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	Introduction


In the Kibera slum outside of Nairobi, an area of 4000 households has nearly 2700 small-businesses owned and operated by “small-scale traders.” These small-scale traders live hand-to-mouth, selling perishable goods from small stalls as their only source of support to their children.  On average, their income is between 200 and 300 KSh per day, the equivalent of $US3 - $US4. 
These traders face significant costs in running their businesses, both fixed and variable.  Each day, traders ride local buses (matatus) to the one of three central markets-- one in Kibera, two in Nairobi-- where they buys goods from wholesalers.  They pay bus fare, luggage fees, and carrying costs to get the goods from wholesalers back to their small stands in Kibera.  In addition, they pay license fees to the government in order to run these stalls. 

By far the most important cost for these traders are the costs of goods sold they face, which are ~80% of their total costs.  When purchasing from wholesalers,  individual traders’ small scale, prevents them from achieving any significant scale discounts.  The result is gross margins compressed to ~20%,the key driver of their low earnings.  Building on the information generated in the prototype process, Exhibit 1 below shows a typical budget for small-scale traders operating in Kibera.

Exhibit 1:  Current Daily Budget

	 All figures in KSh per day
	Based on test results

	Revenue
	 

	Total revenue
	2920

	Direct costs (of goods to sell)
	2360

	Percent of sales
	81%

	Gross Margin
	560

	Gross Margin (%)
	19%

	Overhead
	 

	Bus fare
	 

	To market
	40

	Return to Kibera
	70

	Luggage charge
	50

	Total bus fare
	160

	Carrying charge
	50

	License
	50

	Total overhead
	260

	Total cost
	2620

	Profit
	300

	Profit Margin (%)
	10%


The Kuja Pamoja solution targets the largest costs for small-scale traders: costs of goods sold.  By building on existing networks of traders, we will develop group-purchasing to capitalize on bulk discounts.  As traders jointly purchase in groups of 4-5 people, they can achieve significant savings or increase the quantity of goods they can purchase for the same individual cost. Our test results indicate that overall profit margins could increase by 15%-60%.  

Exhibit 2:  Updated daily budget (group purchasing)

	All figures in KSh per day
	Group Purchasing Test

	Revenue
	Average
	Low
	High

	Total revenue
	3050
	2990
	3110

	Cost (savings)
	 
	 
	 

	Direct costs (of goods to sell)
	2360
	2360
	2360

	Percent of sales
	77%
	79%
	76%

	Gross Margin
	690
	630
	750

	Gross Margin (%)
	23%
	21%
	24%

	Overhead
	 
	 
	 

	Bus fare
	 
	 
	 

	To market
	40
	40
	40

	Return to Kibera
	70
	70
	70

	Luggage charge
	60
	60
	60

	Total bus fare
	170
	170
	170

	Carrying charge
	60
	60
	60

	License
	50
	50
	50

	Total overhead
	280
	280
	280

	Total cost
	2640
	2640
	2640

	Profit
	410
	350
	470

	Profit Margin (%)
	13%
	12%
	15%


	Cost of Solution


The cost of the solution has two distinct phases: steady state and initial trial.  In the steady state, the group-purchasing component will not increase the cost borne by Kiberan small-scale traders.  They will continue their current process of taking the matatu to and from the wholesale markets and will incur the cost associated with this. In terms of administrative costs, the process outlined here will be self-sustaining once it is up and running.  One of the three members of Umande’s business team will act as a liaison and incorporate the program within his/her portfolio of activities. This role will essentially be to serve as a resource for questions from small-scale traders. Given the integration of this project within Umande’s Sacco program, incremental costs will be minimal.
To build momentum for the pilot program, the Stanford team will subsidize early adopters.  So as not to distort the incentives within price negotiations, we are covering the cost of bus fare during a short trial period.  This will begin with one group of four traders, at 110 Ksh per day round trip for five days (a total cost of 2200 Ksh).  To prevent a culture of dependency, we hope to integrate this group purchasing program within Umande’s Sacco program. Incentivizing Kuja Pamoja through the provisions of Umande loans will not require significant additional costs on Umande’s part (as these loans are already provided to small-scale traders), but may require an initial cost due to loan program restructuring. In addition, Umande will be bearing the risk of a group loan, which may manifest with different payback terms (information regarding the nature of these costs still needs to be gathered).

Additionally, Umande will bear costs of promotion and training.  Umande already has programs targeting small scale traders, which include basic financial literacy courses and savings and loans programs.  In conjunction with these, Umande will be in charge of creating and distributing education materials to complement the simple worksheet tools that are part of the Kuja Pamoja solution. They also plan to hold community meetings to spread awareness about this project. Since Umande is looking for specific ways to bolster its existing programs targeting small-scale traders, these costs will be rolled into the existing budget for these programs.

