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Abstract (English)

Can you imagine leavingour house to searctor a tree every time you feel the need to relieve
yourself? This nightmare is a daily reality for about 46%wall Peruvians. 12 out of 27 million
residents still lak access to basic sanitation services in the country located at the foot of the Andes.
How has it become possible that televisions and cell phones have prolifieralési countryfaster

than basic sanitation products? It has a lot to do with socialsst@iglevisions and cell phones
represent to lovincome customers objects of desirability and modernity whereasgpadity latrines

stand in Peru for contamination and second class citizenship. Thisgrapeses a paradigm change
and develops an extens business concept to successfully promote sanitation solutions among
"Bottom of the Pyramidtustomers in Peru. The author traveled for this purpose to Peru and analyzed
the existing demand and supply for sanitation products in an urban slum settlerti@atniorth of

Lima and in a rural village close to the city of Cajamarca.

Abstract (German)

Stellen Sie sich einmal vor, Sie missbai jedem Blasendrickedas Haus verlassen und sich hinter
einem Baum verkrie@n, um lhr kleines Geschaft" zu verrichten. Dieser Alptraum entspricht der
Realitat von45% der Peruanischen Bevolkerurit? der27 Millionen Einheimische verfliigen tber

keinen gesicheen Zugang zu hygienischen Sanitareinrichtuniéi® kommt esdas Fernseher und
Mobiltelefone sichin diesem Landchneller verbreitet haben als Toiletten? Vieles geht zurlick auf die
Statusfrage. Fernseher und Mobiltelefone fungieren gerade bei tieferen Einkommensgruppen in Peru
als Statusobjekte und Ausdruck von Modernitat. Sanitareinrigbtuingegen standen unter Perus
Armenbevdélkerung Uber Jahre hinweg fir Schmutz und Zweitklassigkeit. Die hier vorliegende Studie
initiiert einen Paradigmenwechsel und entwickelt ein Busieseept zur Vermarktung sanitarer
Anlagenunter Perus Armen, deiogenannten "Bottom of the Pyramid". Der Autor reiste zu diesem
Zweck nach Peru und analysierte Angebot und Nachfrage fiir Sanitarprodukte in einem Vorstadtslum

von Lima und einem landlichen Dorf in der Nahe der Ar8&adt Cajamarca.
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Introduction

The fortune at the "Bottom of the Pyramid"

What do you have in mingthen you hear the city namesJalarta, Mumbai, Accra, Lima or La Paz?
Maybe you just imagine@ congestd road an urban slum settlemeiotr a corrupt civil servant
Correct!But have you also thought that the mentioned metropolises might Heutishing business
capitals of tomorrow? C. KRrahalad and Stuart L. &hswer with "yesfin their grountreaking paper
"The Fortune at the Bottom of the Pyrathifihey argue thatgstmainstreanbusiness activities have
blindly focused on the two billion customers in tigh-incomemarkets of North America, Europe or
Japan at the top of the pyramid. In doing so they ignored a tremendous business opportunity at the
bottom of the pyamid: Four billionlow-incomecustomersmainly residing in the developing world,
arefull of ambitious wishegndwait to be servetdy the private markecp. Figure 1) They night be
poor compared to "top of the pyramidtandards but it ia generalmisconception to believe that lew
income individuals do not have any money to spend. In fact televisions, mobilespand Coca Cola
sell very well among these income segments. Hammond eR@D7( p. 13) have calculated that
customers with mincome lowethan US$300@kar constitute worldwidefive trillion dollar market.
The business opportunities of tomorrow will therefore mmfound in the saturated markets of New

York, London or Tokyo but among the emerging customer segnmehima, Mumbai odakata.

Figure 1

The World Income Pyramid

>$ 20,000

$ 2,000 - 20,000

<$2,000

Population (in millions)

Annotation.Based on Prahalad and Hammond (2002, p. 51)

In fact there are substantial necessities in the developing world which have not been met yet. Whereas
firms like Apple or Microsoft flood higlend markets witlan endless number of applicatsdor iPods

and smartphonesour billion customers at the boitin of the pyramidstill wait to find the solutions

that correspond to their daily problems and ne@tieut 2.5 billion individuals around the globe for
instance have no accessb@sic toilet servicetcp. So, 2008p. 1). Why shouldnot businessackle
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these potential 2.5 billion customeasd provide them with the sanitation solutions they fded
would be a misleading error to assume that business exigtgdinisivelysolve the problesiof the
rich. Over thousands of years busin@siatives havesolved the problems of people in general
regardless of cultural, ethnic or socioeconomic affiliatio@grtainly, eévelopment markets are
different and challengmdue to a series of problemadk of infrastructure, corruption, delinquency,
etc.). But evey problemleads to a solutioand thes@pportunitiesrefer to the very heart of business

making.

Sanitation in Perd A promising business opportunity

A country full of opportunities is Peru. Aftéiaving experienceh the 1980s and 1990s two decades
characterized by macroeconomic instability, a bloddsernal conflict anda shockingcorruption
scandal Perulooks in 2009 back on a decade marked by an economic upswing and relative political
stability. Thanks to aise in exports and the increase of world prices for minerals and metals, the
national economyrose from 2006 to 2008y 7.5%9%/ear (CIAFactbook, 2009). However not
everyone has benefited from the new wealth and 2bfR7 million inhabitants stillive with less

than US$200@kar (Hammond et. al., 2007, p. 139).

A particular problem for the Peruvian "Bottom of the Pyramiglthe lack of sanitation services.
Could you imagine leavinthe haise to searcfor ahidden tree every time you feel the needdlieve
yourself? If not than figure that thisituation corresponds @widespread reality in the developing
world. 43% of all Peruvianand 70% of the rural populati@o not havea toilet of minimal hygienic
standartl As a consequence 10% of all Ichén's deaths in the country are associated to diarrheal
diseases (Perusan, 2009ow wouldyou feel now if you wer@fferedto buyas one of these nen
userseconomical sanitation equipmethiat all of sudden brings you a fantastic toilet experience to
your own house? | guess very relieved and ambitious to seek this equipment.

