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1. Introduction — Going globat

Aarong, the retail arm of. BRAC, anén-profit development organization based in Bangladesh,
was created in 1978 to \providesemployment, income generation and social development
opportunities forunderprivilegea women through the revival and promotion of Bangladeshi
handicrafts. Any-prefits fram Aarong were used to extend such opportunities to more low-
income preducers.and ta cross-subsidize BRAC programmes for the poor, in health, education
and livelihoed deveiopiient.

In"30 years, framva single shop, Aarong had grown into one of Bangladesh’s biggest retall
chains, with 45 stores in major cities including Dhaka, Chittagong, Khulna and Sylhet. Its
niroducts:ranged from clothing, household items, gifts and fashion accessories to children’s
toys.ethinic wear, and beautiful handicrafts in silk, handspun cotton, endi,* terracotta, bamboo
andjute. From a simple promoter of artisan handicrafts, Aarong had become the country’s
leading fashion and lifestyle brand; a “must-see” according to the Lonely Planet guide to
Bangladesh.

The competition, however, was intensifying, both from local retailers in individual categories
as well as foreign players, such as from India, where manufacturing costs were lower, due to
more efficient production methods and less extensive worker benefits. Aarong had been able
to rely on its status as a “ department store” with awide product range (in a country where this
retail format was not common) and the convenience of a one-stop-shop with extras like
parking space and in-store cafes to attract shoppers. But these were easily replicable for
foreign players with deep pockets. Furthermore, e-commerce would expose it to global
competition as online shopping became more common. How could Aarong compete in a
global market? How could it leverage the brand, improve quality to match machine-made
consistency, and keep prices competitive, while maintaining its social mission?

2. Background
BRAC

BRAC was founded by Sir Fazle Hasan Abed.? From a privileged home background in
Bangladesh, he had gone to study accounting and business in London, staying on to make.a
career in corporate finance. In 1968, he returned to Bangladesh to manage the accounting
department of Shell, the multinational oil company.

On 21 November 1970, a deadly cyclone hit the Chittagong area in southernBangtadesh,
killing over 500,000. Abed and his friends volunteered for the relief efforty and it was that
experience — facing death and destruction on such a scale — that changed his ouiiook. onfife.
With the outbreak of the war of liberation in Bangladesh in 1971, he was foreed to takerefuge
in England, where he raised funds for the millions of Bangladeshi” refugees intindia. After
Bangladesh won its independence, Abed sold his London flat foridS$17,000<and returned to
his home country.

1 Atypeofsilk.
2  Hewasknighted by the Queen in 2010.
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To add to the ravages of drought)and n&ttra disaster, hundreds of thousands of fathers,
husbands and sons had been killed in‘the war, leaving their womenfolk destitute. With his
friends, Abed establishedthe Bangladesh Rehabilitation Assistance Committee (a precursor to
today’s BRAC) — using-their ewf funds to set up a relief and rehabilitation centre in the
remote area of Sulla inthe war<tern north-east. Subsequently, BRAC received funding from
the internationai developmeiit-agency Oxfam, which was used to establish four health clinics,
build fishing'beais and offer housing assistance to promote employment in more than 200
villages in nortihern Barigi adesh.

Reglising that poverty was a complex problem to be fought on many dimensions, Abed began
working ‘on/improving living conditions for the rural poor in Bangladesh, focusing on the
randless poor; particularly women living below the poverty line. BRAC® addressed the
variouscauses of poverty through interlinked programmes in economic development, health,
education, human rights, legal services and disaster management. A core component was its
microfinance programme, which made small loans to rural women for income-generating
activities — for the benefit of their families and communities. The loans were coupled with
training (in such activities) as well as offering support to help them obtain high-quality raw
materials and market linkages. This “credit-plus’ approach resulted in a 99% repayment rate
among borrowers, creating a sustainable growth model. Social enterprises were at the heart of
BRAC' s approach to poverty aleviation (see Exhibit 1):

A social enterprise is a business that trades for a social and/or environmental
purpose. It will have a clear sense of its ‘social mission’: which means it will
know what difference it is trying to make, who it aims to help, and how it plans to
do it. It will bring in most or all of its income through selling goods or services.
And it will also have clear rules about what it does with its profits, reinvesting
these to further the *social mission’.

Social Enterprise UK*

These commercialy operated, pro-poor enterprises not only funded BRAC's core
programmes to make it increasingly self-sustaining,” they created crucial value-chain linkages
to increase the productivity of assets and labour and reduce risk for the poor. For example,
BRAC ran a bull station to improve cattle breeds for its farmers, as well as a diary plant for
milk processing and marketing. BRAC enterprises ranged from agriculture and dairy farming,
water sanitation, handicrafts and fashion through Aarong, to a full commercial bank — BRAC
Bank Limited —that lent to enterprises. (Exhibit 2 gives details of the vertical integration of its
programmes).

3 Renamed ‘Bangladesh Rural Advancement Committee’ in 1973

UK’ s national body for social enterprise

5 In 1980, BRAC started de-emphasising reliance on foreigin-aides for its-numerous work and started
launching different business ventures to support its prograrmimes. The oigahisation has achieved over 80%
self-sustenance. Source: “As BRAC comesto country”, AR Africa, 17-Nov2008

N
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BRAC aso embarked on the task of providitig’decent education.® It built up one of the largest
networks of private schoals In—Bangiadesh, set up its own university, and ensured its
sustainability by linkingtie-curricul urwith job requirements.

