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Abstract (English) 

Can you imagine leaving your house to search for a tree every time you feel the need to relieve 

yourself? This nightmare is a daily reality for about 45% of all Peruvians. 12 out of 27 million 

residents still lack 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 proliferated in this country faster 

than basic sanitation products? It has a lot to do with social status. Televisions and cell phones 

represent to low-income customers objects of desirability and modernity whereas poor-quality latrines 

stand in Peru for contamination and second class citizenship. This paper proposes a paradigm change 

and develops an extensive business concept to successfully promote sanitation solutions among 

"Bottom of the Pyramid"-customers in Peru. The author traveled for this purpose to Peru and analyzed 

the existing demand and supply for sanitation products in an urban slum settlement in the north of 

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

 

Abstract (German) 

Stellen Sie sich einmal vor, Sie müssten bei jedem Blasendrücken das Haus verlassen und sich hinter 

einem Baum verkriechen, um Ihr "kleines Geschäft" zu verrichten. Dieser Alptraum entspricht der 

Realität von 45% der Peruanischen Bevölkerung. 12 der 27 Millionen Einheimischen verfügen über 

keinen gesicherten Zugang zu hygienischen Sanitäreinrichtungen. Wie kommt es, dass Fernseher und 

Mobiltelefone sich in diesem Land schneller verbreitet haben als Toiletten? Vieles geht zurück auf die 

Statusfrage. Fernseher und Mobiltelefone fungieren gerade bei tieferen Einkommensgruppen in Peru 

als Statusobjekte und Ausdruck von Modernität. Sanitäreinrichtungen hingegen standen unter Perus 

Armenbevölkerung über Jahre hinweg für Schmutz und Zweitklassigkeit. Die hier vorliegende Studie 

initiiert einen Paradigmenwechsel und entwickelt ein Business-Konzept zur Vermarktung sanitärer 

Anlagen unter Perus Armen, der sogenannten "Bottom of the Pyramid". Der Autor reiste zu diesem 

Zweck nach Peru und analysierte Angebot und Nachfrage für Sanitärprodukte in einem Vorstadtslum 

von Lima und einem ländlichen Dorf in der Nähe der Anden-Stadt Cajamarca. 
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Introduction  

 

The fortune at the "Bottom of the Pyramid" 

What do you have in mind when you hear the city names of Jakarta, Mumbai, Accra, Lima or La Paz? 

Maybe you just imagined a congested road, an urban slum settlement or a corrupt civil servant. 

Correct! But have you also thought that the mentioned metropolises might be the flourishing business 

capitals of tomorrow? C. K. Prahalad and Stuart L. H answer with "yes" in their groundbreaking paper 

"The Fortune at the Bottom of the Pyramid". They argue that past mainstream business activities have 

blindly focused on the two billion customers in the high-income markets 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 pyramid: Four billion low-income customers, mainly residing in the developing world, 

are full of ambitious wishes and wait to be served by the private market (cp. Figure 1). They might be 

poor compared to "top of the pyramid"- standards but it is a general misconception to believe that low-

income individuals do not have any money to spend. In fact televisions, mobile phones and Coca Cola 

sell very well among these income segments. Hammond et al. (2007, p. 13) have calculated that 

customers with an income lower than US$3000/year constitute a worldwide five trillion dollar market. 

The business opportunities of tomorrow will therefore not be found in the saturated markets of New 

York, London or Tokyo but among the emerging customer segments in Lima, Mumbai or Jakarta. 

 

Figure 1 
 

The World Income Pyramid 
 
 

  
 

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 high-end markets with an endless number of applications for iPods 

and smartphones, four billion customers at the bottom of the pyramid still wait to find the solutions 

that correspond to their daily problems and needs. About 2.5 billion individuals around the globe for 

instance have no access to basic toilet services (cp. So, 2008, p. 11). Why should not business tackle 
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these potential 2.5 billion customers and provide them with the sanitation solutions they need? It 

would be a misleading error to assume that business exists to exclusively solve the problems of the 

rich. Over thousands of years business initiatives have solved the problems of people in general, 

regardless of cultural, ethnic or socioeconomic affiliations. Certainly, development markets are 

different and challenging due to a series of problems (lack of infrastructure, corruption, delinquency, 

etc.). But every problem leads to a solution and these opportunities refer to the very heart of business-

making. 

 

Sanitation in Peru - A promising business opportunity 

A country full of opportunities is Peru. After having experienced in the 1980s and 1990s two decades 

characterized by macroeconomic instability, a bloody, internal conflict and a shocking corruption 

scandal, Peru looks in 2009 back on a decade marked by an economic upswing and relative political 

stability. Thanks to a rise in exports and the increase of world prices for minerals and metals, the 

national economy rose from 2006 to 2008 by 7.5%-9%/year (CIA-Factbook, 2009). However not 

everyone has benefited from the new wealth and 21 out of 27 million inhabitants still live with less 

than US$2000/year (Hammond et. al., 2007, p. 139). 

 A particular problem for the Peruvian "Bottom of the Pyramid" is the lack of sanitation services. 

Could you imagine leaving the house to search for a hidden tree every time you feel the need to relieve 

yourself? If not, than figure that this situation corresponds to a widespread reality in the developing 

world. 43% of all Peruvians and 70% of the rural population do not have a toilet of minimal hygienic 

standard! As a consequence 10% of all children's deaths in the country are associated to diarrheal 

diseases (Perusan, 2009).  How would you feel now if you were offered to buy as one of these non-

users economical sanitation equipment that all of sudden brings you a fantastic toilet experience to 

your own house? I guess very relieved and ambitious to seek this equipment. 