The key idea at this point is to sell customized tsdéion products directed tan enormous
customer segment df15 million Peruvians who currently lackanitation. Successstories from
Bangladesh, Ethiopia and Senegebve that this idegan be more than a quixotic chimdp. So,

2008 p. 1. Millions of low-income customers in these countries have shaagdtey are willingto

value sanitation products with a priédesimilar approach mightow be adapted now to Peru.

Research design

This paper is mant to desigma business concefur firms with an intention to engage in a sanitation
market for Peruvian "BoPCtustomers. | travelled for this purpose in June 2008 to Peru and
accompanied during thremonths a market initiative for sanitatiasf the Water and Sanitation
Program of the World Bank. | conductedmeroudield visits to slum settlements in Lima, in Iquitos
and to animpoverished rural zone nearthe city of Cajamarca. Over the course of my stay | was able

to get in contacwvith managers from sanitation firms and micro credit bawi, NGO leadersyith
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sanitation experts and above all with the Bupulation itself The goal of this study was less to
deliver a paper of statistic accuracy buttonpose based on tb&perience of my field visits piece by

piece a business model that copes foremost withldbal needsand particularities. The heavy
consideration of the field practice in this research however does not mean that it was indispensable to
initially acquire the theoretical prirgies of current BoP literature.

The paper therefore splits into tvparts. The first part addresses the theoretical questiomhy
the private sector has fad to approach the Bottom of the Pyran@drlier;andif there is in fact a
fortuneat the bottom of the pyramics predicted by Prahalagiccording to which pringles should
the private sector reorganize its business activities in ordsudeessfullyperform among this new
customer segment?

In the secondmore practically orientedart of this studya possible market concept feanitation
products aimed @oP-customers in the zones of Pachacutec (Lima) and Namora (Cajanvdldzd
developed The chapterbegins with aprofound analysiof the existing supply and demand for
sanitationitems in the mentioned two localitiesVhich are the main drivers and barriers for
investments in sanitation in this zones and how has existing supply served the resident3tse far?
results of thi;smbeddednalysis will then lead to series @ncreteproposals to organize the business
in aaccordance with the necessitiaad characteristicef the potential customers in Pachacutec and
Namora. he evolvedmodel will finally be applied to a brief perfoance measurement of the

establishedanitation firms, Rotoplas, Eternit and Trel@slima
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1 Paradigms in Corporate Strategy forDevelopingM arkets

In this section we will elaborate@hy comporations have not turned ytet the bottom segments of the
demographic pyramid. In fact there is a smlident reason whthe dwellers of a Favela in Righe
mothes of a bidonville of PortauPrince orthe carcleaners from &ueblo Joven in Lima have not
beenthe preferredpartnersfor businessup to now They are poor! Nonetheless wellvgee that it
helpsto simplychange the perspective ¢onceive the challenges of business making with the poor as
opportunities ad not as isuperable barriers.

For the purpose of this chapter | spent an afternoon watching commercial clips of popular Peruvian

A b 2products, among them popular beer brandscsh a s, APil sen Call aoodo or
producer fALeche GloriaoftheheefastahoedfilidseEtn® K B
D60Onofriod ice cream or the telecommuihave mat i on

common that they arfunny, they usuallyffeatureagitating Latin music and they arerformed by
white-skinned urban actorsWalking through the streets of Lima and the rest of Peru, one quickly
recognizes thamostPeruviandypically havea darker,moreindigenous skin typéhanthe models in
the commecials. The idal of a whiteskinned, urban consumeeems to prevaiin the Peruvian
advertising industry, ignoring the vast majorityetiinicities in the country.

Lima offers the phenomenon of differenicro-economiesvithin one city:In the highend districts
of Metropolitan Lima (San Isidro, Miraflores, La Molina, etc.) one can buy a Starbucks white mocha
frappuccino accompanied by Brench croissant (filled with scrambled egg and bacon) for
appoximately 1320 Sole§ & U@, %ddpending on the size of the coffee driAker a car ride of
one hour to the marginalized suburbs of Lima (e.g. Villa El Salvador, Raelaetc.), one discovers
an economy ot different type: Small scale entrepreneurs (grocery storesmiongeries, dentists,
veterinarians, etc.) are actively seeking to sell products and services. The point here is that for a certain
reason large professional corporations have barely dared to enter the markets in the gedpheral
Lima and the impoverigd slums elsewhere in the world. One can find branded televisions, cell
phones and beer in a APueblo Joveno of L ma, bu
scale market transactiorSeveral authors have deualith the questionpf why the pivate sector has
mostly disregarded the population segments at the bottom of the wealth pyramydd@&htified that
the dominance of the followindour paradigms preveatthe private busirss from a stronger

engagement at the Bottom of the Pyramid [BoP]

1 US$1=3.024 Peruvian Nuevos Soles (May 17, 2009
10
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1 The population at the BoP isuallytoo poor to buy the products of the private sector!

 The business environment at the BoP is too hostile and does not allow for the realization of a
sustainable business chaim (ack of law and order, no property protection, corruption,
illiteracy etc.)

1 Itis too expensive to accesetclients at th&oP!

1 Markets work fotthe richy the poor require gvernmentid and NGO assistante

The population at the BoP usuallytoo poor to buy theproducts of the private sector:
Asked why he had robbed a bank, Uu. S. bank r obbe

where the money is.0 For si miodusedovertie pastonaislyonr i vat

the top of he pyramid. The production process of any good or service usnedijves costs (they
might be fixed or variablg: The creation of an antiretroviral drug for the treatment of HIV patients
requires for example heavy investments in the research and deeakogpection of a pharmaceutical
firm. In order to cover the immanent costs, antiretroviral drugs circulate primarily in the developed
nationsas customers (or more preciséfeir insurance companies) tharen afford the purchase of
expensive medicineln Germany, lierapy costs with antiretroviral drugsdd up to more than
US$15'000 per year and patient (WHO, 200Bhe treatment of HIV infected persons with
antiretroviral drugs on the African continent is in contrast still not the lil@ambia for insince

HIV prevaleice amongadults exceed45%. TheaverageGDP per capita however is justbout
US$1500year (ClAFactbook, 2008), not sufficient to finance a complicated antiretroviral therapy. It
is not difficult to understand why the pharmaceutical indugirms away from the Zmbian drug
market.With a given upmarket cost structure the BoP segments cannot bd bgrthe private sector
(Prahalad, 2005, p. 8).