	Skills Required


 In order for the solution to work effectively, our primary users (Kiberan small-scale traders) must possess the following skills:
a) The critical skill required here is in cultivating group trust, more than specific individual skills.  This is addressed in the current solution by having the group go to the market together so as to monitor one another.  While it is not particularly efficient in terms of transport costs, it mitigates the risk of treating and thus facilitates trust.
b) An ability to transfer purchasing skills to a bulk-buying environment
c) Skills in negotiation with wholesale sellers
d) Skills in conflict management and leadership in the event of group disagreements.  Our primary test already demonstrates a basic ability to resolve small-group conflicts, and clear initial guidelines with evolving best practices, will reduce dissatisfaction within groups.
e) Skills in managing group payments and distribution.  The basic tools to organize shopping lists and goods and money allocation are meant to be tools that ease this process. They will not solve all problems, however, and traders will likely have to rely on the Umande team, especially at the outset.
Our partner organization, Umande Trust, must be willing to provide support with the following skills (during the initial stage of implementation):

a) Facilitating group formation by leveraging their current trade associations and loan programs

b) Training in the efficacy of the process and the best way to capitalize on its potential gains, so as to demonstrate clear incentives for participation within the program.

c) Potential follow-up training on ways to use the savings

d) Conflict management and arbitration for the group

Since our solution targets individuals at the level of their daily function, we anticipate that majority of the skills required for small-scale traders (i.e. bargaining, price-quantity determinations, etc.) have already been obtained through their experience as stall-owners and operators.

Umande will have the initial role of marketing and basic conflict management, until the groups have determined their best practices, and developed a self-sustaining operation. Umande will therefore provide tools to enable success in group formation and ongoing management.  As noted, Umande has a Business team comprised of three people who are focused on small business initiatives. They are still in the program development phase and have some capacity to incorporate new programs.  Given their initial excitement about the Kuja Pamoja, we understand that the team will undertake the management of this program and can fund it under their current funding structure. With the proliferation of the program, Umande may need to consider the need for additional support and management staff to deal with training and support, dispute resolution, loan issuing, and repayment.  
	Customer Acquisition 


While there is some uncertainty regarding the degree of savings obtained through group purchasing, our initial tests have indicated a profit increase of 15%-60%. Since this is a significant increase, we anticipate that once traders experience the savings, retaining them in the program will be relatively easy.  The initial acquisition of users, however, is more challenging. Our initial prototype with Umande and small-scale traders in Kibera, have indicated that trust is the most significant factor to overcome with regards to group purchasing. Traders often view one another as competitors and could be unwilling to share information and purchasing responsibility with one another. 

The first element that can mitigate the trust issue is forming groups of individuals who already trust one another. Individuals in a group will be selected from already-existing community groups like chamaas, so as to encourage community accountability. The second element is providing members with the opportunity to monitor the negotiation and purchasing process. Our original prototype proposed that the group purchased each good together so that each member could oversee negotiations. However, during our tests, the group decided to travel to the market together, but split off to buy different goods within the market to save time. This indicates that group members possessed a base level of trust, or were willing to risk fraudulent price reporting in an effort to save time. With regular group purchases, group members will be aware of typical prices, as our preliminary tests have demonstrated that discounts are obtained at specific steps in produce quantities. 

With the development of the program and as trust is built, groups will then be able to step-through more cost-saving mechanisms by rotating responsibilities. We envision an evolved system where these traders can rotate a subset of the group to travel to the central market and shop on the full group’s behalf, thereby saving additional costs such as bus fare.  

During the customer acquisition part of the process, our partnership with Umande will be invaluable. Umande has a business department focuses on small-scale traders and is a trusted voice in this community. From an educational perspective, Umande-run community meetings about this project and word-of-mouth success stories from traders who have adopted this solution will increase user acquisition. A detailed marketing plan will therefore be vital in achieving the above. Furthermore, Umande plans to encourage adoption by offering group loans for bulk purchases. Many traders already use loans to buy produce, so we want to capitalize on the existing system to encourage group buying. To test the group purchase mechanism, we have reimbursed a four-person group for their bus fare to encourage adoption, but we envision Umande’s loan scheme sustaining the program in the long term.

Additionally, our solution will not require any payment or extra time from our users, apart from the initial time spent with Umande learning the new process. We hope to leverage existing community relationships when forming buying groups, and information centers like the bio-center to minimize daily-routine modifications a small-scale trader will have to make.