What started out as alimited reltel Operation in 1972 in aremote village of Bangladesh turned
into the largest development(@rganisation in the world — on a scale similar to a multinational
company — with aver 120,080 people working in al 64 districts of Bangladesh and 12 other
countries./

Aarong

“ Aarong has made a continuous effort in linking crafts to fashion and to the
masket, both at home and abroad.”

Tamara Abed®

Bangladesh had a long tradition of folk art and crafts, such as painting, weaving, embroidery,
pottery, carving and inlay, especialy in rura villages. When BRAC began scouting for
alternative forms of productive livelihoods for women in the 1970s, the commercialization of
arts and crafts looked to be a promising option (see Exhibit 3). In 1976, Abed’ s wife, Ayesha,
initiated many of the maor activities of Aarong by identifying and experimenting with
various crafts that women could produce at home such as nakshi kantha,® embroidered goods,
baskets, mats and other items made of cane, bamboo or jute. However, the quality of the
goods was an issue. BRAC had to ensure that whatever the women produced would not be
rejected because of poor design or inferior quality.

At that time there were few buyers of such products. Weeks and even months could pass
before the women would be paid for their work. The only major fair-price handicraft outlet at
the time was the Karika'® shop in Dhaka, which took goods on consignment, which meant
that the producer was not paid until the product was actually sold. To village women who had
invested their labour and had borrowed money for materials, this could mean waiting months
to be paid, never knowing whether the product would be sold. As they had no control, they
might not be able to feed their families. Time was money; unsold goods represented an
opportunity cost if the investment failed (see Exhibit 4).

Indeed the creation of Aarong (1978) came from a need to ensure that poor silk farmers, block
printers and embroiderers in Manikganj in central Bangladesh were paid on delivery, andat a
fair market price.

6  The creation of a bank and setting up of a university were part of Abed's attempt to restore the "Missing
Middle" in Bangladesh's society that had been depopulated either due to flight of talent\or,due te-‘gtinic
cleansing” in the 1971 war, when the Pakistani Army was reported to have systematically killeghsiudents,
doctors, engineers or anyone with a "potential for leadership”. Source: “Rairimaker™;Hard News, 10 Dec
2012

7 The BRAC programme countries were: Myanmar, Pakistan, Afghanistan,” Sri /i anka, Philippines,

Bangladesh, South Sudan, Uganda, Sierra Leone, Liberia, Tanzania,and Haiti.

Fundraising Offices (3): USA, UK, Netherlands

“BRAC-Aarong: Financing and promoting the creative industries™, tnternati oiialf rade Forum, 1 July 2009

9 A typeof embroidered quilt.

10 An artisan cooperative organization set up in 1974.

oo
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BRAC entered a joint venturel with the-Mennonite Centra Committee, the international
development arm of the Mennonite Chidrely, to open a shop in Dhaka, with the name Aarong,
meaning “village fair’. The Mennori{es’had experience of handicraft production for income
generation and had established.aprogramme, “Ten Thousand Villages’, that worked with
artisan groups arourid-the'world@nd sold their products through catalogues and retail shopsin
the United States'and Canadiax

For the first year the Merinonites assisted with the business side of the operation, while BRAC
workea ta-develop-the skills of village women and their products. The first Aarong outlet
opened itsdoorsin December 1978, with jamdani* and block printed silk saris, nakshi kantha
guiits; jute groaucts, pottery, silver jewellery, leather goods and other beautiful handmade
Brogucts.

in the early years of Aarong, BRAC focused on developing its product lines and production
capabilities, visiting museums, senior craft masters and private collectors to study the designs
and motifs of traditional art forms, and experimenting with indigenous forms and materials to
adapt them to new lines. Master craftsmen were hired to help train village women to improve
their product designs and quality, and a Textile Design and Service Workshop was set up in
Manikgan] to experiment with materials and technologies in stitching, weaving and dyeing.

In 1982, tragedy struck the Abed family: Ayesha Abed died in childbirth, leaving a new-born
son, Shameran, and a young daughter, Tamara. The Ayesha Abed Foundation* (AAF),
established by family and friends to commemorate her work, was created to provide an
appropriate working environment, financial and technical assistance and training to develop
women's skills in various crafts. All AAF workers were BRAC Village Organization®® group
members or their family members. The Foundation bought whatever the AAF women
produced, as well as from other NGOs and handicraft producers. The AAF s first project, the
Manikganj Centre, opened on 3 September 1983.

Besides starting the AAF, Aarong added four retaill outlets and began exporting a small
percentage of goods to Fair Trade organizations during the 1980s. It proved to be particularly
media savvy, being the first brand to do photo shoots and hold fashion shows, exhibitions and
other publicity events (Exhibit 5). Through these marketing initiatives, its popularity and
brand awareness grew within the country. As of the mid 1980s, Aarong had garnered a
following and began to emerge as a fashion brand.

Prior to the establishment of Aarong retail outlets, high-quality textiles tended to be fourid in
the backstreets of local markets or up-market boutiques in hotels. By offering & snesstop
shopping experience — everything from clothing, shoes, jewellery, accessories, to\fuinitura
and homeware — Aarong offered the closest shopping experience to a departiment store:n
Bangladesh. By the early 1990s it was the country’s leading fashion house-and-ihe preferred
destination of middle- and upper-class urban shoppers. Through the 1990s))iis brand equity

11 A type of weaving technique.

12 The AAF Board was comprised of the 8 family and friends of the |zie\Ayesha Akéd Hi-vas registered with
the government to receive foreign charitable donations and raisec faricis4n the early~years but now operated
exclusively as a part of Aarong.