The business environment at the BoP is too hostile and does not allow for the realization of a

sustainable business chaaldck of law and order, no property protection, corruptiliiteracy, etc.):

In 1979 Harvard Business School Professor Michael Porter introduced the credo that companies
should be aware of the business environnieiore they engage in a specific indusifpe lack of
asserted property rights might be a risk for a firnfrae-riders can easily harvest the fruits of the
preliminary work done by the already established companies. It would not payoff for a pharmaceutical
firm to develop over years a new antiretroviral drug for dwellers of South African townshipes if
drug was copied ahsold the next month by another company.

A similar threat emanates from corrupti@perating under ambiguous legal conditiomgplies the
permanent eventualigf being exposed to corrupt civil servants or méika organizationgDe Soto,
2002, p. 176)The realization of a fadbod chain in the Favelas of Rio dangiro probably requires

the ongoingapproval of the locagjang lordsOnly businesses théinancially support the locajang

11
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lords are tolerated @rsonal conversation with Francisco Paaizat the University of St. Gallen,
October 29, 2008).

The conditions of corruption and of an insufficient enforcement of law represent the normal course
of business life in developing countries &p 2002, p. 115). Therefore formal largscale business
has not developed in markets at the BoP.

It is too expensive to access the clients at the BoP:

Currently 80% of the poor in Africa and Asia and 50% of the poor in Latin America (in Peru 41%)
live in rural areasWorld Bank, 2004 citin Todaro & Smith, 2006, p. 227). This statistic shows that
povertytodayis to a large extent a rurpfoblem even if the congestion thefi me ecities of the
developing worldwill increaseas well over the naxdecades (cgJnited Nations Population Division,
2000 cit.in Todaro & Smith, 2006, p316-317). From acost perspective it makes more serfee
businesdo serve a densely populatentbanarea thara highly dispersed settlement in the countryside.
Access tothe rural areas is difficult due to theor infrastructureln Peru for exampleujst 10-15% of

the roads are paved $@rreichischer Automobjl Motorrad und Touringclub, 2008). As a
consequence corporations aveoiglal customers: Variou®tailersin Perugeographically focus on the
largest cities of the countrnfEor example, e supermarket chaifWongd exclusively operates in
Lima, as do théi Ri p dlepaytment store§het Ma e shbmea@eanters also hastores in the cities

of Arequipa and Piuta

Markets work for the richthe poor requireavemment aid and NGO assistance

The idea of expanding private markets to the poor is often seswnathing unethical. | relatbat

from my personal experience. \@brgorate Gtrategy forsBeRI t h e
Mar k,eamang friendsa common reaction was: ADo you suppo
ASelling to tanewfprmofwéstern enpesiadisnnOnedf the most prominent critics

of the BoRapproachAneel Karnani (2009adds:iiThe poor lack the education, information, and other
economic, cultural, and social capital that would allow them to take advant#iye wdgaries of the
free madAlk E€drporationp capitalize on the debilities of the ipby selling questionable
productsHe gives as an example the widespread alcohol and tobacco abuse among the poor.

As a consequence the poor have been subsumed under the responsibility of the state. Markets work
for the rich; the problem of the poor haslite solved with subsidies and support of governments or
non-governmental organaions (Prahalad, 2005, p. xi). Or as Javier Dancuart, sales manager at
Eternit Peru, told me in a personal communicatioAugust 2008 | like the ideaof markets for the

poor, but somewhere Imisgshe r ol e of the state in your model 0.

12
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2 Breaking the Paradigms inCorporate Strategy for DevelopingM arkets

As Nicolas Copernicus 8 cemtuystea shif framotmesgeotertrit toithe t h e
heliocentric system, it is again the practice of inductive observation that leadhifoof paradigm,

this time in the fieldof corporate sategy for developingnarkets. The Copernici of the 2tentury

are Hernando De Sotnd C.K. Prahaladvho claim that the poor already possess billions of dollars

of unperceivedesourcesor Stuart L. Hart, who pleads for a shift in perspective from a promhtem

an opportunityoriented view on the poor. This sextigives reasons why a shift inrporate strategy

for developingmarkets is justified and needed:

The population at the BoP isuallynot too poor to prticipate in private markets

Martin Dahinden (2008, p. 21), director of the Swiss Agency for Development and Cooperation wrote
about the general misconception in the developed world of life in the developing hitelih the
deweloping wold is not only about child lalvp poverty violenceand alcohol problem®eyond the
negative headlines that reach the developed world, life in the marginalized slums can be astonishingly
"normal”. When | stepped inside these poorly constructed shackhensuburbsof Lima, | was
surprised to obsee thatmost of them were homely andderly furnished

It is not unusual to find a colourfldconomic life on the streets of a-called shantytown:
Groceries, snack bars amdarket places are easily founSometimesdentists oreven retailers
specializing inpet food exist.The difference between the top and the bottom of the pyramid is
therefore not the existence or rexistence ofin economic lifelt is rather the distinction between a
formal and an informal economy (De Soto, 2002 Soto(2002, p. 45) estimates that in Peru
properties worth US$74 billioare assigned to the informal sector.

