPV Payback period WACC
Marunda Housing 16.82% Positive 6 Years 13%
CBS Housing 16.78% Positive 6 Years

IRR can be used to gauge the profitability of prospective investments. Typically, an invest-
ment is deemed profitable if its IRR exceeds the required return. Both Marunda Housing and
CBS Housing have comparable IRRs of 16.82% and 16.78%, respectively. The results indicate
a return rate of at least 15%, which is higher than the average WACC (Weighted Average
Cost of Capital) in Indonesia (Finbox.com, 2023). This indicates that their expected rates of
return are comparable. NPV is utilized in capital budgeting to evaluate the profitability of
an investment or endeavor. A positive NPV indicates that projected earnings (in present
currency) are anticipated to exceed projected expenses. Both Marunda Housing and CBS
Housing possess a positive NPV, indicating that they are profitable businesses. In addition,
the payback period is the time required for an investment to generate an amount of income
or currency equal to its cost. It is a straightforward method for assessing the risk associated
with an investment. The shorter the payback period, the less risky the investment is consid-
ered. Both Marunda Housing and CBS Housing have a return period of 6 years, indicating
that the initial investment is expected to be recovered quickly. Table 8 depicts the expected
financial analysis of both housings.

3.4. Discussions

This research uses a framework from Yunus et al. (2010) to discuss the social business model
in both case studies and identifies lessons learned for other research development. In term
of value proposition, the traditional business model put customers as the center of attention,
and firms will take any effort to win customers interest over their competitors. In contrast,
the social business model valued not only products but also the stakeholders’ involvement.
In the case studies, the value proposition is low-income households have sustainable income
to cover their daily expense, and in the longer-term may lift their poverty level. This business
model also benefitting other stakeholders such as local government, raw materials suppliers,
and resellers. The local government can no longer concerned regarding outstanding fees
or allocate financing schemes through the aid-based program, grants, and public-private
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partnerships for low-income households. Instead, they can put their effort into other aspects
regarding housing and the quality of life of the citizen.

In terms of value constellation, internal and external stakeholders involved in the business
value chain should be identified. In this study, there are several stakeholders in value constel-
lation. The fishermen are the origin of raw material sources of the catfish processing industry.
In the case of the toy-processing industry, there are various sources of raw materials depends
on the type of toys. The raw materials then processed by the social business organization
before distributed to resellers, street vendors, or other types of customers/owners. Investors
may support this social business model to the social business organization either from pri-
vate, or government. International donors or NGOs may be involved in this model as part of
the aid-based program to alleviate the poverty of low-income households.

The coordination of this business value chain can be understood in two ways. The organ-
ization can be made in a simple way when the government, international donors, and NGOs
were not involved and dealing only with a social entrepreneur or other small-medium scale
individuals as an investor. As a result, the business may not experience a progressive devel-
opment but offers easier coordination and power-sharing among actors in internal organiza-
tion. On the contrary, an organization requires more complex coordination when previously
excluded parties are involved. It because each of them have their interest and agenda which
may affect the main goals of the organization. However, this coordination and collaboration
offer a higher chance for business expansion and progressive development in terms of lead-
ership, commercialization, and management competencies.

This research suggested the engagement of low-income households to participate in the
social business model as part of social profit equation. In Marunda housing, a large business
model offers an opportunity for 560 low-income households to increase their income level
and leaving extreme poverty behind. On the other hand, small-medium business in CBS hous-
ing offers low-income households to have sustainable income to cover their daily expenses.
There are other low-cost housings where the people unable to have adequate earnings not
only in the capital city but throughout Indonesia. There is a bigger chance to reduce the
number of poverty by engaging more low-income households and encourage them to im-
prove their quality of life from the slums environment when suitable social business models
for each low-cost housing can be identified.

Yunus et al. (2010) denotes an economic profit equation related to sales revenue, cost
structure, and capital recovery. This research suggests an expected level of financial feasibility
from a business perspective where both of the proposed industries provide a significant rate
of return larger than 15%. However, some main challenges should be taken into account
when a business model attempt to take the transitional stage for scaled-up business namely
the right business partner and share value capture among stakeholders (Sabatier et al., 2017).