13 Village Organizations were associations of women created-hy«BRA C to&rengthen the capacity of the poor
for sustainable development and to create a link between(tie rural” peopie arid BRAC.
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boomed thanks to fashion shows, \mediaiublicity, and an increasingly fashion-conscious
clientele. Its product desigins drew custonters back to ‘indigenous’ fashion through a clever
blend of traditional and.contemporary styles. Using traditional craft in non-traditional ways it
started a trend that was taken up by, other boutiques. For example, through innovative designs
and uses created by Aarong, thédraditional nakshi kantha was now worn as designer clothing,
and used for handbags andother accessories. Aarong expanded its production capacity with
the addition 6f three new-AAF centres. Over time, atotal of 13 AAF centres were set up.

However, from 2000:the business began to suffer from poor inventory control and a lack of
innevatiern, brand development and strong management. From 2001 to 2004, the company
was restructuren/to tackle issues in costing, pricing, design and marketing. In 2004, armed
withvan improved set of processes, a refreshed vision and new management team led by
Tamara;Abed, Aarong achieved sales of almost US$14 million in 2004, compared to US$1.07
miliion>in 2000. It earned a profit of US$1.96 million for BRAC, which was distributed
amongst its agriculture, education and health programmes, with the bulk of the funds going to
aprogramme for the very poor. By 2013, sales had crossed the US$50 million mark.

3. The Aarong Model

In 2013, Aarong operated 12 retail stores spread across Bangladesh, supporting over 65,000
rural artisans and handicraft producers, 85% of whom were women. More than 40,000 of
these women worked directly for Aarong in its 13 AAF Centres in Baniachong, Gorpara,
Jamalpur, Jessore, Kushtia, Manikganj, Rabari, Sherpur, and Pabna, Pollobi, Kurigram,
Nilphamary and Jhenaidah, and 647 sub-centres spread across Bangladesh.

The women Aarong employed were among the most disadvantaged. Aarong offered away out
of destitution, and the benefits extended beyond the wages earned. Every woman who worked
in Aarong-owned production facilities was a beneficiary of BRAC's multifaceted
development programmes. In addition, 850 independent cooperative groups and traditional
family-based artisans (25,000-30,000 independent artisans and labourersin all) marketed their
crafts through Aarong. Independent producers generally provided non-textile goods and
skilled services such as tailoring. Potters, brass workers, jewellers, jute workers, basket
weavers, handloom weavers, silk weavers, wood carvers, leather workers and other artisans
with specialized skills from all over the country came to Aarong for marketing and support
Services.

The three obstacles to gainful employment of low income or marginalized people in tiie-turd
areas were lack of working capital, lack of marketing support, and the opportunity for’skilts
development, Aarong provided a wide range of services to its workers and-suppliers (see
Exhibit 6):

e Spot payment on product delivery to encourage efficiency and-productivity

e Reaching out to producers in remote areas to ensure a fair-value for theiicetforts

e Marketing communication and information for artisans

e Advances against purchase orders where necessary
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e Traning and education jin skils development to raise product quality and
marketability

e Product design-andssupportfor’product development
e Quality control-to/increaseproducer awareness of the importance of quality

For independent producers;.Aarong maintained Fair Trade guidelines on workers’ rights. For
example, in-order to appky to be a producer for Aarong, a business had to satisfy pre-
determined gualityéndsenvironmental requirements by going through a “social audit”** —e.g.,
to ensure’workers were paid on a timely basis and wage rates were competitive. In return,
Aarong provided “independent producers with various services such as full design and
marketing support, payment on delivery, working capital loans, payment advances and
iterest ‘o deposits. Additionally, producers could attend capacity-building training
prograniimes to improve their managerial, financial and technical skills. In this way Aarong
institutionalised large-scale female participation in the retail industry. Besides production,
sales as a career choice for women was popularized by the female Aarong store saes
associates.

Production

Since it employed workers in various semi-urban and rura areas, Aarong utilized a de-
centralized manufacturing process, unlike typical commercia enterprises which tended to
concentrate production in an area with low-cost infrastructure and labour supply. Most of
Aarong’s products were produced off-site in scattered home locations of workers.

Desiogn . Merchandi
Product lg ‘ Costlng ‘ erehandise Orders and
Requirements Studio Order Raw Materials

Aarong Outlets Producer
(AAF /Independent)
ini t Finished
F hed . . .
c:;;;: Finished - Quality ' Goods
Storage Control
Figure 1

Stage 1: Planning Stage and Product Requirements - Starting appioximately ecre’year in
advance, Aarong retail stores sales trends and inventory levelS<weuld be‘andysed to
determine the target quantities of each product line by outlet by pagnth.for the figxt fiscal year.

14 Later on, they also had to comply with fair trade principles'whén Aarctigibecame a recognized fair trade
organization and member of World Fair Trade Organizati6i.
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Stage 2: Design - A dedicated team of 60 designers were employed to come up with the
season’s offerings. Using product-and,Guantity requirements established in the planning stage
to facilitate the productdesign prggess, designers first worked with producers to create
product samples, whichfiad to beapproved by the General Manager of Design before large-
scal e production could siart.