The key idea at this point is to sell customized sanitation products directed to an enormous 

customer segment of 11.5 million Peruvians who currently lack sanitation. Success stories from 

Bangladesh, Ethiopia and Senegal prove that this idea can be more than a quixotic chimera (cp. So, 

2008, p. 11). Millions of low-income customers in these countries have showed that they are willing to 

value sanitation products with a price. A similar approach might now be adapted now to Peru. 

 

Research design 

This paper is meant to design a business concept for firms with an intention to engage in a sanitation 

market for Peruvian "BoP"-customers. I travelled for this purpose in June 2008 to Peru and 

accompanied during three months a market initiative for sanitation of the Water and Sanitation 

Program of the World Bank. I conducted numerous field visits to slum settlements in Lima, in Iquitos 

and to an impoverished rural zone nearby the city of Cajamarca. Over the course of my stay I was able 

to get in contact with managers from sanitation firms and micro credit banks, with NGO leaders, with 
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sanitation experts and above all with the BoP-population itself. The goal of this study was less to 

deliver a paper of statistic accuracy but to compose based on the experience of my field visits piece by 

piece a business model that copes foremost with the local needs and particularities. The heavy 

consideration of the field practice in this research however does not mean that it was indispensable to 

initially acquire the theoretical principles of current BoP literature. 

The paper therefore splits into two parts. The first part addresses the theoretical question, of why 

the private sector has failed to approach the Bottom of the Pyramid earlier; and if there is in fact a 

fortune at the bottom of the pyramid, as predicted by Prahalad, according to which principles should 

the private sector reorganize its business activities in order to successfully perform among this new 

customer segment?  

In the second, more practically oriented part of this study, a possible market concept for sanitation 

products aimed at BoP-customers in the zones of Pachacutec (Lima) and Namora (Cajamarca) will be 

developed. The chapter begins with a profound analysis of the existing supply and demand for 

sanitation items in the mentioned two localities. Which are the main drivers and barriers for 

investments in sanitation in this zones and how has existing supply served the residents so far? The 

results of this embedded analysis will then lead to series of concrete proposals to organize the business 

in accordance with the necessities and characteristics of the potential customers in Pachacutec and 

Namora. The evolved model will finally be applied to a brief performance measurement of the 

established sanitation firms, Rotoplas, Eternit and Trebol-Celima. 
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1 Paradigms in Corporate Strategy for Developing Markets 

 

In this section we will elaborate why corporations have not turned yet to the bottom segments of the 

demographic pyramid. In fact there is a self-evident reason why the dwellers of a Favela in Rio, the 

mothers of a bidonville of Port-au-Prince or the car cleaners from a Pueblo Joven in Lima have not 

been the preferred partners for business up to now: They are poor! Nonetheless we will see that it 

helps to simply change the perspective to conceive the challenges of business making with the poor as 

opportunities and not as insuperable barriers. 

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

ñb2cò-products, among them popular beer brands such as, ñPilsen Callaoò or ñBrahmaò, the milk 

producer ñLeche Gloriaò, the fast food chain ñBembosò, the Peruvian soft drink ñInca Colaò, ñNestl® 

DôOnofrioò ice cream or the telecommunication company ñClaroò. Their commercials have in 

common that they are funny, they usually feature agitating Latin music and they are performed by 

white-skinned, urban actors. Walking through the streets of Lima and the rest of Peru, one quickly 

recognizes that most Peruvians typically have a darker, more indigenous skin type than the models in 

the commercials. The ideal of a white-skinned, urban consumer seems to prevail in the Peruvian 

advertising industry, ignoring the vast majority of ethnicities in the country. 

Lima offers the phenomenon of different micro-economies within one city: In the high-end districts 

of Metropolitan Lima (San Isidro, Miraflores, La Molina, etc.) one can buy a Starbucks white mocha 

frappuccino accompanied by a French croissant (filled with scrambled egg and bacon) for 

approximately 13-20 Soles (å US$4-6),
1
 depending on the size of the coffee drink. After a car ride of 

one hour to the marginalized suburbs of Lima (e.g. Villa El Salvador, Pachacutec, etc.), one discovers 

an economy of a different type: Small scale entrepreneurs (grocery stores, ironmongeries, 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 peripherals of 

Lima and the impoverished slums elsewhere in the world. One can find branded televisions, cell 

phones and beer in a ñPueblo Jovenò of Lima, but for the most part business concentrates on small-

scale market transactions. Several authors have dealt with the question, of why the private sector has  

mostly disregarded the population segments at the bottom of the wealth pyramid. They identified that 

the dominance of the following four paradigms prevents the private business from a stronger 

engagement at the Bottom of the Pyramid [BoP]: 

 

  

                                                      
1
 US$1=3.024 Peruvian Nuevos Soles (May 17, 2009) 
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¶ The population at the BoP is usually too 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 chain (a lack of law and order, no property protection, corruption, 

illiteracy etc.)! 

¶ It is too expensive to access the clients at the BoP! 

¶ Markets work for the rich; the poor require government aid and NGO assistance! 

