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If you’ve got global operations,
you’ve got an HIV-infected workforce.
Doing something about it will save

lives—as well as money.

AIDS

Is Your Business

by Sydney Rosen, Jonathon Simon, Jeffrey R. Vincent,
William Macleod, Matthew Fox, and Donald M. Thea

IF YOUR COMPANY DOES BUSINESS in a developing
country anywhere in the world, be it Russia, China, South
Africa, or Brazil, AIDS is your business.

The global epidemic of HIV/AIDS is rapidly becoming
the worst infectious-disease catastrophe in recorded
history, surpassing the bubonic plague of the fourteenth
century and the influenza epidemic of 1917, each of
which killed some 20 million people. More than that
number have already died because of AIDS, according
to UNAIDS, which coordinates the United Nations’ re-
sponse to the epidemic. The human immunodeficiency

virus, which causes AIDS, has infected more than 40 mil-
lion people.

In Africa’s hardest-hit countries, such as South Africa,
Botswana, Swariland, Zimbabwe, and Zambia, one in
five working-age adults is infected with HIV. While Africa
has received the most attention, AIDS is spreading swiftly
in other parts of the world, too. Russia and Ukraine had
the fastest-growing epidemics last year. An eponymous
UNAIDS report in 2002 called HIV/AIDS “China’s titanic
peril” And many epidemiologists believe that India’s
1 billion people will suffer the next tidal wave of infection.
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(The exhibit “A Worldwide Peril” provides a global view of
the epidemic.)

For people in most developing countries, widespread
access to the medicines that are keeping many HIV-
positive North Americans alive and active remains a dis-
tant goal. Although the price of the treatment fell from
$12,000 a year per person in 1998 to $500 in 2002, the
therapy is beyond the means of the vast majority of those
infected in Africa, Asia, and other low-income regions. Al-
most everyone who gets the virus there will die within
eight to ten years of being infected.

Why should executives be concerned
about AIDS? Very simply, AIDS is destroy-
ing the twin rationales of globalization
strategy: cheap labor and fast-growing
markets. Because it erodes those ratio-
nales, the epidemic is forcing executives
to think twice about investing in coun-
tries where people are heavily affected by
HIV/AIDS. Fortunately, there are strate-
gies for managing the impact of the dis-
ease on companies worldwide. A growing
body of evidence suggests that for many
businesses, investments in programs that
prevent infection and provide treatment for employees
who have HIV/AIDS are profitable in that their cost isless
than the savings they can lead to. In this article, we pre-
sent fresh findings about how the epidemic is affecting
companies in one of the hardest-hit countries, South
Africa, and explain why responses that are good for pub-
lic health— prevention and treatment —are also good for
business.

How AIDS Destroys Globalization

AIDS has a devastating impact on developing economies
because, unlike other diseases that primarily affect young
children and old people, it kills young and middie-aged
adults in their most productive years as employees and
customers. As a result, the epidemic both adds to compa-
nies’labor costs and slows growth rates in many develop-
ing economies.

Many corporations derive a competitive advantage
from the low cost of labor in developing countries. AIDS
is eroding that advantage by adding, both directly and
indirectly, to wage bills, The disease not only drives up
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health care costs and benefits payments, it also reduces
productivity for years—not weeks or months as other ill-
nesses do. Rising absenteeism and higher employee turn-
over due to HIV/AIDS have forced companies to employ
and train more people than usual. For instance, managers

. in companies in Zambia and Congo invest in training

AIDS is destroying
the twin rationales
of globalization
strategy: cheap
labor and fast-
growing markets.

each worker to handle two or three tasks, or they hire
two or three workers for every job on the expectation that
at least one will die. AIDS has also forced executives to
spend more time coping with lower morale in their orga-
nizations and addressing the difficult
legal, social, and political issues that stem
from the epidemic. For instance, compa-
nies in many developing countries face
considerable pressure from governments
and nongovernmental organizations to
spend more on tackling AIDS and to pro-
vide jobs and additional money for vic-
tims’ families.

The rising cost of labor isn’t the only
reason executives should worry about
AIDS. The epidemic is also reducing the
demand for goods and services in devel-
oping markets. Often, the virus strikes
the only breadwinner in a large family, and the family is
forced to spend its meager savings on medical treatment
for the victim and is left impoverished. In addition to cre-
ating a generation of orphans, the epidemic forces many
children to drop out of school, which erodes the country’s
skills base. As more and more families drop out of the
economy, it slows down. According to the recent report
AIDS and Macroeconomic Impact, from the Botswana
Institute of Development Analysis, AIDS could reduce
GDP growth rates by 0.5% to 2.6% a year in several African
countries. When AIDS mixes with poverty, the humani-
tarian problem becomes an economic crisis as well.

