The BOP Opportunity Map of Latin America and the Caribbean

WHAT IS THE BOP?

The majority of the world's people

subsist on incomes which do not fully
meet basic human needs. In Latin America
and the Caribbean, the majority comprise
70% of the region’s population, around
360 million people; they are the base of
the economic pyramid (BOP). The BOP is
far too large to be ignored—as a market,
as a matter of equity, and as a potential

threat to social stability.
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The BOP pyramid

Population shares by income group, Brazil
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Population shares by income group,
other selected countries

High  Middle BOP
Bolivia 0.7 16.5 82.8
Colombia 1.4 421 56.4
Honduras 0.3 12.7 87.0

Jamaica 1.0 10.0 89.0
Mexico 0.5 311 68.4
Peru 0.1 m 88.1

BOP accounts for a big share of spending
Expenditure shares by income group, Mexico
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Shares of total expenditure by income group,
other selected countries

High  Middle BOP

Bolivia 21.3 434 35.3
Brazil 9.8 60.9 29.3
Colombia  10.8 65.9 23.3
Honduras 4.8 39.0 56.2
Jamaica 20.5 30.5 491
Peru 0.9 334 65.7

58%
Middle income
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TOTAL INCOME
IN MILLIONS

$510,658

MEXICO
105,075

Preliminary data for the BOP majority in 20 countries

Income of the population living below $3,260 (PPP) per capita,
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13,472
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The majority in the LAC region

comprises more than 360 million
people, 70% of the population, with

a combined purchasing power in

excess of $510 billion, represent-

ing a significant and underserved

market.
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BOP spending goes far beyond
basic living expenses

BOP expenditure shares by sectors (percent)

100
SIZE OF THE BOP MARKETS . Other
These data show emphatically the size and importance of the “markets of the 60 I O Health
majority” across a range of countries in the region. The map and data—spanning . telecom,
rich and less rich countries in the region—demonstrate that the middle-income 40 financial
market accounts for 28% of the population, while the BOP is a solid majority. ::’a‘;:'r’
Even more critical from a market perspective is the size of the BOP market share =~ 20 housing,

—from 25% to 65% of the country’s total household expenditures. energy

0

Colombia Bolivia Mexico Brazil

THE BOP PENALTY: PRICE-QUALITY-ACCESS
WHAT IS THE BOP PENALTY?

The majority of people in the region, suffer a “BOP penalty” in multiple forms: The BOP is an under-served market

lack of access to essential goods and services, higher prices for goods and ser- Population without television sets*

vices, and/or poor quality of good and services. Reducing the poverty penalty is Percent, Colombia

both a business opportunity for the private sector and defines a policy agenda = POIPulation without
television sets*

for the public sector. In this preliminary report, we have included only data on Middle  BOP

the access component of the BOP Penalty Bolivia na  a72
Brazil 33 14.3
Jamaica 79 204

SERVICES TO THE BOP 45 Mexico 23 29

These data show the impacts of the BOP Penalty. We have chosen categories IReu N2

representing basic human needs—water and electricity (with television owner- Middle BOP  "asaproxy for electricity

ship as a proxy). As would be expected, in most categories, BOP segments show eome

considerably less coverage, revealing a significant un-served market for appro- Population without access to piped water

. . .. . Percent, Mexico

priate goods and services. The data reveal one surprising conclusion—that those 423

in the BOP have a high level of self-identified “home ownership” even when they :’:gr;zzi:;‘a‘;‘g:m”t access

may not have legal title to their dwelling. Middle ~ BOP
Bolivia 92 421
Brazil 212 315

ELIMINATING THE BOP PENALTY 5 ol 85 SR

The previous data on penetration of basic services reflect the positive absence Jamaica 202 399

. . . P 49 394

of services: what we call the BOP Penalty. A preliminary analysis of some of the o

household survey data reveals another side of the story—the removal of barri- m'gﬂi BOP

ers—in other words a reduction in the BOP Penalty. The data in the figure shown

at bottom right, which are approximate and indicative, show that as total per

capita expenditure increases, the rate of increase in sector-specific spending is Strong growth in BOP spending

. o . . . . . . . Growth rates in sector-specific spending

highest in financial services and information and communication technologies (100 = Growth rate in total expenditure) —

(ICT). Separately, the data also reveal that spending in these two sectors shows 700 B

its highest relative rates of increase along BOP income segments. Given that the c00

majority of the region’s population is in the BOP, we can say, with reasonable as- Eachd\ine plots BOP ... [ | |

ing in 1 count
surance, that the data reveal significant growth potential for goods and services sop el Y
within these segments. |
400

Our own and others’ research suggest technology innovation is driving
the growth in the ICT and financial sectors by reducing the BOP penalty. 300
Technology is lowering costs and generating the creation of desirable goods and