 

The population at the BoP is usually too poor to buy the products of the private sector: 

Asked why he had robbed a bank, U.S. bank robber Willie Sutton was once cited: ñBecause thatôs 

where the money is.ò For similar reasons private sector business has focused over the past mainly on 

the top of the pyramid. The production process of any good or service usually involves costs (they 

might be fixed or variable): The creation of an antiretroviral drug for the treatment of HIV patients 

requires for example heavy investments in the research and development section of a pharmaceutical 

firm. In order to cover the immanent costs, antiretroviral drugs circulate primarily in the developed 

nations as customers (or more precisely their insurance companies) there can afford the purchase of 

expensive medicine. In Germany, therapy costs with antiretroviral drugs add up to more than 

US$15'000 per year and patient (WHO, 2003). The treatment of HIV infected persons with 

antiretroviral drugs on the African continent is in contrast still not the rule. In Zambia for instance, 

HIV prevalence among adults exceeds 15%. The average GDP per capita however is just about 

US$1500/year (CIA-Factbook, 2008), not sufficient to finance a complicated antiretroviral therapy. It 

is not difficult to understand why the pharmaceutical industry turns away from the Zambian drug 

market. With a given upmarket cost structure the BoP segments cannot be served by the 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 chain (a lack of law and order, no property protection, corruption, illiteracy, etc.): 

In 1979 Harvard Business School Professor Michael Porter introduced the credo that companies 

should be aware of the business environment before they engage in a specific industry. The lack of 

asserted property rights might be a risk for a firm as free-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 townships if the 

drug was copied and sold the next month by another company. 

A similar threat emanates from corruption. Operating under ambiguous legal conditions implies the 

permanent eventuality of being exposed to corrupt civil servants or mafia-like organizations (De Soto, 

2002, p. 176). The realization of a fast-food chain in the Favelas of Rio de Janeiro probably requires 

the on-going approval of the local gang lords. Only businesses that financially support the local gang 
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lords are tolerated (personal conversation with Francisco Panizza at 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 (Späth, 2002, p. 11-15). Therefore formal large-scale 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 areas (World Bank, 2004 cit. in Todaro & Smith, 2006, p. 227). This statistic shows that 

poverty today is to a large extent a rural problem even if the congestion in the ñmegaò-cities of the 

developing world will increase as well over the next decades (cp. United Nations Population Division, 

2000 cit. in Todaro & Smith, 2006, p. 316-317). From a cost perspective it makes more sense for 

business to serve a densely populated, urban area than a highly dispersed settlement in the countryside. 

Access to the rural areas is difficult due to the poor infrastructure. In Peru for example just 10-15% of 

the roads are paved (Österreichischer Automobil-, Motorrad und Touringclub, 2008). As a 

consequence corporations avoid rural customers: Various retailers in Peru geographically focus on the 

largest cities of the country: For example, the supermarket chain ñWongò exclusively operates in 

Lima, as do the ñRipleyò department stores. The ñMaestroò home centers also have stores in the cities 

of Arequipa and Piura.  

 

Markets work for the rich; the poor require government aid and NGO assistance: 

The idea of expanding private markets to the poor is often seen as something unethical. I relate that 

from my personal experience. When I raised the subject of this paper, ñCorporate Strategy for BoP-

Marketsò, among friends, a common reaction was: ñDo you support the exploitation of the poor?ò. 

ñSelling to the poorò is seen as a new form of western imperialism. One of the most prominent critics 

of the BoP-approach Aneel Karnani (2009) adds: ñThe poor lack the education, information, and other 

economic, cultural, and social capital that would allow them to take advantage of the vagaries of the 

free marketò (p. 40). Corporations capitalize on the debilities of the poor by selling questionable 

products. He 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 has to be solved with subsidies and support of governments or 

non-governmental organizations (Prahalad, 2005, p. xi). Or as Javier Dancuart, sales manager at 

Eternit Peru, told me in a personal communication in August 2008: ñI like the idea of markets for the 

poor, but somewhere I miss the role of the state in your modelò. 
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2 Breaking the Paradigms in Corporate Strategy for Developing Markets 

 

As Nicolas Copernicusô observations led in the 16
th
 century to a shift from the geocentric to the 

heliocentric system, it is again the practice of  inductive observation that leads to a shift of paradigm, 

this time in the field of corporate strategy for developing markets. The Copernici of the 21
st
 century 

are Hernando De Soto and C.K. Prahalad, who claim that the poor already possess billions of dollars 

of unperceived resources, or Stuart L. Hart, who pleads for a shift in perspective from a promblem- to 

an opportunity-oriented view on the poor. This section gives reasons why a shift in corporate strategy 

for developing markets is justified and needed: 

 

The population at the BoP is usually not too poor to participate 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 world: Life in the 

developing world is not only about child labor, poverty, violence and alcohol problems. Beyond the 

negative headlines that reach the developed world, life in the marginalized slums can be astonishingly 

"normal". When I stepped inside these poorly constructed shacks in the suburbs of Lima, I was 

surprised to observe that most of them were homely and orderly furnished. 

 It is not unusual to find a colourful economic life on the streets of a so-called shantytown: 

Groceries, snack bars and market places are easily found. Sometimes dentists or even retailers 

specializing in pet food exist. The difference between the top and the bottom of the pyramid is 

therefore not the existence or non-existence of an economic life. It is rather the distinction between a 

formal and an informal economy (De Soto, 2002). De Soto (2002, p. 45) estimates that in Peru 

properties worth US$74 billion are assigned to the informal sector. 