Measuring the Epidemic’s Cost

If you are an executive in a corporation with operations
in South Africa or one of its neighbors, chances are that
anywhere from 10% to 40% of your employvees there are
HIV positive. In the absence of effective treatment, al-
most all of them will die during the next decade. Although
there is a degree of ill health in every workforce, particu-
larly in developing countries, the number of severe ill-
nesses, disability retirements, and deaths over the coming
years will be much higher than usual. It’s essential to get
a clear sense of how many people are affected and how
much the disease will cost the company, but neither
number is easy to pin down.

How many? One way of getting a reliable estimate of
the number of employees suffering from HIV/AIDS in
your company is to conduct a voluntary survey at all
levels of the organization. Maintaining the anonymity
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AIDS Is Your Business

A Worldwide Peril

This map of HIV prevalence, chilling though it is, shows only a snapshot of the
epidemic as ofthe end of 2001. What it doesn’t show is that more than 20 million
people have already died because of AIDS and that the disease is spreading
swiftly in places as disparate as India, China, Russia, and Ukraine. (source: UNAIDS)
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of participants is essential because employees worry
that the company will fire those who test positive. In
South African companies, where such studies are com-
mon, medical personnel ask participants only for general
information, such as age and sex. They collect saliva sam-
ples in cups, mark them with the data, and place the con-
tainers randomly into boxes so that neither employers
nor employees can find out who tested positive for HIV.
The results are usually available in two to ten days. They
serve as a basis on which ezecutives and epidemiologists
can draw up forecasts of the epidemic’s impact over, say,
the next ten years.

Such surveys are not expensive; testing costs have
fallen to between $3 and $4 per employee. That’s an ex-
pense of $3,000 to $4,000 for a company that employs
3,000 people, 1,000 of whom volunteer to take part inthe
study. Our experience suggests that participation can rise
to more than 80% when executives launch awareness
campaigns; involve employees, trade unions, and staff as-
sociations in planning surveys; and share results with all
employees. Companies that want to monitor changes in
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the epidemic and check to see whether their anti-HIV
programs are working can conduct such surveys regularly.

A less expensive, less reliable method is to apply the
local or national estimate of HIV prevalence to your

| workforce. The estimates are generated by governments,

which survey pregnant women visiting public clinics for
prenatal care, and they are collated by both UNAIDS and
the U.S. Census Bureau for almost all countries.
Although such surveys understate the extent of the
epidemic in some countries, they are fairly reliable. The
prevalence ratio must be qualified before you apply it to
your company, however, because your workforce will dif-
fer from the general population in several respects. First,
there’s a good chance the majority of your employees are
men, not women (infection rates vary by gender). Sec-

| ond, your staff will have incomes that are higher and

more stable than the average person’s. That may increase
or decrease the risk of infection, depending on the coun-
try, the stage of the epidemic, and other local factors. For
instance, in some African countries, higher-paid profes-
sionals and civil servants had the highest infection rates
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early in the epidemic, but the trend reversed as the ¢pi-
demic progressed. Third, if employees live apart from
their families for months at a time — at distant manufac-
turing or mining facilities, for example —they are more
likely to use the services of commercial sex workers,
which increases the risk of infection. Finally, the preva-
lence of the virus can also vary by age.

What does it cost? Companies potentially incur a wide
range of costs due to HIV/AIDS and related illnesses. The
exhibit “The Costs of AIDS to an Employer” categorizes
costs by type and the circumstances under which they are
incurred. Direct costs are additional expenses that show
up on the income statement. Indirect costs are productiv-
ity losses—lower production levels or higher-thanmnormal
output costs. Some expenses are incurred when even a
single employee becomes ill; others are organizationwide
costs, such as rising health care premiums, that mount as
more employees succumb to the epidemic.

Due to the long latency period between infection and
the onset of a patient’s symptoms, a company is not likely
to see the costs of HIV/AIDS until five to ten years after
an employee is infected. During most of that period, the
infected employee will be fully productive at work. How-
ever, the company acquires the liability for a stream of fu-
ture costs from the time the infection occurs. Those costs

|
|
|

cannot be avoided because in an increasing number of
countries, it is illegal to dismiss a worker on the grounds
that he or she is infected with HIV. The exhibit “The Tim-
ing of AIDS Costs” illustrates the timing of infections,
costs, and liabilities.

Companies can calculate the present value of those
costs by using the discount rate to weigh each according
to its timing. The cost of AIDS to the organization every
year over, say, a decade can then be predicted by combin-
ing the present values with a forecast of the number of
likely HIV/AIDS victims. That allows companies to think
about HIV/AIDS prevention and treatment programs not
merely as expenses but as investments whose benefits are
the costs the company saves because employees do not

- fallill.