. . . . 200
services, and these factors are creating new customers and revealing significant

latent demand. 100 =

Energy Health Housing IT  Financial
services
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Income Survey Sources

THE METHODOLOGY
The map of Latin America depicting BOP size is based on data derived from
national income and consumption surveys conducted by national statistics of-
fices (see list below). Analysis of the BOP is based on an income inequality meth-
odology developed by Branko Milanovic, Lead Economist at the World Bank
Research Department, and described in Worlds Apart: Measuring International
and Global Inequality (Princeton University Press, 2005). Dr. Milanovic “lines
up” all the world’s people in order to compare their income levels. The analysis
undertaken here uses the same methodology in determining relative income
levels. For the purposes of our analysis, those people reporting incomes less
than US $3,260 (purchasing power parity—PPP in 2005 US dollars) are the BOP.
Those less than US $21,731 PPP (2005 dollars) but more than US $3,260 PPP are
the middle. The remainder—those reporting incomes greater

COUNTRY

SOURCE OF DATA (SURVEY NAME)

than US $21,731 PPP (2005 dollars)—is the upper group.

YEAR

Argentina Encuesta Permanente de Hogares _ : 2001 Purchasing power parity conversions are made using data
Bolivia Encuesta de Mejoramiento de Condiciones de Vida 2002
Brazil Pesquisa Nacional por Amostra de Domicilios 2001 available from the World Bank’s World Development Indicators
Chil E ta de Caracterizacion Soci Smica Nacional 2000 . . .
= B o o oeconamice —ocne database. Inflation from 2002 to 2005 is calculated using the
Colombia Encuesta Continua de Hogares 2003
CostaRica Encuesta de Hogares de Propdsitos Mdltiples 2000  United States’ Consumer Price Index, since data are presented
Dominican Rep  Encuesta Nacional de Fuerza de Fuerza de Trabajo 2003 .. .
Ecuador Encuesta de Condiciones de Vida 2003 ininternational (PPP) dollars.
El Salvador Encuesta de Hogares de Propésitos Mltiples 2002 Graphics deplctlng the expenditure patterns of selected
Guatemala Encuesta de Condiciones de Vida 2000 . .
P Enquéte sur les Conditions de Vie en Haiti 2001 countries are also based on household consumption surveys
Honduras Encuesta Permanente de Hogares de Propdsitos Mdiltiples 2003 Conducted by national statistics offices. In order to estimate
Jamaica The Jamaica Survey of Living Conditions 2002 . . .
Mexico Encuesta Nacional de Ingresos y Gastos de los Hogares 2002 eXPendltUI'e by sector for the different groups (BOP, middle,
Nicaragua Encuesta Nacional de Hogares sobre Medicién de Nivel de Vida 2001 upper)’ the surveys needed first to be statistically and method—
Panama Encuesta de Hogares 2002
Paraguay Encuesta Integrada de Hogares 2000 ologically comparable. The survey standardization process is
Peru Encuesta Nacional de Hogares 2002 .. . . T . .
ST Household Sarvey G Dutd) oo overseen by Olivier Dupriez, Senior Statistician/Economist with
Uruguay (Urban) Encuesta Continua de Hogares 2001 the World Bank’s Development Data Group. By standardizing
Venezuela Encuesta de Hogares Por Muestreo 2000 .
the surveys (see list below), we were able to ensure that those
) variables comprising housing, water, energy, health, IT, finan-
Expenditure Survey Sources . . . . .
COUNTRY SOURCE OF DATA (SURVEY NAMD) vean cial services, food, etc, are consistent across countries and time
Bolivia Encuesta de Hogares, Programa - MECOVI 2002 periods. BOP, middle, and upper levels remain the same for
Brazil Pesquisa de Orcamentos Familiares 2002 . . . .
Colombia Encuesta de Calidad de Vida 2003 the expenditure analysis as for the income analysis.
Hond.uras Encuesta Nacional de C('Jnvdiciones.d.e Vida 2004 Graphics deplctlng the BOP penalty Observed iIl several
Jamaica The Jamaica Survey of Living Conditions 2002
Mexico Encuesta Nacional de Ingresos y Gastos de los Hogares 2004 countries are based on the same standardized household con-
Peru Encuesta Nacional de Hogares - Condiciones de Viday Pobreza ~ 2003
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sumption surveys. The standardization process also produces
consistent data on certain basic services, such as home owner-
ship, type of sanitation services, source of electricity, etc. These data can be
noisy; therefore, we selected some of the most robust (home ownership, type of
water connection, type of sanitation service, and television ownership) in order
to introduce the BOP Penalty framework. Additional analysis of the BOP Penalty
will appear in Tomorrow’s Markets: Poverty, Profit and Unmet Human Needs to
be published October 2006.
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