It is a myth that the poor in general have no money to spend. Most of them have a moderate buying 

capacity. Televisions, mobile phones, beers and Coca Cola have found the way to even the most 

isolated corners of the developing world. Hammond et al. (2007, p. 13) estimate, based on an analysis 

of the national household surveys of 110 countries,  the total annual household income at the BoP at 

US$5 trillion (e.g. Peru: US$45.4 million).
2
 The poor might have individually less money than top 

consumer segments but as they represent 72% of the population in developing countries, they 

accumulate an enormous and fairly untapped fortune. As a consequence a penetration 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 poor is that they already pay 

much more for the same products as the rich (Prahalad & Hammond, 2002). Inhabitants of a 

shantytown in Mumbai (Dharavi) pay for example 37 times more for water than residents of the upper 

districts. Or in Africa lighting is often one of the most expensive items for the poorest of the poor, 

                                                      
2
 The BOP population segment is defined as those with annual incomes up to and including US$3000 per capita 

per year. 
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accounting for 30% of their disposable income (World Bank & International Finance Corporation, 

2008). The top of the pyramid is usually served by highly efficient electricity networks whereas the 

poor still use inefficient and expensive paraffin lamps. It is the task of and an opportunity for the 

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 are also business 

opportunities: 

During the Mexican financial crisis in 1994/95 CEMEX, one of the world's largest providers of 

cement, noted that its sales among the formal housing segment (-50%) were declining to a higher 

degree than within the informal housing market (-20%). As a consequence CEMEX introduced with 

success a new product line that combines the selling of construction materials with micro credit 

services (Sharma, Mohan & Singh, 2005, p. 149). 

Fifteen years later a global financial crisis hangs over the world; and while economies in Europe 

such as Switzerland are already experiencing a real economic recession (State Secretariat for 

Economic Affairs, 2009), analysts expect for Peru a reduced but still considerable economic growth of 

3.5% (El Comercio, 2009). It seems obvious that the bigger opportunities for business in 2009 can be 

expected in Peru rather than in Switzerland. 

Firms that try to penetrate the markets of the developing world with traditional western-style 

practices risk failure. London and Hart (2004) examined the cases of 24 multinational corporations 

that tried to enter a BoP-market. The lessons they learnt show that corporations which focused on 

property protection and the proliferation of existing products tended to fail. Success stories can in 

contrast be reported from business models that adapted to the abnormalities of the business 

environment at the BoP.  

A prominent example is the track record of micro credits: The traditional credit business operates 

with individual responsibilities and formal guarantees. The micro credit business focuses on social 

rather than legal security. The responsibility of a credit is borne by a group instead of individuals and 

social assessments replace the requirement for formal documents. I had the opportunity to accompany 

for a day Isela Sánchez, a young assessor of the micro credit provider Mibanco, during her work in 

Pachacutec (field visit, 12.8.2008). Isela was familiar to almost everyone in the locality. When I 

returned for a second time on my own to the market of Pachacutec, several people who I had never 

seen before greeted and asked me: "You're the guy that came the other day with Isela, right?". I admit 

that part of the given attention might be attributed to my blond hair, something unusual in Pachacutec, 

but it also shows that social networks are working smoothly in the locality.  

A further example of companies that adapted successfully to the obstacles in BoP-markets is 

provided by PRODEM, a micro finance institute in Bolivia. PRODEM serves its clients with smart 

cards and ATMs. The ATMs are run with touch screens and an easy graphical user interface. This 

innovative technology allows the expansion of the business even to illiterates (Denton, 2004). The two 
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examples show that the abnormalities 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 access to the poor one must distinguish between the rural and the urban poor. 

The rural poor usually live in dispersed areas often without any access to electricity, water and sewage 

networks. They usually engage in agricultural activities. The urban poor typically dwell in informal 

slum settlements under precarious hygienic conditions, also lacking access to electricity, water and 

sewage networks. In order to earn their living they perform all kinds of jobs - street vendor, factory 

worker, house maid, etc. (Todaro & Smith, 2002, p. 225-226; 312-362). 

The population density is high in the urban slum settlements. In a Favela of Rio de Janeiro up to 

30'000 people can live in one square kilometer (Prahalad & Hammond, 2004, p. 7). For the purposes 

of comparison, in Aussersihl, the district of Zurich with the highest population density,  9'430 people 

live in each square kilometer. The highly concentrated mass of people gives business incentives for the 

realization of scale economies. In the proximity of the hills of the marginalized peripherals of Lima for 

example a number of shopping malls have open in recent years (Ruiz Lazo, 2008, p. 20). 

The access to clients in a rural environment in contrast is more demanding as distances are larger 

and roads to the settlements often unpaved. However innovative distribution/promotion channels can 

contribute to the reduction of costs. Mobile phones are today a popular and wide-spread gadget even 

among the poor in rural areas. In order to save the costs and the time of transportation to the micro-

credit bank in the next city it would be technically possible that the refund of a micro-credit is 

processed by means of a mobile prepaid card. This example shows that it can pay off to attract a rural 

clientele if one rethinks and replaces the traditional business 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 realistic to assume 

that business just exists to solve the problems of the two billion at the top of the pyramid. It is true that 

the poor often lack the information and education required for a rational choice. But this critique 

ignores the fact that the poor already engage in markets and that rational choice does not work in these 

markets because of a lack of business and not because of the unreasonableness 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 efficient alternative. When slum dwellers in the pueblo jovenes of Lima purchase water from a 

water delivery truck it is because they have not been connected to an efficient water network. 