Stage 3: Cogting.ard M@ ehandising - Once a product sample was approved, the costing
departmenit then Workezh with outside suppliers to obtain the necessary raw materials and
establjsh’the product-eosting. Designers would aso be paired with a Production Officer who
worked ditectly with the producers (i.e., the artisans) and was responsible for managing all
aspects of Ahe production process including meeting quantity requirements and quality
eontrol. Producers would then be supplied with the necessary raw materias, design
instructions’and costing information. Working capital was provided to producers through low
interest; collateral-free loans and raw materials for select product lines provided on credit.
Prodtiction was completed through either the AAF centre and sub-centres or independent
producers. (See Exhibit 7, relationship between Aarong and the AAF centres and sub-centres).

Stage 4. Quality Control - Quality control requirements were built into each step of the
manufacturing process. For example, goods produced through AAF centres or by independent
artisans were examined at various stages of production to meet quality standards before being
shipped to the main Aarong storage facilities. Once there, they would be re-checked for
quality. Only when all stages of inspection were passed were they packaged, tagged and
stored before shipping to the retail outlets. Goods that failed inspection were returned to the
respective producers for adjustments before final payments were made.

Stage 5: Finished Storage and Inventory Control - The large number of stock-keeping
units (SKUs) carried by Aarong meant that it was important for daily sales and monthly
production to be closely tracked and recorded to maintain up-to-date inventory levels, asit did
not have a retail outlet for liquidating excess inventory. To liquidate old inventory, Aarong
outlets held one magjor sale in March and, if necessary, a second one in August. Sub-standard
products produced at the AAF centres were sold through local sales centres in Jessore,
Kushtia, Pabna and Baniachong.

As aresult of Aarong's decentralized structure it had two main problems: quality control and
production scale. While quality checks were in place, many items were made by workers who
had little exposure to the final products sold at the retail level, and were less able to visuatize
the look and fedl required. To address quality issues, for the AAF centres and sub-centres; the
AAF Management hired outside professionals to teach, supervise and provide- iive
demonstrations in various skills and techniques. The mgjority were men, teaching trades thék
had traditionally been male-dominated. The goa was not only to transfer skitls.but to show
what a professional in the trade was able to produce, so that each worker—eouid aspire o a
similar level.

Scaling up production to meet growing demand was tricky, as the proddcti Givprocess was

labour-intensive and scattered, so economies of scale were hardto achieve: Expansion was
time-consuming and complicated.
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Marketing

As a retailer, Aarong understood theimportance of marketing and was market- savvy. It
maintained a dedicated tnarketing<staif to assist with magjor marketing initiatives, including
traditional print and‘\billboard @dvertising, exhibitions and carefully orchestrated fashion
shows. These were now a significant part of popular culture in urban Bangladesh. In 2008, in
celebration ot its. 30th @nniversary, Aarong participated in numerous fashion shows and
sponsored’a hakshi kafithaexhibition, ‘ The Story of Stitches at the National Art Gallery of
Bangladesh (Exhibit-8). The annual Eid™ festival — from which Aarong earned 50% of its
annuaisales — was.also a major marketing event, with anew theme every year (Exhibit 9).

Exports

in 1986,-Aarong went abroad. Starting with an initial order from Traidcraft, a UK-based fair
trade-organization, and given its roots as a socia enterprise, Aarong had successfully grown
its export customer base among Fair Trade organizations in Europe, North America, Australia
and New Zealand. The majority of exports (85%), which represented about 5% of sales, were
in the Fair Trade business, mostly wholesalers that channelled products to retail outlets such
as world shops or far trade shops, and usually marketed under the importers brand.
Nonetheless, Aarong received exposure in the form of taglines or promotional materials that
told the story of Aarong and the social and financial benefits it provided for artisans.

Under its own name, Aarong had a London-based franchisee that catered to the needs of the
large Bangladeshi community there, who imported products and paid an annual royalty fee.
However, the franchise ended in 2010 in anticipation of launching an e-commerce website.
Aarong tried to open retail outlets in Vancouver and London in 1991 and 1992, but due to
poor management and inventory control, both had closed by 1994. Commercial saes in
mainstream Western markets remained a challenge.

4. Aarong’s Current Position

From its humble beginnings as a way to sell the products of impoverished rural women,
Aarong in 2013 was now positioned as a fashion trendsetter and the nation’s leading lifestyle
brand (Exhibit 10), with over 100 product categories that ranged from men/women/children’s
wear, home decorations and jewellery, to leather and beauty products (Exhibit 11). On-the
retail scene, Aarong was a first-mover in many areas. For example, its fusion fashion (bfand
Taaga created a distinct category of clothing for urban youth. It was also the first to take tip-e-
commerce amongst retailers (Exhibit 12).

As part of the charm of being a handicraft retailer, pieces were produced insmal quantities
(150-250 per design) rather than mass produced, with as few as 3-10 pieces for speciahitems.
perhaps because of the rarity factor, Aarong had about 68% of the total-handigciait”market
share in Bangladesh.

15 Eid-ul-Fitr was the largest religious festival for the Mudlims, el ebrated aftér ttie fasting month of Ramadan
and on the 1st day of Shawal (Arabic month).
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Aarong’'s presence had expanded sexponeritially since 1978 (Exhibit 13) — retail space had
grown from its first 1,600-sg. ft-—shop:{e-194,100 sg. ft., with a 36,000 sg. ft. flagship store
opened in Uttara in 20X1,-which toek ftve years to design and build (see Exhibit 14). In an
effort to consolidate-its-brand image and act as a projection of its brand, every aspect of
design, from the custormized prans for the building to the interna layout and decor, was
crafted to interrational retailindustry standards.