Calculating the AIDS “Tax”

Between 1999 and 2001, we analyzed the impact of AIDS
on six corporations, four of which were subsidiaries of
transnational corporations, based in South Africa and
Botswana. The companies were large by the standards of
developing countries, reporting sales of between $35 mil-
lion and $3.4 billion at the time of the study. They oper-
ated in six industries—mining, metals processing, utilities,

The Costs of AIDS to an Employer

Indirect costs
e

From one employee
with HIV/AIDS
(individual costs)

From many employees
with HIV/AIDS
(organizational costs)

Total costs of AIDS
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agribusiness, retail, and media — and employed between
500 and 35,000 people each. We refer to them as compa-
nies A-F because they asked to remain anonymous.

All the organizations first carried out voluntary sur-
veys to estimate the number of employees who were in-
fected with HIV. We divided the workforce into groups
based on risk factors such as sex, age,
job level, and location. Then, using

agribusiness were affected the most, with more than 23%
of their employees suffering from HIV/AIDS. Unskilled
and skilled workers were two to three times more likely
to be infected than supervisors and managers. In com-
pany C, for example, an estimated 39% of unskilled and
skilled workers and 14% of supervisors and managers

were infected. Most U.S. companies

would regard even the lower infec-

the survey data, we estimated the The only cost-effective tion rate as a disaster.

likely incidence of HIV in each of . We worked with human resources
the groups. The results of all the sur- way for corpo rations managers, finance executives, and
veys, supplemented by epidemio- to respond to HIV/AIDS medical personnel to estimate the
logical data from other sources, al- . . . direct and indirect costs the com-
lowed us to create ten-year forecasts is to fight the epidemic. panies had incurred because of

of new HIV infections and AIDS-
related deaths for each company,
and we used these later in the cost-
benefit analysis.

If any of the executives in these
companies doubted the seriousness of the AIDS threat,
the surveys laid those doubts to rest. The prevalence of
HIV ranged from 7.9%, approximately one in every 12 em-
ployees in company A, to 29%, nearly one in three in com-
pany C (South Africa’s national prevalence rate was 25% in
2001). Companies in mining, metals processing, and

That can take two forms:
prevention and treatment.

HIV-infected employees. We then
worked out the cost to each com-
pany of losing one HIV-infected
employee at different levels of the
organization. Since we could not
assess the indirect organizational costs (the expenses on
the lower right side of the exhibit “The Costs of AIDS to
an Employer”), our estimates were much lower than the
costs the companies actually incurred. Finally, we dis-
counted each cost using the 7% real lending rate in South
Africa in October 2001.

The Timing of AIDS Costs

Current cost to

Discounted sum of all costs

from years O through 10+
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We found that the cost of one HIV infection ranged,
on average, from less than half the affected employee’s
annual salary at company E to more than 3.5 times the
employee’s yearly pay at company C. After generating
the present values of the costs of AIDS for five different
levels of the workforce, we combined them with the fore-
cast of infections to arrive at the cost that AIDS would
impose on each company over the next ten years. The
annual AIDS “tax” on business, as we called it, ranged
from 0.4% of the annual wage bill at company E to 5.9%
of the wage bill at company C in 2001. In absolute terms,
it was as high as $11.9 million per year at company A.
The exhibit “The AIDS ‘Tax’” presents the results of the
financial study.

It’s worth noting that the AIDS tax effectively divided
the six companies into a high-cost group (companies A, C,
and F) and a low-cost group (B, D, and E), but only partly
because of differences in HIV prevalence. Unskilled work-
ers at B, D, and E were not eligible for many of the bene-
fit payments that other employees received, and lower-
level workers received only minimal health care benefits.
The companies had also capped their annual contribu-
tions to employee benefits funds, holding costs constant
even as claims rose, which left their workers to bear more
of the financial burden of HIV/AIDS on their own.

The AIDS “Tax”

Benefits Versus Costs

Given the staggering cost of HIV/AIDS, what can corpo-
rations do? The only cost-effective way to respond is to
fight the epidemic. That can take two forms: prevention
programs to reduce the number of employees who will
getinfected and treatment programs to extend the work-
ing lives of employees who already have HIV or AIDS.
Prevention and treatment are not mutually exclusive op-
tions; they are two parts of a comprehensive anti-AlDS
strategy. We looked at the tactics in isolation, however, in
order to better understand their cost-benefit implications.
When companies invest in HIV prevention and AIDS
treatment programs, they incur certain costs and derive
certain benefits. The benefits, as we pointed out earlier,
are the savings to the company because employees do not
fall ill due to the epidemic. So our estimates of the com-
panies’ savings served as the benefit side of the cost-
benefit comparison. To complete the analysis, we needed
the costs to companies of implementing prevention and
treatment programs and an assessment of the programs’
effectiveness.