Life in marginalized settlements is not only about poverty, violence and drug abuse. Its inhabitants 

engage in all kinds of activities. It is not the lack of an entrepreneurial spirit but the informality that 

prevents the local facilities and shops from reaching a critical, cost-efficient size (cp. De Soto, 1992, p. 
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171). The basic premises for business making thus exist among the poor. But they still must be 

connected to the formal business sector. 

 

  



BoP-Case: Sanitation in Peru 

 

17 

3 The Art of Business-Making with the Bottom of the Pyramid 

 

The different branches of social science unites the common problem of epistemological ambiguity. 

This problematic also affects the business administration. A reliable prescription for business-making 

does not exist. At best, managers can resort to experienced data. The same goes for business practices 

at the BoP. Different best practices are possible depending on the promoted product, the geographical 

area, the institutional environment, etc. Nevertheless various authors have collected data on successful 

business models for the poor, crystallizing out the multipliers of success. The six most prevalent of 

these factors will be introduced in this section (cp. Figure 2).  

 

Figure 2 
 

Six Principles for Business at the Bottom of the Pyramid 
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3.1  Finding the Right Partners 

 

A study by the Boston Consulting Group in Brazil revealed that customers at the BoP actively seek 

advice in about 20% of all buying decisions; the higher the price of a product, the more involved also 

the social environment is (Aguiar, Cunha & Pikman, 2008, p. 3). If social bonds are such an important 

factor in the buying decision, firms are well advised to search for already accepted, local partners. A 

partner can be a market-woman, as in the case of Mibanco, a moto-taxi driver, an NGO, the local 

government or another private corporation. A partnership with each of them can bring both 

opportunities and risks: The market-woman and the moto-taxi driver might be the right persons to 

diffuse a personal, product message among the population, but they both need preceding, professional 

training. NGOs enjoy public confidence and have local knowledge, but often lack the entrepreneurial 

spirit of the private sector. The local government can establish the necessary political framework, but 

it might also draw the corporation 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 opportunities and risks can lead the 

way to a promising, strategic partnership portfolio. 

 

3.2 Developing Responsiveness for the Necessities of the BoP 

 

In one scene of David Boyle's Academy Award 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 accuses Jamal Malik, the young man from a slum in Mumbai, of fraud as he gave 

correct answers to the most sophisticated questions but could not recognize the famous national motto 

of India, " Truth alone triumphs!". Jamal wisely responds to the officer: "How much is bhelpuri at 
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Jeevanôs stall on Chowpatty Beach?"
3
 The Officer has no idea but replies: "Ten rupees!" Jamal shouts: 

"Wrong. Fifteen since Divali.
4
 Who stole Constable Varmaôs bicycle outside Dadar Station last 

Thursday?" For a second time the officer does not have an answer: "You know who that was?" Jamal 

triumphs: "Everyone in Juhu knows that. Even five year-olds!".
5
 This sequence and the movie in 

general demonstrate that the poor, personalized by Jamal, do not know less, they just know different 

things. 

This lesson should be kept in mind by corporations with the intention to market to the poor. The 

poor may have local practices and demand diametrically different products than customers at the top 

of the pyramid. The challenge for private business is to catch these particular practices and to convert 

them into smart business models. Top-segment customers around the world for instance are used to 

cleaning their clothes with standard detergent in hot-water washing machines. In order to compete at 

the BoP in India, Unilever formulated a new detergent that corresponds to the local practice at the BoP 

to wash clothes in the river. This example shows that it does not suffice to simply pass down existing 

products with a top-down strategy to the poor. Successful business ideas for the BoP evolve best from 

the realities and problems of the poor directly.  

 In order to internalize such a bottom-up approach, firms have to create direct interfaces to the 

poor. A multitude of methods has been suggested to increase the responsiveness to the needs and 

problems of the poor. Simanis and Hart (2008) recommend home stays for firm representatives, the 

search for local partners and the co-invention of products and processes with natives. Muhammad 

Yunus, the father of micro-credits, for instance personally spent a considerable amount of his time in 

1975/76 in Jobra, a village near Chittagong, before he stumbled upon a lady who complained about 

her difficulties in receiving cheap capital. As 42 other villagers shared the same problem, Yunus and 

his students created the model of micro-financing (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 weeks among the 

rural poor. In addition the corporation has established R&D-centers in the rural outback specifically 

aimed at the needs of the rural poor (Hart, 2007, p. 22). 

This corporate embedding responds to another particularity of marginalized environments: The 

importance of social trust as a substitute for a lack of legality. Informality drives people into 

compensating forms of organization.  Informal local groups gain the population's trust and guarantee 

at least a certain amount of protection (De Soto, 1992, p. 179-185). A firm that tries to establish a 

business in such an informal environment must therefore first meet the social approval of local groups 

and people. A lack of trust in contrast might prevent the relinquishment of local pieces of wisdom. 

This dilemma face Brazilian security forces when they operate against drug cartels in the favelas. 