Despite theglaba finangial crisis of 2008-2011, Aarong continued to see strong growth in
revenues and earnings{see Exhibit 15).

Brand Value

Pogitioned.as the first retail shop in Bangladesh to uphold local heritage and culture through a
unigdemix of the traditional and contemporary, while protecting Bangladeshi art'® and the
artisans who produced it (Exhibit 16), brand recognition was strong. BRAC even used the
name ‘Aarong Dairy’ to market its milk products, such was the familiarity with the Aarong
logo. Aarong outlets were local landmarks.

Customer Profile

In addition to the local professiona urban and middle-class community, its customer base also
included Bangladeshis abroad looking for products that connected them to their roots and
affirmed their identity (see Exhibit 17, customer profiles). Customer approval in 2012
remained strong — about 21,000 customers were served per day, and about 5% of revenue
came from ‘foreigners’. Aarong had the third largest Facebook fan base in Bangladesh (1
million fans, half of them in the capital Dhaka).

Market Environment

In the past, local customers had tended to favour foreign branded cloth/garments as superior,
but there was a move back to local products and hand-crafted production. The trend,
according to industry participants, was:

“...back to nature and back to naturalness and back to realness. This trend is
strongly mixed with a nostalgia trend ... as far as material, manufacturing
method, packaging and other issues are concerned; it is the high quality, which
matters and counts for generating interest in crafts...”

Local talent was creating new designs in tune with the tastes of middle and high-end domestic
customers, helping to lure them back to local brands.

The Competitive Landscape
When Aarong opened its first shop in 1978, the only handicraft marketing' eutlet and

competitor was Karika. While Aarong was now much bigger thaivany. of its‘eompetitors, at
the individual product level it competed with thousands of retailerswho seltzsimilar products

16 Aarong kept arepository of Bangladeshi art, and aso kept unsistainable progcict.tines going on for the sake
of keeping the cultural craft alive.
17 “Development of handicraft production in Bangladesh” Thke New Natich (Bangladesh), 20 June 2014
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(often produced at lower cost bécause they:did not incorporate Fair Trade practices). Among
Aarong’'s competitors were-Kay-Kraft, Rang, Anjans, Rina Latif, Jatra, Banglar Mela, and OG
(Exhibit 18), some of which had simitar social enterprise backgrounds (Kay Kraft, Jatra,
Banglar Mela). Ten ofthe locd sfashion houses banded together to form DeshiDosh
(Bangladesh 10),-in ‘a’bid to(compete with Aarong. (Exhibit 19 compares their relative
strengths).

Aarong also faced apatential influx of foreign retailers, especially those from India with more
commefcialized operations and lower costs of production. In addition, competition from
online refaiters (&uch as bdhaat.com, HutBazar.com, khubsoorti.com®®), which could source
frorm anywheie, was mounting inexorably.

5. Challenges

The production structure involved a dual challenge: quality control and scale of production.
Timely production of goods was difficult if artisans faced personal difficulties, although
Aarong mitigated many of these with advances and loans. Fair Trade practices tended to raise
costs (relative to less scrupulous competitors), and the competition was intensifying from
local retailers and potentially from foreign players. Its unusua “department store” format with
a wide product range, and extras such as parking areas and in-store cafes, could easily be
replicated by players with capital. E-commerce was also opening it up to global competition.

As Bangladesh moved up to a middle-income country, labour was becoming more expensive.
Given the labour-intensive nature of Aarong’s operations, it was becoming harder to compete
with low-cost capital-intensive mass-produced goods. For example, demand for hand-
embroidery, amainstay of Aarong’s fashion items, was being undermined by a preference for
Western-style clothing in its core customer base. How to maintain demand was the key issue,
since there was little opportunity to raise prices in such a competitive landscape and costs
were rising relentlessly.

Aarong had several options.

e One possibility was to focus on the best suppliers it had. Better and more consistent
quality would help it achieve higher price points, and ensure timely delivery fromi
suppliers as the better artisans tended to deliver on schedule — all of which would help
to lower the cost of managing Aarong’s vast supply chain.

e Another way to manage the price point was to reduce the amount of handwork/ina
given item. This could be done in several ways. One possibility was 10 innovate:.n
design to reduce the amount of manual input required. Another was to Ssimply redtice
the amount of handwork in existing items. Still another was to méechanize pasts.of the
work done, mixing handwork with machine work to create the-firishedsiiem (the
distinction between machine-made and handmade was dlighit).

However, al these options ate in to the core mission of Aarong: tooprevide sustainable
livelihoods to as many people as possible. It also exaceraied the probiem of providing a

18 Khubsoorti seemed to have been taken over and changed to K hpobsurati.com.
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year-long income for the (workforce <. hand embroidery, for example, employed over
30,000 women. Whatever directioiiit’chose, Aarong wanted to make sure that these
numbers in terms of awvorkiorce dignot shrink.

e A third option.was to reduce its margin: maintain end-consumer prices while paying
higher weges: Therewere several issues here. First, as a social enterprise, Aarong was
obligea~to. pay 50%- of its profits to BRAC to fund various charitable initiatives.
Money-was alsoriteeded to grow Aarong's business. Operational costs were high due
to-the huge rainge of itemsinto which it had diversified.

v/ Expafdinig into new markets was another way to maintain profit levels by increasing
sales,notwithstanding lower margins. Currently, its outlets were confined to a limited
atmber of major cities. There was an opportunity to expand into second and third tier
citiesin Bangladesh, and grow the market that way.

e Another possibility was to create standalone stores for specific product lines to make
its most popular lines more accessible, such as an “Aarong Leathers’ outlet or a
“Taaga’ outlet (its brand/line of fusion western womenswear). But some argued that
such a move would take away from the department store experience associated with
Aarong, diluting the parent brand’ simage.