Prevention Programs. Companies have tried many
ways to prevent the spread of the virus in the workforce,
but not all of them have proved to be effective. For exam-

An analysis of the financial impact of the epidemic on six corperations in southern Africa.

ining  metals processing . reta
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ple, education programs that some
businesses invested in during the
1990s produced no clear benefits. Re-
cent studies, however, show that em-
ployees’ risk of HIV infection is re-
duced when companies provide —in
addition to education and counsel-
ing — treatment for other sexually
transmitted diseases, which facilitate
HIV transmission. And encouraging
employees to discover their HIV sta-
tus through voluntary testing allows
them to protect themselves if the
virus has not infected them —or pro-
tect others if it has. State-of-the-art
prevention programs therefore have
four elements: educating employees,
families, and the surrounding com-
munity about HIV/AIDS and how it
can be avoided; distributing condoms to employees; treat-
ing other sexually transmitted diseases; and providing
free counseling and testing services for employees and
families.

Very little information is available about the returns on
prevention programs, largely because their effectiveness
in workplaces has rarely been measured. But according to
our research, HIV prevention programs last year cost com-
panies in South Africa between $10 and $15 annually per
employee and achieved substantial reductions in the in-
fection rate. For example, one South African mining com-
pany that wasn’t in our sample estimated that its preven-
tion program in a community of 4,000 miners would cut
the HIV infection rate among employees by 50%. We cal-
culated that if the companies we studied had reduced the
workforce infection rate by 50% with programs that cost
$10 per employee per vear, the returns would have been
positive for the three high-cost businesses. At the low-cost
companies, We believe the investments would have been
profitable if all the organizational costs of the epidemic
had been taken into account. While the returns were not
large, the fact that they were positive suggested that com-
panies should invest more in HIV prevention programs.

Treatment Programs. A few companies in developing
countries have begun providing employees, either di-
rectly or indirectly, with free treatment for HIV/AIDS in
the form of highly active antiretroviral therapy (HAART).
The therapy consists of a combination of three drugs
taken daily, with close monitoring by a medical profes-
sional, either on-site or off. There are three hasic models
in use in South Africa. Some companies offer third-party
health insurance plans, much like those in the United
States, and eliminate or reduce the employee copayment.
Others contract with stand-alone HIV/AIDS management
programs to provide services to workers. And a number of
the very large mining and agricultural companies manage
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It is fairly well known
that AIDS has raised
both the risks and costs
of doing business

in South Africa, but

the threat it poses

to companies in other
developing countries
like China and India
has so far been ignored.

the health care of their employeesin-
house through company clinics.

To come up with the cost for a
treatment program, we first assumed
that patients would require the medi-
cines eight years after being infected,
on average, and would stay on them
for the rest of their working lives. Re-
sponses to the treatment vary, but we
assumed, based on medical research
conducted in North America and Eu-
rope, that the therapy would allow
employees to extend their working
lives an average of five years. The an-
nual cost of treatment was taken to
be $500 per patient per year.

All the companies would have
earned positive returns on their in-
vestments had they provided HAART
at no cost to employees, according to the mathematical
model we used. The annual reduction in the AIDS tax
would have ranged from 0.8% in the case of company E to
40.4% at company E In fact, providing free antiretroviral

| therapy at every level of the workforce made eminent fi-

nancial sense for all six companies.

It is fairly well known that AIDS has raised both the risks
and costs of doing business in South Africa, but the threat

| it poses to companies in other developing countries like

China and India has so far been ignored. Just as it took a
large number of deaths in the 1980s —including those of
celebrities like Rock Hudson and Arthur Ashe —to focus
attention on the problem in the United States, large death
tolls may be necessary to shock people into noticing the
epidemic in countries outside Africa. But by then, it will
be too late for companies and investors—not to mention
employees, families, and communities. AIDS does affect
countries and industries differently, but prevention and
treatment will pay off in financial terms for most compa-
nies, making workforces more productive and less expen-
sive. Investing in such programs will also provide the in-
tangible benefits of generating goodwill and raising the
corporation’s prestige. Not only is AIDS your business;
fighting it also makes good business sense.

Approximately 85% of the funding for the research presented in this ar-
ticle was provided by the South Africa Mission of the U.S. Agency for In-
ternational Development through the Child Health Research Project,
G/PHN/HN/CS, Global Bureau, USAID, under the terms of Cooperative
Agreement HRN-A-00-96-90010-00, the Applied Research on Child
Health (ARCH} Project. The companies participating in the study con-
tributed the rest. The opinions expressed in the ariicle are those of the
authors and do not necessarily reflect the views of the U.S. Agency for In-
ternational Development or the companies studied.
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