Everyone knows something about local drug cartels but scarcely anybody would reveal any detailed 

                                                      
3
 Behlpuri is a popular Indian snack containing potatoes, chutney, coriander, coconut and mustard oil. 

4
 Divali refers to a significant festival in Hinduism, Sikhism and Buddhism.  

5
 Juhu is a major suburb in a beach area of Mumbai. 
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information to the police, as the drug cartels are more trusted than the corrupt police forces (Rodriguez 

& Roa, 2002). 

 

3.3  Innovating 

 

The basic needs and dreams of persons with a lower buying power generally resemble the ones of 

persons with a higher buying capacity. The poor like to eat, they feel the need to socially interact, they 

dream of a life in convenient houses, they use technological gadgets such as televisions and mobile 

phones; in other words the poor share the aspirations of almost anyone in the world. However it is also 

true that the poor live under different conditions than the rich and have therefore developed in many 

aspects differing demands on products and services. It is the idea of starting with the business design 

from scratch to comprehend these distinctive needs and wishes of the economically neglected. 

Many areas in the marginalized suburbs of Lima for example have not been paved yet. As the city 

was practically built upon a desert, many households in these areas struggle with the permanent 

exposure to sand. Any electronic devices or construction materials that are sold to people from such an 

area have to cope with the small grains of sand. It is no secret that standard electronic devices 

normally caution in the manual against any exposure to sand and sea water. A BoP product targeted at 

populations living on desert grounds would ideally not sustain any damage when operated in a sandy 

environment. Products for the BoP have to be adapted to the hostile environments (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 section the case was discussed that social trust and 

agreements are a basic premise for business-making 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 

channels. The common trend that customers take over more and more tasks of a supply chain (e-

banking services, web check-in, etc.) does not apply to BoP markets. Private business has to show up 

in these areas personally (or at least through direct representatives). I mentioned in a previous section 

the example of Isela Sánchez, a young credit assessor, working for the micro financing institution 

Mibanco in a suburb of Lima called Pachacutec. Everyone in the area was acquainted with Isela and as 

a consequence also to the product she sells, micro-credits from Mibanco. This business model seems 

to work. In June 2008 Mibanco presented a Return-on-Investment of 4% (Mibanco, 2008). 

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

of the business model is not understood as an additional barrier but instead as an opportunity to press 
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forward with new "disruptive technologies". As distinguished from traditional markets, very often 

innovations in BoP markets do not have to compete with existing products and practices, because there 

are simply no products available yet. He 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 be one of business model innovation - breaking free of the 

established mindsets, systems, and metrics that constrain the imagination of incumbent firms" (p. 144). 

 

3.4  Focusing on Small Margins and High Scales 

 

The starting point of any business activity at the BoP are the financial restrictions faced by customers. 

A BoP-buyer generally has a lower buying power and purchases the products needed in smaller 

quantities. Slum dwellers for instance construct their houses in a long lasting step-by-step process. 

They begin to fix the walls of a house with simple sheets and switch then in a later stage to more 

expensive construction materials such as cement. Parts of the city of Lima have changed completely 

over the last decades due to this self-construction approach. At points where settlements of poorly 

constructed barracks shaped the landscape twenty years ago, one can observe today walls and 

housetops of solid construction materials. 

The limited buying power makes it almost impossible for firms to calculate with high margins. The 

road to profits therefore leads across large scales rather than high margins (Hart, 2007, p. 142). This 

might work as long as the selling market is one of the mega-cities in the developing world. But costs 

of access increase dramatically at the point a corporation tries to market to the 80% of customers in 

rural areas. Then methods to decrease the costs have to be identified: 

 

1. Given the need to develop cost-efficient solutions, firms can concentrate on the functionality  of 

a product; that is elaborate the absolute basic functionalities and omit the dispensable features of 

a good or a service. A typical example nowadays are mobile phones. In addition to its 

communication function, a modern cell phone can 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 in functionality and total production costs. However in most cases mobile phones are 

just used to communicate. Thus a basic hand set from 1999 with a black-and-white display 

would suffice perfectly. 
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2. Another way to reduce costs is 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 daily. Thereby Aravind has been able to dramatically reduce the costs of 

eye care. A cataract surgery costs 60 times less than in the United States - 50$ compared to 

3'000$ (Prahalad, 2005, p.56). 

 

3. A common paradigm is that state-of-the-art technology primarily appeals the rich: A coloured 

iPod, a fancy flat screen television or a brand-new blu-ray recorder. But the introduction of 

modern technology for the poor can be just as reasonable (Akula, 2008, p. 46-48): The 

installation of wireless communication technology in isolated living areas for example 

dramatically reduces the variable costs of access to clients and makes it all of a sudden 

worthwhile to attract rural customers. Similarly 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 cost-efficient choice to generate electricity supply. State-of-the-

art technology hence can be an important component of a cost-reducing business model.  

 

3.5  Building Capacity 

 

"Selling to the poor" covers just one narrow aspect of the economic cycle and becomes only 

sustainable when capacity among the poor to participate in markets is generated. In the long run the 

expenditures of any individual have to equal the income; for this reason it is in the very interest of any 

private business operating at the BoP to create either directly or indirectly income (Hart, 2007, p. 

148-152). Facing the importance of mouth-to-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 micro-credit institution Mibanco for example counts on local market-women who 

sell in addition to sandwiches and music-CDs, micro-credits for Mibanco. It is a win-win-situation for 

Mibanco and the market-women: Mibanco receives additional customers and the market women earn 

both a secondary income and the pride for working for one of the biggest national micro-credit 

providers. 