It is a myth that the poor in general have no money to spdost of them have moderate buying
capacity. Televisions, mobile phonedeersand CocaCola have found the wayo eventhe most
isolated cornersf the developing worlddammond et al. (200p. 13 estimate, based on an analysis
of the national household sugpgeof 110 countries, the total annimusehold incme at the BoP at
US$5 trillion (e.g. Peru: US$5.4 million).? The poor might haveniividually less money thatop
consumer segmentisut as they represent 72 the population in developingountries, they
accumulate an enormous and fairly untapped fortune. As a consequemmdratiom strategy for the
BoP should focus on high scales rather than high margins

One of the most striking arguments for the buying capacity of the ipdbat they already pay
much more for the same products as the rich (Prahalad & Hammond, 200&)itdnts ofa
shantytown in MumbaiDharavi)pay for example 37 times more for water than residents of the upper

districts. Or in Africa lighting is often oneof the most expensive itenfer the poorest of the poor

2 The BOP population segment is defined as those with annual incomes up to and ind&%B0§0 per capita
per year.

13
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accountingfor 30% of thdr disposable icome (World Bank & International Finance Corporation,
2008) The top of the pyramid is usualberved by higly efficient electricity networks whereas the
poor still use inefficient and expensiparaffin lamps.It is the taskof and an opportunity fothe
private sector to increase efficiencies. The buying power among the poor obviously exists.

The business environment at the BoP is hostile. But the market abnormalities aleisitEss

opportunities:
During the Mexican financial crisis in 1994/95 CEMEXne of the world's largest providers of

cement,noted that its sales among the formal housing segm&d%l were declining to a higher
degree than within the informal housing mark@0@6). As a consequence CEMHEMXroduced with
success a new produchdi that combines thselling of construction materials with micro credit
services (Sharma, Mohan & Singh, 2005, p. 149)

Fifteenyears later a globdinancial crisis hang over the world; and while economies in Europe
such as Switzerlandare already exp&mcing a real economic recession (State Secretariat for
Economic Affairs, 2009)analysts expect for Peaureduced but still consideratdeonomic growth of
3.%% (El Comercio, 2009)t seems obvious that the bigger opportunities for busiine2809 carbe
expectedn Peruratherthan in Switzerland.

Firms that try to penetratthe markets of the developing world with traditional westdythe
practicesrisk failure London and Hart (2004) examined the cases of 24 multinational corporations
that tried to enter a Bemarket. The lessons they learnt shdtat corporations which focused on
property protection and the proliferation of existing products tended toSiaitessstoriescan in
contrast be repored from business models that ptal to the abnormalities of the business
environment at the BoP.

A prominent examplés the track recor@f micro credits: The traditional credit business operates
with individual reponsibilities and formal guarantees. The micro credit business focuses on social
rather than legal security. Thesponsibility of a credit is borne laygroup instead of individuals and
social assessents replace the requirement formal documents. had the opportunityo accompany
for a day Isela Sanchez, a young assessor of the micro credit provider Mibanco, during her work in
Pachacutedfield visit, 12.8.2008)Isela was familiar to almost eyeme in the locality When |
returned for a second tine my own to the markeof Pachacutec, several peoplao | had never
seen before greeted and asked me: "You're the guy that came the other day with Isela, right?". | admit
that part of the given attention might be attributed to my blond hair, somethisgalnn Pachacutec,
but it also shows that social networks are working smoothly in the lacality

A further example ofcompanies that adapted successfully te dbstacles in Bokharkets is
provided byPRODEM, a micro financenstitute in Bolivia. PRODEMserves its clientsvith smart
cards and ATM. The ATMs are run with touch screens and an easy graphical user interface. This

innovative technology allows the expansion of the business even to illitdbate®, 2004 The two
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examples show that trebnormalities in the business environment at the BoP are not only obstacles

but also opportunities for the development of future core competencies.

It is not too expensive to access the clients at the BoP:

Before discussing about asseto the poor one raudistinguishbetween the rural and the urban poor.
The rural poowsuallylive in dispersed areas often without any access to elégtrivater and sewage
networks. They usually engage in agricultural activitigse urban poor typically dwelin informal
slum settlementsinder precariousygienic conditions, also lackingccess to electricity, water and
sewage networks. In order to earn their living they perform allskafigobs - street vendor, factory
worker, house maid, etc. (Todaro & Smith, 2002226226; 312362).

The population density is higin the urban slum settigents In a Favela of Rio de Janeiop to
30'000 people can live in one square kilom¢Rrahalad & Hammond, 2004, p. 7). For the purposes
of comparison, in Aussersihl, the distrof Zurich with the highest population densit9'430 people
live in each square kilometeFhe higlly concentrated mass of peoglees business incentives for the
realization of scale economidn.the proximity of the hills of the marginalize@ripherals of Limdor
examplea number of shopping malls have ofrenecentyears(Ruiz Lazo, 2008, p. 20).

The access to clients in a rural environment in contrast is more demanding as distances are larger
and rods to the settlements oftenpaved.However innovative distribution/promotion chansmieln
contribute o the reduction of costs. dbile phones artodaya popular and widspread gadget even
among the poor in rural areds.order to save the cosasd the timeof transportatiorio the micre
credit bank in the next cityt would be technically possible that the refund of a mimedit is
processed by means of a mobile prepaid.CBinis example shows that it can pay off to attract a rural
clientele if one rethinks and replaces the traditiomasiness chain with innovative methods of

distribution.

Markets work both for the rich and the poor:

"Business exists to solve problems" (Hart, 2007, p. 145). It is not reasonable and teatisiuame
that businespist exists to solve the problems of the two billion at the top of the pyramid. It is true that
the poor often lackhe information and educatiorequiredfor a rational choice. But this critique
ignores the fact that the pooreddy engage in markets and tratonal choice does not work in these
markets because of a lack of business and not becaubke wireasonableness of the poor. When
farmers in Africa buy expensive paraffin to power an oil lamp it is because they have not been offered
a more efficienalternative When slum dwellers in the pueblo jovenes of Lima purchase water from a
water delivery truck it is because they have not been connectedefficient water network.