¢ In the same vein, Aarong was considering expanding internationally. Currently, 98%
of sales came from within Bangladesh, but with a trend in favour of more authentic
products Aarong saw a potential opportunity in international markets. From previous
forays it had learned to start with owned stores in these new geographies, rather than
with licensees, as in the past. However, this would require significant investment.
Moreover, Aarong had limited capacity to staff owned stores, particularly
internationally. It did not have the funds to hire the best talent, capable of creating
bricks-and-mortar outlets to deliver the desired customer experience, manage the
supply chain, logistics, production and the like, while remaining true to its poverty
alleviation mission.

e Some suggested taking Aarong’s e-platform and using that to penetrate international
markets. Others felt that while an e-platform was an important aspect of
internationalization, it could not supplant bricks and mortar stores in internationgl
markets. Consumers outside the Bangladeshi diaspora abroad were unfamiliar with
Aarong, and unlikely to buy its products simply because it had an e-platform.

Given the wide range of alternatives, it was important to zero-in on the right solution./How

and where should Aarong leverage its brand, knowing that the production base-would always
put it in ahigher cost position than its competitors?

Copyright © INSEAD 11
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Exhibit 1
BRAC’s Social Enterprises

Core Purpose of BRAC Social Enterprise

1. Stpportdevelopment interventions to
develop self-employment opportunities of
the poor, increase productivity and efficiency
of their enterprises activities.

2. Livelihood creation for the poor
3. Source of funds for BRAC

Source: Aarong

Exhibit 2
Example of BRAC'’s Vertically Integrated Programmes

A BRAC village organizer will first gather 20 to 30 women and extend microcredit. Many use the
loans to set up small shops and grocery stores. If the women buy a cow, for example, BRAC will help
them doubl e the price they can get for milk by collecting it viarefrigerated truck and bringing it to one
of BRAC's 67 "chilling stations," then to BRAC's commercia dairy production centre, which
processes 10,000 liters of milk, yogurt and ice cream an hour, and selling it in the cities. It earns
BRAC $1.7 million on sales of $13.4 million, all of which goes back into the programmes.

Likewise, silkworm raising is the bottom step of another commercial market. Maeda Begum, 'whao
lives in a small village a day's drive from Dhaka, used her loan to buy silkworm eggs from-BRAC,
paying $3 for 50 grams. She hatches them in a tin-roofed shack behind her home. Begum feeds them
by spreading mulberry leaves over the top, easy enough to collect, since BRAC has plaated 20 milliGo
mulberry trees around the area to support the enterprise. Shelll sell the cocoons back-to BRACHor
$5.75 a kilo. The silk is eventually woven into clothes and sold to Aarong,/ achai of ipimarket
department stores BRAC owns in Bangladesh's big cities.

Source: “As Brac comes to country”, All Africa, 17 Nov 2008

Copyright © INSEAD 12
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Exhibit 3
Potential of- Handicralts Industry to Help the Poor

In addition to their aesthetic and<cyltiural dimensions, severa socio-economic characteristics of
handicrafts are worth.noting:

* The handicraftsindustry isthighly dispersed and spread throughout the country, in rural and urban
areas.

* Being ahomeased industry, it requires minimum overhead expenses and infrastructure to establish
and enerate’ it canctaus create jobs at low cost and has high employment potentia in relation to capital
erqployed: Fopthe same reason, it tends to have a high output to investment ratio.

* Haridicrafts @re often located in rural areas as dominantly home-based pursuits involve large-scale
amployrment’of women, and thus help empower weaker sections of the society.

* Asgitabour-intensive, cottage-based and rural and small township-centred industry, handicrafts are a
major source of both regular and off-season employment and income for rural communities.

* Many agricultural and pastora communities depend on handicrafts as an important source of
supplementary income in times of lean harvests, drought, flood and famine — a handy way of fighting
the problems of underemployment and unemployment. Even in times of plenty, traditiond skills in
craft making constitute the basis for additional income- generating activities which are natural means
of socia and financial independence, especialy for youth and women (UNESCO, 2007).

* |n most cases, handicrafts are an export-driven industry and congtitute a source of much-needed
foreign exchange earnings. The typical export-orientation of the sector is a hotable characteristic of the
industry in both developing and developed countries. Craft exports constituted, for example, nearly 7
per cent of GDP (gross domestic product) in Vietnam in 2003, (its annual exports were estimated to be
US3$9 hillion recently) and about the same in Morocco. Astonishingly, craft exports in Italy represent
17 per cent of the country's GDP, making it the largest exporter of handicrafts globally among the
devel oped nations.

* Employment and income generation through Handicrafts development especialy in the rural areas
through preservation and improvement of traditional skills and the creative talent of millions of
artisans also helps improve poor people's standard of living and quality of life, leading to human
development and broader national economic growth.