Due to the lack of a regular income BoP customers can often not afford to make an investment. It is 

indeed not uncommon that a slum dweller earns as a collector of bottles or as a cleaner of windshields 

a small, fluctuating income. But some fraction of the income would have to be constantly saved in 
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order to make after years a larger investment. A pay-on-credit system in contrast detaches the buy 

from the immediate availability of money and heavily facilitates the purchase. At the BoP, the 

decision to buy a product or not can depend therefore on the conditions of the credit agreement 

(Aguiar, Cunha & Pikman, 2008, p. 3). In Peru the largest department store chains, such as Ripley or 

Saga Falabella, have acknowledged this need and institutionalized over the last years their own credit 

banks, called Banco Ripley or Banco Falabella. 

BoP-customers are furthermore often first-time users of certain products (Aguiar et al., 2007, p. 2). 

In fact some products compete at the very beginning with conflicting practices rather than with 

products of competitors. A provider of toilet paper for instance with the intention of penetrating India's 

BoP would have to compete not only with potential rivals but above all with the dominating practice 

of maintaining the personal hygiene with the left hand and water after defecation or urination. First-

time users do not necessarily know how (and why) to apply a product, such as toilet paper. But the 

sense and the quality of a product depend on the way it is used and taken care of. The installation of a 

new sanitary facility for example requires technical know-how. The mis-installation of such 

equipment can produce malodour and the congestion of tubes. In both cases, conflicting practices and 

misuse, it can be worthwhile conducting, in addition to emotional promotions, educational 

promotion activities. The Maestro home centre for example organizes in Peru on a regular basis 

workshops for do-it-yourself home workers: It offers events ranging from simple tasks such as "how to 

fix a lock" to more challenging activities such as "how to install sanitation facilities". 

 

3.6 Adapting the Internal Organization 

 

BoP customers have often been disregarded 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. The single consumer did contribute less to the company's 

profit than the powerful high-income customer, but the informal BoP segment proved better resistant 

to economic fluctuations than the formal high-end segments (Sharma, Mohan & Sing, 2005, p. 149-

151). Weiser et al (2006, p. 10-11) partly attribute the neglect of BoP customers to the existence of 

adverse incentives in many companies. So far traditional business incentives have led to a favouritism 

of high-margin customers (Weiser et al., 2006, p. 10-11). Thereby it has been ignored that BoP-
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products may provide small margins but generate up to five times higher returns-on-capital than 

traditional products targeted at high-end markets. (Aguiar, Cunha & Pikman, 2008, p. 4-5). 

But the adaption of the business does not just end with an adjustment of the incentive structure. It 

can also imply the establishment of new organizational bounds and units in order to conform to the 

strategic shift to a new (BoP-)market. Conceivably a separate, accountable unit within the organisation 

could be established that pushes forward new ideas linked to the BoP business (Aguiar, Cunha & 

Pikman, 2008, p. 6-7). It would also be thinkable to organize regularly the existing functional 

departments (research, production, documentation, sales, etc.) within process-oriented committees, 

bringing together the members of the various divisions for the task "market to the poor".  

Whichever organizational measure a firm may take, it should always be planned and implemented 

with respect to the existing corporate culture. An organizational alignment can be wise but sometimes 

clashes with a conflicting cultural attitude within the corporation. To all of a sudden serve BoP 

customers in an informal environment is a potential, culture shock for employees of a global multi-

national, used to dressing smartly and working in collaboration with high-end customer segments.  
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4 Presenting the Case of Sanitation in Peru 

 

4.1 The Relevance of Sanitation 

For the population in richer countries and upper segments in the developing world it is today a matter 

of course to use clean toilets for sanitation. In Switzerland each person spends approximately one year 

of his lifetime in a bathroom (Furrer, 2004, p. 8). The contemporary, wealthy customer of sanitation 

products can choose from a broad range of curious articles: In Japan clients buy high-technology 

bidets which automatically wash and dry the anus or the vulva of the user; In the Netherlands a firm 

with the name "P-Mate" distributes at music festivals female urination devices which enable women to 

urinate while standing upright;
6
 and in Switzerland a network of sanitation stations for dogs exists 

where owners find utensils to dispose of the animal's excrements.
7
 

As a result it has been forgotten that two centuries ago the use of water-driven toilets was not 

common. People instead used sanitary pots or oriels which hung directly over a municipal moat. In 

rural areas farmers used to relieve themselves on a dungheap. The sanitary revolution only set in with 

the industrialization and the exponential increase of an urban population over the course of the 19
th
 

century. London rose from 1 million inhabitants in 1801 to 6.5 million a century later. This rapid 

population growth favoured the formation of urban slums with catastrophic hygienic conditions. As a 

consequence London was hit in 1848 by a devastating cholera epidemic, carrying 53'000 human lives. 

Doctors and researchers revealed at the same time that the spread of diseases is attributed to the 

contamination of water and a lack of hygiene. London subsequently enacted its first public health act 

and began to construct a massive sewage system. A sanitary revolution had started in Europe , leading 

to a tremendous increase in life expectancy and quality (Furrer, 2004, p. 35, 42, 81-83, 113-118, 144). 

One gram of solid feces can carry up to 100 million bacteria and 1 million viruses (Furrer, 2004, p. 