Life in marginalized settlements is not only about poverty, violence andathugg Its inhabitants
engagen all kinds of activities. It is not the lack of an entrepreneurial spirit but the informality tha

prevents the local facilities and shops freeachng a critical, cosefficient size (cp. De Soto, 1992, p.
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171). The basigremises for business making thus exist among the poor. But they still must be

connected to the formal business sector.
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3 The Art of BusinessMaking with the Bottom of the Pyramid

The differentbranches of social scienemites the common problem epistemological ambiguity.
This problematialso affectdhe business administration. Aieddle prescription for businessaking
does not exist. Bbest managers can resort éxperiencedlata. The same goes for business practices
at the BoP. Different best practices are possible depending on the promumtect pthe geographical
areajthe institutional environment, etilevertheless various authdrave collected data on successful
busiress models for the poor, crystalliziogt the multipliersof successThe sixmost prevalent of
these factors wilbe introducedn this sectior(cp. Figure 2

Figure2

Six Principles for Business at the Bottom of the Pyramid

The Right Partner‘ ' Responsiveness

Small Margins &
High Scales

Innovations

Capacity
Building

Structures

Annotation.Personal remarks
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3.1 Finding the Right Partners

Objectives Methods

- Receiving local knowledge
and trust
_ _ - Finding embedded, local partners
- Reducing costs and risks _ - _ _
- Sharing distribution channels with other firms
- Building distribution

channels

A study bythe Boston Consulting Group in Brazil revealed that customers at the BoP actively seek
advice in about 20% of all buying decisions; the higher the prieeppbduct, the more involvealso

the social environmens (Aguiar, Cunha & Pikman, ZB, p. 3). If social bonds are such an important
factor in the buying decision, firms are well advised to search for already accepted, lowispart
partner can be a markebman, as irthe case of Mibanco, a motaxi driver, a NGO, the local
governnent or another private corporation. A partnership with each of them can bring both
oppatunities and risks: The marketoman and the mottaxi driver might be the right persons to
diffuse a personal, product message among the population, but they bofiretszting, professional
training. NGOs enjoyublic confidence and have local knowlegbat often lack the entrepreneurial
spirit of the private sector. The local government can establish the necessary political framework, but
it might also draw the cogpation into political disputes. Another private corporation could provide
access to an already existing distribution network but as a competitor it might also expect in return
some valuable assets from its partners. In brief only an analysis of oppestanitl risks can lead the

way to a promising,teategic partnership portfolio.

3.2 Develofng Responsiveness for thélecessitieof the BoP

Objectives Methods

- Obaining owledge - Finding local partners

- Living in the field
- Gaining trust

(shared dentity)

- Coinventing

- Building social contracts

In one scene of David BoylefxcademyAward winning movie "Slumdog Millionaire" a police officer
interrogates the potential winner of the Indian version of the show "Who wants to be a Millionaire?".
The police officer accuselamal Malik,the young man from a slum in Mumbaf fraud as hgave
correctanswers to the most sophisticated questions but could not recognize the famous national motto

of India, " Truth alone triumphs!". Jamualisely respondgo the officer "How much is bhelpuri at
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J e e vsiah dn Chowpatty Beacl®The Officer hasio idea but repliesTen rupee¥ Jamal shouts:
"Wrong. Fifteen since Divafiwh o st ol e Const albitsele Dadar Stationslastb i ¢y ¢ |
Thursday? For a second time the officer does not have an answer: "You know who that was?" Jamal
triumphs: "Everyone in Juhu knows thaEven five yeamwlds!"> This sequencand the movie in
general demonstrate that the poor, personalzedamal, do not know less, they jksiow different
things.

This lesson should be kept in mind égrporationswith the irtention tomarket to thepoor. The
poor may have local practices and demand diametrically different products than customers at the top
of the pyramidThe challenge for private business is to catch these particular practices and to convert
them into smarbusiness modeld.op-segment customers around the wddd instanceare used to
clearing their clotheswith standard detergent in hafater washing machines. In order to compete at
the BoP in IndiaUnileverformulateda newdetergent that correspondstih@ local practice at the BoP
to wash clothes in the rivefhis example shows that it does not suffice to simply pass down existing
products with a tojglown strategy to the poor. Successful business ideas for thevdbie besfrom
the retities and prblems of the poodirectly.

In order to internalize such a bottamp approachfirms have tocreate direct interfaces to the
poor. A multitude of methods has beanggestedo increase the responsiveness to the needs and
problems of the poorSimanis andHart (2008) recommend home stays for firm representatiies
search for local partnemnd the cenvention of products and processes with natives. Muhammad
Yunus the father of micraredits,for instance personally spent a considerable amount ointésit
1975/76 in Jobra, willage nearChittagong, before he stumbled upon a lady who complained about
her difficulties in receiving cheap capitéls 42 other villagers shared the same problem, Yunus and
his students created the model of miimancing(Jolis, 1996). Unilever, a further example, obligates
as a consequence of its focus on the BoP all its employees to live for at least six weekshamong
rural poor. In addition the corporation has established R&bters in the rural outback specifically
aimed at the needs of the rural poor (Ha@07, p. 22).

This corporateembeddig responds to anothegyarticularity of marginalized environments: The
importance ofsocial trust as a substitute for a lack of legalitpformality drives people i
compensating forms of orgaaizon. Informal local groups gain the population's trust and guarantee
at least a certain amount of protection (De Soto, 1992, p18%Q A firm that triedo establisha
businessn such an informal environmentust therefee first meet the social approval of local groups
and peopleA lack of trustin contrastmight prevent the relinquishment of locpieces of wisdom
This dilemma face Brazilian security forces when they operate against drug cartels in the favelas.

Everyore knows something about local drug cartels but scarcely anybody would reveal @lgddet

3 Behlpuri is a popular Indiasnack containing potatoes, chutney, coriander, coconut and mustard oil.
* Divali refers to a significant festival idinduism, Sikhism and Buddhism.
® Juhu isamajor suburbin a beach area of Mumbai.
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information to the police, ake drug cartels ammoretrusted than the corrupt police forces (Rgdez
& Roa, 2002).

3.3 Innovating

Objectives Methods

- Creating products and _
_ - Innovating poducts
services that correspond to the _
_ - Innovating pocesses
wishes and needs of the BoP

The basicneeds and dreams of persons with a lower buying pgeeerallyresemble the ones of
persoms with a higher buyingapacity. The gor like to eat, theyeel the need to socially interathgy
dream of a lifein convenient houses, they usehnological gadgetsuchas televisions and mobile
phones; in other wordsepoor share the aspirations of almost anyone inibréd. However it is also
true thatthe poor live under different conditions than the rich and Hheeeforedevelopedn many
aspectdliffering demands on products and servidess the idea of startingith the business design
from scratchto comprehed thesedistinctiveneeds and wishes of tkeonomically neglected.