Like their counterparts in some of the leading handicraft-exporting neighbours (i.e. India, Thailand,
Malaysia and Vietnam) our handicraft industry consists of millions of predominantly small-scale units
(90 per cent employing less than 10 persons per enterprise) which are located mostly in the rural areas;
A high incidence of female employment as part-time workers (using the time available after househald
chores) in the typical cottage and household crafts units is also discernible in Bangladesh! (This
provides ample opportunities to the poor women and youth to supplement their earnings fiorn other
activities.

Source: “Full potential of handicrafts industry yet to be realised”, The Financial Express (Bangladesh) 11 ©¢t
2012

Copyright © INSEAD 13
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Shondhya Rani Sarkar's eyes light up when she speaks of how well her son is doing i
Shondhya first came to the Aarong Production Centre in Manikganj, he was a yes

endangering their dignity. That was 15 years ago. Today, Shondhya is e

nearby Aarong production centre, where women like her could earn.a “dece
block print workers at the centre, training new recruits. Working 8 am %shif S days a week,
=oo@ '| age. Her lifeis
6 vided for her son and

she earns a steady income that could easily rival that of any men-| 'Si
D

not easy, but Shondhya gains satisfaction from the thought t'ﬁf Fias pro
ensured a brighter future for him -- one that fifteen years ago hac Seefy an impossible dream.

Source: Aarong @C
Copyright © INSEAD %§§ § 14
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Exhibit 5

Videos of Aarong’s Fashion Shows

https/wwirk.ysutube.com/watch?v=WOQOL Phg0p18

httpsiifwww.youtube.com/watch?v=dp4wNL 7il XO

Exhibit 6

The Ayesha Abed Foundation (AAF)

bl fyesha Abed Foundalien *

o, .n.n.u., TRk Subcenires,
& |Each dirt denctes A subsenines)

The Ayesha Abed Foundation (AAF) was an
organizetion that aimed to provide avenues for
employment and income generation for underprivileged
rural women. An enclave for women, its goal was to
uplift them economically through their work as
producers, and also socially, through their devel opment
into entrepreneurs.  Working with  the most
underprivileged women in society, who were often the
most neglected and in need of much assistance and
support, the AAF played the role of afacilitator, as one
of the major challenges that these women faced was
that they were marginalized and they, on their own, had
no way of becoming part of the economic system. AAF
helped these women by giving them the opportunity to
become involved in sustainable enterprise. In addition
to being trained, women recruited by AAF benefited
from a living wage and job security. The workspaces
were often right at the doorsteps of the artisans, to
enable them to mainly work from home while being
ableto look after their families.

The AAF was closely interelated with other
programmes, especially BRAC  Development

Programme and Aarong — working at the AAF gave the women access to other BRAC programmies
and al of the AAF's finished products were sold through Aarong, which additionally pravided
designs, raw materials and financial support to the AAF.

Goals

o Empowering destitute rural women by providing opportunities for employment=and inceme

generation.

o Ensuring the commercial success of the enterprise of women producers:
e Reviving traditional skills of rural artisans.

Copyright © INSEAD
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Exhibit 7
Work Flew betweén Aarong and the AAFs

The AAF produced handicraftitenistiat required alarge labour input. The vast majority of the women
employed at the sub-centre level\gerformed embroidery work and other processes including block
printing, screen/printing, dyeing, tie-dyeing and weaving were performed at the centres. Major
products i ncluged:

o Mae-/panjabi, farta, tagga

o { ¥eimae — salwar-kamize-dopatta, saree, yoke, coaty, long dress, korta, shawl, tagga

s ) Holseholg)& others— bed covers, cushion covers, wall mats, tablecloths, bags, purses,

napkins

TosuppartAarong' s production, the AAF centres were organized as follows:

AAF Head office was responsible for coordination
between field centresand Aarong

H ea d Offl ce e Responsible for al financing and accounting functions

e Responsiblefor quality control

13 AAF centres- Receive work ordersfrom Aarong
e Responsible for organizing work force, managing production
AAF Ce ntres and quality control process
(1 3 ) e Performed block printing, screen printing, tie-dying,
washing and ironing
e Provided technical assistance to the workers

V o Approximately 95% female workers

647 sub-centres
e Performed the embroidery work
AAF Sub-Centres 100% ferdle

(647) '

Between 1996 and 2013/2014, BRAC had grown the number of AAF centres and sub-cenires'from
249 to 647 and increased the number of management and staff from 7,885 to 1,335,000,

Wages were paid to workers on a piece rate basis and were based on an average preduction time-fer
piece. A}gerage daily wage rate for workers had tripled over the years from less than-25kto 77 Fin
2013/14~.