147). The hazard of feces emanates from unhygienic sanitation behavior resulting in the spread of 

bacteria, viruses and worms over the following four transmission channels (cp. Figure 3): The 

contamination of fingers, the contamination of fluids, the contamination of soils and the spread of 

bacteria and viruses through flies. All four sources either affect directly the state of human health or 

indirectly via the intake of nourishment. The most common resulting illnesses include diarrhea, 

cholera, worms, typhus, etc. (Furrer, 2004, p. 147-162). 

 

  

                                                      
6
 For more information see http://www.p-mate.com/ 

7
 For more information see http://www.robidog.ch/ 
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Figure 3 
 

The Transmission Channels of Viruses and Bacteria from Feces 
 

 
 
 
 
 
 
 
 
 
 
 

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

 

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

the global population (So, 2008, p. 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 diarrhoeal deaths by 30% 

(UN-Water, 2008). But the lack of sanitation has also an enormous economic impact. Indonesia for 

example bore costs related to the lack of sanitation amounting to US$6.3 billion in 2006 which equals 

2.3% of the national GDP. It is further estimated that each public Dollar invested in the improvement 

of sanitation generates an economic benefit of US$9 (So, 2008, p. 11). 

 

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 a sanitary bowl connected to a wastewater system. In many parts of the 

world however, water is an acute scarcity and a sewage system does not exist. Therefore we should 

distance ourselves from the narrow perception of sanitation as an exclusively water-based issue. 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 briefly be presented below: 

¶ Ecological Sanitation for people without access to water and sewerage: The ecological latrine 

displayed below connects a movable toilet seat to two 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 that point to the second septic chamber. The deposited faeces in the first 

chamber can then be reused as a fertilizer for agricultural purposes. This process recurs every 

six months (cp. 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 with a bio-digestor for people with access to water but not to the sewerage: The 

heart of the sanitation solution in Figure 5 is a bio-digestor. The digestor absorbs excreta for 

treatment and automatically opens after two years a valve to divest the processed sludge. A 

second valve constantly pumps treated urine through rifts of filtration into the soil. The 

grounds surrounding the bio-digestor are extremely fertile and can be used for agricultural 

purposes. 

 

Figure 5 
 

Sanitation with a Bio-Digestor 
 

 
 

 
 

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

Peru is a country characterized by its high ethnic, cultural and sociodemographic diversity. Tourists 

arriving in Lima may get along very well as the Peruvian capital offers the typical variety of an 

upcoming city in the developing world: Modern shopping and leisure facilities in the high-end districts 

of San Isidro or Miraflores and impoverished slum settlements at the city limits. The standard tourist 

may then take a trip to the Andean heartland. There he will find the indigenous descendants of the lost 

Inca empire, living in part still to the myths and traditions of their forefathers. Finally the tourist may 

descend to the Amazon basin and discover the incredible nature of the rainforest and the bedraggled 

remainders of the height of the exploitation of natural rubber in the 19
th
 century. 

A similar variety can also be described in socioeconomic terms (cp. Figure 6): The wealthiest 

14.4% of the population earn 48% of the national income and the 56% at the other end of the 

economic pyramid receive only 26% of the national income (Ipsos Apoyo, 2004). The percentage of 

individuals belonging to the group C is thereby significantly higher in rural parts of the country. The 

ratio of people belonging to group A is vice-versa higher in urban zones (Apeim, 2008, p. 16).  

 

Figure 6 
 

The Socio-Economic Pyramid in Peru 
 

 

  
 
 

 
Annotation. Based on Ipsos Apoyo (2004) 

 

Today more than two-thirds (72%) of the Peruvian population live in cities and the remaining 28% 

resides in the rural parts of the country. Between urban and rural areas exists a further gap in terms of 

access to sanitation: 68% of the urban population has access to an improved sanitation installation 

(includes systems with access to the sewage network or latrines connected to a septic tank). In rural 

areas just 30% have access to improved sanitation systems. In total at the national level 49% of 

citizens have domestic access to the sewage system and 8% have access to an improved latrine. The 

total sanitation coverage of 57% places Peru far below the Latin American average of 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 or have steady access to a public 
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tap. This leads to a total water coverage of 76% (Marmanillo, 2007, p. 326-349; I. Marmanillo, 

personal conversation, 13.8.2008; cp. Figure 7). 

 

Figure 7 
 

Sanitation Coverage in Peru 
 

  
 
 

Annotation. Based on Marmanillo (2007, p. 326-349) 

 

Despite significant investments through the government fund ñFondo de Compensaci·n para el 

Desarrolloò [FONCODES] in water and sanitation in the 1990s (about US$250 Million/year å 0.5% of 

GDP), progress has been limited. The total sanitation coverage in 1990 was even slightly higher than 

in 2004 (Marmanillo, 2007, p. 333). A 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 not in use anymore due to technical problems, bad smell, attraction of insects, preference for 

open defection or other reasons (Water and Sanitation Program [WSP], 2008c, p. 7-8). 

About 11.7 million Peruvians still lack access to basic sanitation services and the existing 

sanitation equipment is usually of very poor quality: Three out of four latrines are used without a 

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 roof (cp. Figure 8). Every Peruvian child below the age of five suffers 

approximately 5-10 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 causes a cost of 

US$12 to the Peruvian health care system (Perusan, 2009; WSP, 2008c, p. 5-6). 
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