Many areas in the marginalized suburbs of Lima for example have not been paved yet. As the city
was practically built upon a deserhany households in these areas struggle with the pemba
exposure to sand. Any electronic degioe construction materiglthat aresold to people from such an
areahaveto cope with the small grains of santl.is no secret that standard electronic devices
normally caution in the manual against any expgsa sand and sea water. A BoP product targeted at
populations living on desert grounds would ideally not sustain any dawiage operated in a sandy
environmentProducts for the BoP have to be adaptethehostileenvironments (Prahalad, 2005, p.
26-27).

But it is not only the product, it is the whole business model including all its processes and services
that has to be put into question. In the previous sethielcase was discussed that sot¢rakt and
agreements are lazasic premise for businessking at the BoP. If social bonds are such a decisive
factor on a person's buying decision, then firms will have to reorganize their existing distribution
channelsThe common trend that customers take over more and more tasks of a supply chain (e
bankingservices, web chedhk, etc.) does not apply to Bomarkets. Private business tashow up
in these areas personally (or at least through direct representatives). | mentioned in a previous section
the example of Isela Sanchez, a young credit assesskingdor the micro financing institution
Mibanco in a suburb of Lima called Pachacutegeryone in the area was acquainted wgdia and as
a consequence al$o the product she sells, micopedits from MibancoThis business model seems
to work. In June 2008 Mibanco presentadReturrorntinvestment of 4% (Mibanco, 2008).

Hart (2007) advocates the spirit of the Austrian economist Josef Schumpeter that the rethinking

of the business model is not understood as an additional barrier but instead psramibp topress
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forward with new 'disruptive technologiés As distinguished from traditional marketgery often
innovations in BoP markets do not have to compete with existing products and practices, because there
are simply no products available yetHe concludes: "[...] the biggest challenge for MNCs
[multinational corporations] may have less to do with technology, intellectual property, or rule of law,
[...] instead, the fundamental challenge may beddrrisiness model innovatierbreaking free bthe
established mindsets, systems, and metrics that constrain the imagination of incumbent firms" (p. 144).

34 Focusing on Small Margins and High Scales

Objectives Methods
- Reducing costs
- Achieving high sales - Standardizing processes
and profits - Focusing on the functionality of products

- Using stateof-the-art technology

The darting point of ay business activitat the BoPare the finacial restrictions faced bgustomers.

A BoP-buyer generallyhas a lower buying power angurchasegshe products needed in shsll
guantities.Slum dwellers for instance construct their houses in a long lastingpwisep process.

They begin to fix the walls of a house with simple sheets and switch then in a later stage to more
expensive constructiomaterials such as cement. Parts of the city of Lixaae changed completely

over the last decades due to this -selfistruction approach. At points where settlements of poorly
constructed barracks shaped the landsdmmnty years ago, one can observe jodells and
housetops of solidonstruction materials.

Thelimited buying powemakes it almost impossible for firms to calculate with high margins. The
road to profits therefore delsacross large scaleatherthan high margins (Hart, 2007, p. 14Zhis
might work as long as the selling markebne of tle megacities in the developingvorld. But costs
of access increase dramatically at the point a corporation tries to r@mtket 80%o0f customersn

rural areasThen nethods todecrease thecostshave to be identigd:

1. Given the need to develop cesficient solutions, firms can concentrate onfilvectionality of
a product; that is elaborate tabsolute basic functionalitiesi\d omit the dispensable featuoés
a good or a service. A typicalkample nowadays are mobile phones. In addition to its
communication functiona modern cell phonean be used as a portable music player, as a
camera, as a calculator, as an agenda, as a television or as an internet browser, leading to an
increase irfunctionality andtotal production costddoweverin most cases mobile phones are
just used to communicatdhus abasic hand set from 1999 with a bleekdwhite display

would suffice perfectly
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2. Another way to reduce costs standardization (Akula, 2008, p.46). Aravind for instance
operates in India a hospital specialized exclusively on eye surgeries. Each doctor conducts an
average of 50 surgeries dailyherebyAravind has been able to dramaticakyluce the costs of
eye care. A cataract surgery coststid@es less than in the United StateS0$ compared to
3'000% (Prahalad, 2005, p.56).

3. A common paradigm is thatate-of-the-art technology primarily appeals the richA coloured
iPod, a fancy flat screetelevisionor a brandnew blu-ray recorderBut the introduction of
modern technology for the poor can be just as reasonable (Akula, 2008;48): 46he
installation of wireless communication technology in isolated living areas for example
dramatically reduces the vahble costs of access to clierasd makes it all of a sudden
worthwhile to attract rural customerSimilarly solar technology can be too expensive to
implement in areas with access to a public grid, however in areas without such a network, solar
technology might be the most caficient choice to generate electricity supply. Stat¢he-

art technology hence cdémean important component of a castlucingbusiness model.

3.5 Building Capacity

Objectives Methods

- Strengthening buying power . ) _
- Offering micro-credit payment schemes

- Creating income - Producing with local staff

o - Engaging in educational activities
- Sparking interest

"Selling to the poor" covers just one narrow aspect of gébenomic cycle andecomesonly
sustainable when capacity among the pooraudigpate in marketss generatedin the long run the
expenditure®f any individualhave to equal the incomfar this reason it is in the very interest of any
private businessperating at the BoP toreate either directly or indirectlyincome (Hart, 207, p.
148152). Facing the importance of moutb-mouth propaganda at the BoP, firms can engage on the
basis of economic incentives with local product ambassadors, strengthening popular acceptance for a
brand. The Peruvian mictaredit institution Mibano for example counts on local markebmenwho
sell in addition to sandwiches and mu€iDs, micrecredits for Mibanco. It is a whwin-situation for
Mibanco and the marketomen: Mibanco receives additional customers and the market women earn
both a gcordary income and the pride favorking for one of the biggest national miecoedit
providess.