From methodological point of view, pairwise comparison and life cycle cost analysis
(LCCA) are two different methods used for decision-making and evaluating the economic
performance of options. Combining these two techniques can offer a more comprehen-
sive evaluation both qualitatively and quantitatively where pairwise comparison allows for a
simplified, systematic comparison of multiple alternatives based on specific criteria. On the
other hand, LCCA provides a detailed cost analysis over the entire lifespan of a project. On
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the other hand, there are some drawback in using these approach. Pairwise comparison is
largely subjective and can be influenced by the biases of those making the comparisons.
When combined with LCCA, there is a risk of these biases affecting the overall outcome of
the decision-making process. Furthermore, LCCA requires detailed cost data over the entire
life of a project, which can be difficult to accurately estimate or may not even be available
for all alternatives. This could limit the effectiveness of combining these methods.

Conclusions

The paper presents findings from potential social business models in two case studies in
Jakarta to deal with the sustainability income of low-income households. The result showed
that combining pairwise comparison and life cycle cost enable related stakeholders to un-
derstanding potential social business model that offers sustainable income for the base of
the pyramid. The financial analysis from both housing showed high IRR, positive NPV, and
short payback period. The findings also suggest some indicators that should be taken into
account when initiating the social business model on a certain location. These indicators
play a significant role in determining which alternative business model that is suitable for
the targeted population. The failure to unfold these indicators may be resulting in ineffective
program development and missed the opportunity to engage low-income households from
the poverty trap. Subsequently, it is also crucial to understand the market, typical low-income
households, and market barriers to deliver a successful social business model particularly in
developing economies.

This research provided a conceptual framework that may enable a balanced from eco-
nomic profit and social equations. This equilibrium can be achieved by proposing an optimum
revenue from a traditional business perspective but involving a high number of low-income
households. By this social business model, those who failed to accommodate daily expend-
iture may have sustainable income leading to a better chance of living in the city. These
strategies may also be adopted in other low-cost housings across countries and contribute
to alleviating poverty levels of those in the base of the pyramid on a larger scale.

Subsequently, this conceptual model requires support not only by the government but
also by various parties in the social business value chain to reduce poverty across the country
and to generate a regular payment from those living in low-cost housing. For instance, in
the context of Indonesia, some industries still dominated by small-scale companies and yet
to reach a larger scale due to various reasons. In this situation, the government may have
a partnership with the local government to assist small-scale companies to scale up their
business through training, monitoring, and funding. The government may also be involved
regarding the suitability of the social business model based on cash flow and other quanti-
tative or qualitative indicators. The management who runs this business model may use the
aid-based program to collaborate or involved investors for operation or management. This
strategy aims to make sure the business handled in professional ways and the low-income
households gained benefits to improve their welfare and quality of life.

This research can contribute to the development of efficient, scalable, and replicable so-
cial business models for enhancing the well-being of low-income households in a variety of
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contexts. Replication and expansion of the findings are possible when the context, indicators,
and research framework are considered. Various socioeconomic and cultural contexts can
facilitate the generalizability of results. While unique characteristics, market conditions, and
potential barriers encountered by low-income households in the target locations can provide
additional insight into this topic.

This paper has some limitations that should be addressed in future research development.
For instance, this paper only focussed on social business feasibility through life cycle cost
analysis. Further research suggested involving division of responsibility among parties includ-
ing the government, international donors, and the private sector for market penetration and
access to financing. Tax exemption and subsidy also can be adapted to increase the economic
viability of social business models.

Furthermore, this study also not discussed how social entrepreneurs play a role in the
social business model. Social entrepreneur is one of key success factor to delivering the
project successfully as they have a good sense in scouting and recruiting employees and
have leadership in motivating, training volunteers in BOP realm. Future research suggested
investigating the impact of social entrepreneurs in scaling up a social business model and
how they mitigate challenges created from a dual-mission business. Policymakers suggested
facilitating cost-sharing and revenue sharing among parties to expand the social business
model on a larger scale. Regular supervision and penalty mechanism should be developed
to prevent violation of the law such as corruption and bribery and in longer-term maintain
business sustainability.
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