19 Theexchangerate of takain 2014 was: US$1= taka; Euro“= ;taka.

Copyright © INSEAD 17



INSEAD
The Business School
for the World®

oM

.2:{. i . 4 = 1 .’._ -_ ) ; {

' ' / & >

Source: Aarong Q @@
Copyright © INSEAD %§ § 18



INSEAD

_—

The Business School
for the World®

Source: Aarong Q -
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Source: Aarong

Exhibit 11
Aarong’s Range of Products in 201272013

% Sales

H Men's

B Women's

M Children

# Home Decor
(textile)

H Home Décor (non-
textile)

H Jewellery

il Leather

H Beauty

Source: Aarong
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i sHoPPING BAG (0
CREATE ACCOUNT | LOG N

o

MEN WOMEN KIS HOME DECOR NAKSHI KANTHA WEDDING JEWELLERY &Qﬂ

News and Events

Our Anisans Carear

WHO WE ARE

Our Paopla

About Aarong

Aarong is dedicated to bring about Reaching out to weavers, potters, brass workers, jewellers, jute workers,

basket weavers, wood carvers, leather workers and more, Aarong

ositive changes in the lives of
P_ g embraces and nurtures a diverse representation of 65,000 artisans, 85% of
disadvantaged artisans and TP e Wotai,
Flead more about BRAC

underprivileged rural women

WHAT'S NEW FEATURED TECHNIQUE
O TN
.:, NAKSHI KANTHA

B
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Exhibit 13
Expansion of Aarong’s Retail Presence

Retail Space

Source: Aarong
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Source: Aarong
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Fa\

> « Average profit margin 14.93%
» Average basket Tk. 1,473

N
©
@; 4530

RE
i aisg —— * Conversion rate 43%

@“““@
3395 Footfall Qin millian

2700 6.8 5.7
5.5
2008 2009 2010 2011 2012
2010 2011 2012

Source: Aarong

Exhibit 16
Aarong Brand Position

“Brand Value — Aarong stands for a unique mix of design,
quality and convenience, of the traditional and the
contemporary. Aarong is one-of-a-kind — globally
positioned as a highly successful Bangladeshi craft-based e In Bengai, Aarong' means \illage fair' and
retail chain and brand of pride. It also carries the 5 :

digtinction of being BRAC's most successful social
enterprise....To its consumers, Aarong is a household name
— a one-stop shop and a trusted brand that inspires pride,
promises quality and sophistication, and helps to keep
cultural roots alive in everyday life. For the artisans,
Aarong represents the endurance of both their age-old art
as well as their livelihoods. For consumers and artisans
alike, Aarong has become a part of the cultural fabric of
their lives.”

Things you didn't know

Source: Aarong

Copyright © INSEAD %%é §
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Local Male / Age: 40

it17

stomer profile

MRE Female / Age: 35 /“Influencer”

MRE Male / Age: 40 /“Purchaser”

I.I‘wm: ) Lifestye/Doupation:

Professional. married, 1 child Sheison Professional, rmarried, 2 children. Comes home

Facebaook, socializes on weskerds and likes o later and watches by while on lptop. On the

window shop, Urban Location. weshand he seaps, sociaizs and shops. Very
ftthe eserchse. Urban Location.

Comven l:;'F shoppi : in

mvenience of shopping entertainment, Ralathonship to Aarong:

social, brand ambassadar. He faels it i comveniant, tustwort by and a
stape.

Shepping Behavor:

Evenings sheisa windowimpube shopper. Shopping Behavior:

Oin weekends she knows what she & looking Focused and cocasionalshopper, whio looks

fior and runming emands forafeeed price.

Comfort with Technofogy: Comfortwith Technolagy:

Mediurn corrfort (3 out of 7). Usas 3 differznt
dhevices: One at home, one & office and mobile

phone

Very comfortabla (4 out of 5. Uses 3 different
devices One at home ore at office and mobile

phone

Lifestyle/Dccupations

Homernaker that cooks, deans and takes care
of the kids. Local &onfine shopping. Likes

o spand tirme skyping family. Watches TV,
Shopping online and browsing Facebook,
Subwrban Location.

Redationship to Aarong:

Beliaves Aanong isquality. [tisa conmection
to home Part of her habit Trustworthy.
Calculates with dollar and enjoysgreat
exchange @t

Shopping Behavior:

Likees to books for wihat's news, She influences
hushand. Ernaticnal shopper. She fiesls 3 duty
to by for frienckamily in Bangladesh. Not
confident enoughto purchase,

Source: Aarong

Copyright © INSEAD

Comfort with n
Liorw comfiort (2 curt of 5}, Just usesit fior
beovrsing.

Lifestybe/Chooupation:

Middle manager. Marmiad with 3 children.
Likes tor spered tirme skyping family, Watches
TV BBCs on weskend. Likesto tak and have a
“mini parliament” Suburban Location.

Helattonship to Aarong:

He has an emotional attachrment becauss its
& mermory of home, Cudity and a omplste
solution in one place,

Shopping Behavlor:
Spendsweskday purchasing home fterms.

Comfort with Ts J
Very comfortable {4 out of 5. Has a laptop and
a srart phone
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Competitor <Q

Fa\
<7 Website/Facebook

Area of competition

High

Med

PRODUCT
FEATURE

QUALITY

SUPPLIER

.
. -
T neld .
.
G
TECHNOLOGY FINANCE T IBU

VA
Kay W <3® http://kaykraft.com/ Punjabee
CQ http:// bd.com/ a
) ttp://rang-bd.co Gener
/)A@ a\ﬁb @
/WJ ans http://www.anjans.com/ General
é https://www.facebook.com/rina.latif Vs Taaga brand
@J <§C@\Jéutra http://jatrabd.com/ Non-textiles
% "V Banglar Mela http://banglarmela.org/ General
oG https://www.facebook.com/OGFashionHousesor General
Exhibit 19
Aarong’s Position
AARONG VS COMPETITORS

g AQrong —f— Rang == KayKraft Anjans =¥ Rina Latif

@ KHUBSOORT| === Jatra =~ cceomee Banglar Mela === . 0OG

@@) COSTING

Source: Aarong
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