Due to the lack of a regular income BoP customers can ofteafford to make an investmetitis
indeednot uncommon that a slum dwellearns as a collector of bottles or as a cleaner mdstiields

a smal, fluctuatingincome.But some fraction of the income would have to dmmstantlysavedin
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order to make after yeaeslarger investment. A pagn-credit systemin contrastdetaches théuy
from the immediate availability fomoney and heavily facilitates the purchage the BoP, he
decision to buy a product or not can depénereforeon the conditions of the credit agreement
(Aguiar, Cunha & Pikman, 2008, p. 3 Peru the largest gartment store chainsuchas Ripleyor
Saga Falabellshaveacknowledged this need antstitutionalized over the last years their own credit
banks called Banco Ripley or Banco Falabella.

BoP-customers ar@urthermoreoften firsttime users of certainrpducts (Aguiar et al., 2007, B).
In fact someproducts competat the very beginningvith conflicting practices rather thawith
products of competitors. A provider of toilet pafarinstancewith the intention of penetratinigdia's
BoP would have to compet®t only with potential rivals buabove all with the dominating practice
of maintaining the personal hygiene with the left hand and vediter defecation or urinatiotirst-
time users do not necessariigow how (and wy) to applya product such as toilet papeBut the
sense and the quality of a product dependhe way it is used and taken care of. The installation of a
new sanitary facilityfor example requires technical kndwow. The misinstallation of such
equipment can produce malodour and the congestion of tibéath cases, conflicting practices and
misuse, it can beworthwhile conducing, in addition to emotionalpromotions educational
promaotion activities. The Maestrohome centrfor example organizes iReru on a regular basis
workshops for det-yourself home workers: It offers events ranging from simple tastisas "how to

fix a lock" to more challenging activitiesichas "how to install sanitation facilities".

3.6 Adapting the Internal Organization

Objectives Methods

- Aligning the organizational
structuresto the strategic shift - Establishingnew organizational bounds and

to the BoPmarket units
- Adaptingtheincentive structure

- Gaining internal acceptance - Adapiing the corporate culture

for the new business approach

BoP customers have often dredisregarded due to their limited financial resources. CEMEX
discovered during the Mexican economic crisis in the mid 1990s that 40% of their revenues resulted
from business with a steady informal market. Tinglei consumer did contribukess to the comgny's

profit than tke powerful highincome customer,ui the informal BoP segment proved better resistant

to economic fluctuationthan the formal higlend segments (Sharma, Mohan & Sing, 2005, p- 149
151). Weiser et al (2006, p. -11Q) partly attribute tle neglect of BoP customets the existence of
adverse incentives in many companies. Sdréatitionalbusiness incentives have led to a favouritism

of high-margin customergWeiser et al., 2006, dl0-11). Therebyit has been ignored th&oP-
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productsmay provide small margins bugenerate up to five times higher retuorscapital than
traditional products targeted lsigh-end market (Aguiar, Cunha & Pikman, 2008, p-53.

But the adaption of the business doesjastend with an adjustment of thedentive structurdt
can also implythe establishme of new organizational boun@sd units in order to conform to the
strategicshift to a new (BoPmarket Conceivablya separate, accountable unit within the organisation
could be established that peshforward new ideas linked to the BoP business (Aguiar, Cunha &
Pikman, 2008, p. ). It would also be thinkabléo organizeregularly the existing functional
departments (research, prodoati documentation, sales, etajthin processoriented committes
bringing together the members of the various divisionghi®task "market to the poor".

Whichever organizational measure a finmay take it shouldalwaysbe planned andmplemented
with respect to the existf) corporate culture. An orgaaitonal ignmentcanbe wise busometimes
clashes witha conflicting cultural attitude within the corporatiofio all of a sudderserve BoP
customers in an inforrh@&nvironment is a potentiatulture shock for employeesf a global multi

national,used to dressing smartly and workingcollaboration with higkend cistomer segments

24



BoP-Case: Sanitation in Peru

4 Presentingthe Case of Sanitation in Peru

4.1 The Relevance of &nitation

For the population in richer countries and upper segments in the developing wottiiéyisa matter
of course to use clean toilets for sanitationSwitzerland each person speagproximately one year
of his lifetime in a bathroom (Furrer, 2004, p. Bhe contemporaryyealthy customeof sanitation
productscan choose from a broad rangeaoirious articles: In Japan cligs buy high-technology
bidets which automatically wash and dre thnus or the vulva of the usém;the Netherlands frm
with the name P-Mate" distributes at music festivalemale urinaibn devices which enable women to
urinate while standing uprighitand in Switzerlandx network of sanitation stations for dogsists
where ownersind utensils to dispose of the anirsaéxcrements.

As a resultit has been forgotten thévo centuries go the use of watadriven toilets was not
common. Peoplénsteadusedsanitary pots or oriels which hung directly over a municipal maoat.
rural areas farmerssed to relieve themselves omangheap. fie sanitary revolution only st with
the industralization and the exponential increase of amban population over theourse of thel9"
century.London rose from 1 million inhabitants in 1801 &db million a century laterThis rapid
population growth favoured the formation of urban slums with caglsc hygienic conditions. $\a
consequence Londamas hit in 1848 by a devastatinolera epidemic, carrying3'000 human lives.
Doctorsand researchers revealatl the same tim¢hat the spread of diseases a#iributed to the
contamination of water and a lack of hygiehendonsubsequentlgnactedts first public health act
and bega to construct a massive sewage system. A sanitary revolution had started in, Eesdpey
to a tremendous increase in légpectancy and qualitfurrer, 2004, p. 35, 42, &3, 113118, 144).

One gram of soliddces can carry up to 100 million bacteria and 1 million viruses (Furrer, 2004, p.
147). The hazard ofdcesemanates fronunhygienic sanitation behavieesulting inthe spread of
bacteria, viruses and worms over the followifuyr transmission channelgp. Figure 3 The
contamination of fingers, the contamination of fluids, the contamination of soils and the spread of
bacteria and viruses through fliesll four souces either affect directly the state ofan health or
indirectly via the intake of nourishmeniThe most common resulting illnesses include digath

cholera, worms, typhus, eféurrer, 2004, p. 14162).