Once the project has been piloted, we expect traders to achieve real monetary gains from these processes. Interviews with Umande, tests in farmers markets in Palo Alto, and tests in wholesale markets in Nairobi indicate that bulk discounting exists in produce markets. We hope that the decrease in business cost will be significant enough to encourage traders to adopt these processes long-term, making the project self-sustaining. Additionally, our test results indicate that bulk purchases of less perishable products like sukuma wiki and onions result in more significant profits than eggs or tomatoes. We encourage traders to start piecemeal with these products, so that they see the benefit of bulk purchasing quickly.
	Government Regulation


The government regulates the licenses required to own and operate small-scale businesses in Kibera, and throughout Nairobi. However, government regulation is not expected to significantly impede or advance the formation of small-scale trade groups in bargaining.
As with any business transactions, corruption is a challenge faced daily. There is a possibility that local officials may develop strategies for targeting trade associations as they become more entrenched and effective in their practices.

	Competition


Vendors in the wholesale markets in Nairobi are potential competitors for the group purchasing component of our project. There is an existing truck delivery service of non-perishable items to larger traders in Kibera that could be expanded to include perishable items for the small-scale traders, eliminating the need for traders to go to the wholesale markets. However, a phasing-out of Kuja Pamoja for this more direct system, would be considered a success for these small-scale traders! 
Additionally, larger trade organizations can replicate the group purchase model despite Kuja Pamoja’s unique position leveraging Umande’s current Sacco program. However, with greater proliferation of this group-purchasing model across organizations, the easier it will be to overcome the trust factors which pose the most significant barrier to the implementation of our project. 

	Organization


Our preliminary discussions with Umande have demonstrated an interest and capacity on their part for carrying the project forward. More specifically, they have indicated that their Business Development team will be best suited for managing and troubleshooting the project until it becomes self-sustaining. This project aligns directly with their current initiatives involving small-scale traders.
Two existing programs to highlight are the Umande Sacco and their education initiatives with small business owners. The Umande Sacco is a community loan program, where each member of a community contributes money into a collective pool, and then can borrow portions of it for demonstrated business needs. They are charged a nominal interest rate, and repayment is usually seen as an obligation to their fellow community members rather than Umande itself. At the same time Umande is working on education programs with small business owners to teach them basic accounting skills. Traders are better able to project their earnings and take ownership of their businesses as the month goes by. 

We have designed our solution to leverage existing processes and networks. In particular, we will work with the Business Development team closely to integrate the Umande Sacco into our solution. It requires adding to Umande’s education programs, but no significant outlay to be successful. That said, Umande will be crucial in marketing, providing initial support, and training to ensure that the project gathers momentum.

	Other Stakeholders


Other stakeholders in the project include:
f) Wholesale vendors in Nairobi, who provide the goods needed by Kiberan traders. They stand to move product more quickly (and therefore reduce waste) but also sell that product at a lower price. Maintaining a good relationship with them is crucial for this project’s success, and will be primarily managed by the Kiberan traders themselves.

g) Bus companies, who transport Kiberan traders and their goods between Nairobi and Kibera (although this is a relationship that is tangential to the project)

h) Laborers paid to transport produce, who will be able to earn more money if more goods are being purchased by a group

i) Non-organized competitive traders in Kibera, who may earn less if some traders are more successful. They can be encouraged to join groups as well.
j) Consumers in Kibera, who will perhaps have more access, but not lower prices.

	Future Directions


When the Stanford team began, we had presented a solution in which all traders had the opportunity to oversee negotiations initially. These individuals would be selected from already-existing community groups, so as to encourage community accountability. However, our initial test suggested that traders naturally gravitated towards step two of our project: traveling to the market together, then split off to buy different goods within the market (time savings). Eventually, we envision a system where these traders can rotate responsibility in electing a portion of the group to travel to the central market and shop on the group’s behalf, thereby saving additional bus fare.   
In addition to the planned evolution of the project above, the following components can be added to our solution to strengthen its benefits over the long-term:  

a) Development of mobile tools to help small-scale traders track their expenditures and calculate the individual amount to be paid back to Umande at the end of the month. 

b) Development of savings programs which encourage people to save the additional income they gain from Kuja Pamoja in individual accounts. After sufficient savings have been generated, traders can use these for longer-term income generating measures such as the expansion of their own business. 

c) Publicizing a “satisfaction index”, through which Kiberan groups can post results from their experience with certain wholesalers in Nairobi

The strength in the Kuja Pamoja system rests in its self-sustaining and already-integrated approach. As a result, the potential for adding additional benefits and programmatic elements is significant.  
�Is this what we project?
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