® For more information selettp://www.p-mate.com/
" For more information selettp://www.robidog.ch/
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Figure 3

The Transmission Channels of Viruses and Bacteria from Feces

Fingers

Fluids -
Food Receptor

Flies
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Annotation.Based on Wagner & Lanoix cit UN-Water(2008

Whereas the use of clean bathrooms may be normal for upper seemtaints it is not for 38% of

the gbbal population (So, 200®. 11. Every 20 seconds, a child dies as a result of poor sanitation
(United Nations, 2007). Access to toilets could reduce the number of child diarrhoial loe@0%
(UN-Water, 2008). Buthte lack of sanitation has also an enormous economic impact. Indonesia for
example boreostsrelated to the lack of sanitati@mounting tdJS$6.3 billionin 2006which equals

2.3% of the national GDRt is further estimatethat eachpublic Dollar invesed in the improvement

of sanitation generates economic heefit of US$9(So, 2008 p. 1J).

4.2 Technological Solutions

If we speak nowadays about sanitation we may think about toilets with a water flush, sourcing water

from a public network, and sanitary bowl connected to a wastewater system. In many parts of the

world howevey water is an acute scarcity and a sewage system does nofTeeistfore we should

distance ourselves fromhe narrow perception of sanitation as an exclusively whéeedissue. In

fact numerous technological solutions have been developed to facilitate hygienic sanitation to users

without access to a water and/or a sewage network. Two of them will brieflgsented below

9 Ecological Sanitation for peophithout accesso water andsewerageThe ecological latrine

displayed below connects a movable toilet dedivo separate septic chambers. One septic
chamber fills approximately every six months with faeces so that the toilet bowl has to be
replaced and linked at thaobint to the second septic chamber. The deposited faeces in the first
chamber can then be reused as a fertilizer for agricultural purpldgegrocessecursevery
six monthgcp. Figure 4.
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Figure 4

Ecological Sanitation Solution

1 = Removable toilet seat 2 = Second point of fixation 3 = Septic chambers

Annotation.Perusan (2009)

Sanitation witha bio-digestor for people with access to water but not tosteerage The
heart of the sanitation solution in Figusés a biedigestor. Thedigestor absorbs excreta for
treatment and automaticalbpens after two years valve to divest the processed sludge. A
second valve constantlpumps treated urine through rifts 6ftration into the soil. The
grounds surrounding the bitigestor are exémely fertile and can be used for agricultural
purposes.

Figure5

Sanitation with a Bio-Digestor

1/3 = Sanitary tubes 2 = Registry Box 4 = Bio digestor 5 = Rifts of filtration

Annotation.Perusan (2009)
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4.3 Sanitation in Peru

Peru is acountry characterized by its high ethnic, cultlaatl sociodemographic diversitjourists
arriving in Lima may get along very well as the Peruvian capital offers the typical variety of an
upcomingcity in the developing world: Modern shopping and leidacdlities in the highend districts

of San Isidro or Miraflores anithpoverishedslum settlements at the city limits. The standard tourist
may then take a trip to the Andean heardl. There he will find the indigenous descendants of the lost
Inca empireliving in partstill to the myths andraditions of their forefatherginally the tourist may
descend to the Amazon basind discover théncredible naturef the rainforestand thebedraggled
remainders of the height of the exploitatiomefural rutber inthe 19" century.

A similar variety can also be described in socitmexmic terms (cp. Figure)6The wealthiest
14.4% of the population earn 48% of the national income and t#e &6the other end of the
economic pyramid receive only 26% of thational incora (Ipsos Apoyo, 2004 The percentage of
individuals belonging to the group C is thereby significantly higher in rural parts of the colimsry.
ratio of people belonging to group A is visersa higher in urban zones (Apeig008, p. 16).

Figure 6

The Socio-Economic Pyramid in Peru
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Today morethan twathirds (72%) of the Peruvian populatiolive in cities and the remaining 28%
residesn the rural parts of the country. Between urban and rural areas ekistseagap n terms of
access to sanitatio58% of the urban popuiah has access to amprovedsanitation installation
(includes systems with access to the sewage networkrimekiconnected to a septic tank).rural

areas just 30% havaccess tamproved sanitationsystems.In total atthe national level9% of
citizens have domestic access to the sewage systdi@? have access &n improved latrineThe

total sanitatiorcoverage of 57% places Pdar belowthe Latin American averagef 74%. Figures

related to public access to water look a bit better: 81% of the urban population and 62% of the rural

population can source water either through a domestic connection osteadyaccess to a public

28



BoP-Case: Sanitation in Peru

tap. This leads to a total water coverage of 7@%rmanillo, 2007, p. 32849 |. Marmanillo,
personal onvesation, 13.8.2008; cp. Figurg.7

Figure 7

Sanitation Coverage in Peru
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Annotation.Based on Marmanillo (2007, p26-349

Despite significant investments throughe government fundi Fondo de Compensac:i
Desarroll oo [ FONCODES] i n (abaut@gS$25aMillitbn/eami taat0i. &/ i
GDP), progress has been limitdthe total sanitation c@ragein 1990waseven slightly higher than
in 2004(Marmanillo, 2007, p. 333A considerable part of the population still does not possess proper
sanitation installations and the latrines that had been distributed by FONCODES a decade ago are
largely notin use anymore due to technical problems, bad smell, attraction of insects, preference for
open defection or other reass (Water and Sanitation Program [WSE]08¢ p. 7-8).

About 11.7 million Peruvians still laclaccess to basic sanitation services amel existing
sanitation equipment is usually of very poor quality: Three out of four latrines are used without
sanitary tile or bowl. One out of three sanitation cabins is operated without a door and one out of four
cabins does not have a ro@dp. Figue 8. Every Peruvian child below the age of five suffers
approximately 51O times per year from a diarrheal disease and between 9 and 13% of all child deaths
are traced back to the lack of sanitation. It is estimated that each case of diarrhea casse$ a co
US$12to the Peruvian health care system (Perusan, 2009; WSP, 2008), p. 5
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