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In line with theory, the restricted cash transfer program created a parallel retail market in which a limited
number of businesses enjoy high market power. The theoretical and empirical results provide a cautionary tale
highlighting the drawbacks of setting up a less competitive, parallel market to distribute cash-based assistance.

There is mounting empirical evidence regarding the positive and 2015; Gentilini et al., 2020; Girling and Urquhart, 2021). The effect

persistent effects of various modalities of cash-based assistance on of small but regular transfers on local businesses and markets is largely
direct recipients (Honorati et al., 2015; Bastagli et al., 2016).> By unknown.

contrast, theoretical and empirical research on the indirect effects of This gap in the literature is problematic for at least two reasons.
cash-based assistance on local businesses is extremely limited. To the First, cash-based assistance can boost business creation and stimulate

best of our knowledge, only one contemporary study — by Egger et al.
(2022) - explores this question, finding that large one-time cash grants
to poor households in Kenya generated positive effects on the revenue
of local businesses, but had no significant effects on their profits.
While large one-time grants like the ones provided by Egger et al. are
promising tools to promote local development (Haushofer and Shapiro,
2016; Gazeaud et al., 2023), this type of program is still relatively

existing businesses, leading to positive impacts beyond direct recipi-
ents. These positive spillovers on non-recipient households should be
accounted for to understand the full impact of cash-based assistance
(see e.g. Angelucci and De Giorgi 2009, D’Aoust et al. 2018, Egger et al.
2022). Second, the direct effect of cash-based assistance on recipients
depends, in the first place, on how businesses react to the demand

rare because of high cost.> Small but regular transfers through cash, shock, which in turn depends on the market structure and the features
mobile money, or vouchers are more widespread, reaching billions of of the program. Understanding theoretically and empirically how busi-
beneficiaries of social and humanitarian assistance (Honorati et al., nesses and markets respond to cash-based interventions is therefore

* We thank the editor and the anonymous reviewers, whose detailed and constructive comments contributed to significantly enhance the quality of the original
manuscript. We also thank Jennifer Alix-Garcia, Matthew Blackwell, Alexander Betts, Jeffrey Bloem, Stefan Dercon, James Fenske, Jason Kerwin, David McKenzie,
Naohiko Omata, Jonathan Roth, Gabriel Ulyssea, Carlos Vargas-Silva, Christopher Woodruff, and participants at numerous seminars and conferences for helpful
comments and discussions. We also thank Cory Rodgers, who coordinated the qualitative data collection, and Maria Flinder Stierna, Sterre Kuipers, Patrick
Mutinda, and our refugee enumerators for excellent research assistance during the quantitative survey. We are also grateful to the World Food Programme for
sharing data and knowledge about the Kakuma camp and the Kalobeyei settlement and for financing the data collection. The views expressed in this paper are
those of the authors and do not necessarily reflect those of the University of Oxford, the University of Antwerp, or the World Food Programme.

* Corresponding author at: University of Oxford, United Kingdom

E-mail address: olivier.sterck@uantwerpen.be (O. Sterck).
1 All authors contributed equally to the research.
2 Cash-based assistance includes programs delivering hard cash, digital transfers, and vouchers of various amounts and frequencies, with or without
conditionalities, and with or without restrictions on how and where the transfers can be spent.
3 In 2019, the NGO GiveDirectly distributed about 34 million USD worth of unrestricted cash transfers to 40,000 households. The recent meta-analysis
of Kondylis et al. (2021) suggests that larger transfers might be less cost-effective.

https://doi.org/10.1016/j.jdeveco.2023.103232
Received 6 December 2021; Received in revised form 9 August 2023; Accepted 28 November 2023

Available online 6 December 2023
0304-3878/© 2023 The Author(s). Published by Elsevier B.V. This is an open access article under the CC BY license (http://creativecommons.org/licenses/by/4.0/).


https://www.elsevier.com/locate/devec
http://www.elsevier.com/locate/devec
mailto:olivier.sterck@uantwerpen.be
https://doi.org/10.1016/j.jdeveco.2023.103232
https://doi.org/10.1016/j.jdeveco.2023.103232
http://crossmark.crossref.org/dialog/?doi=10.1016/j.jdeveco.2023.103232&domain=pdf
http://creativecommons.org/licenses/by/4.0/

A. Delius and O. Sterck

crucial, as this reaction ultimately determines effects on household
welfare. This is the objective of our paper.

Our contribution is theoretical and empirical. First, we build a
theoretical model of the effects of a cash-based intervention on prices,
business outcomes, and household welfare. The predicted impacts of
transfers on households and businesses depend on the degree of com-
petition but also on the characteristics of the cash-based intervention.
The case of unrestricted cash transfers in a perfectly competitive market
is simple: apart from a possible period of adjustment in the short run,
businesses do not benefit from transfers as prices are equal to marginal
costs. Benefits are entirely reaped by transfer recipients. Markets are
however rarely perfect, especially in developing countries. Regulations
and credit constraints often act as entry barriers in the formal sector.
Prices are rarely indicated. Transportation costs can be very large, as
roads are often non-existent or in poor conditions. The presence of fixed
costs means that the assumption of non-increasing returns to scale is
often inaccurate. We build a Salop circle model to study the effects
of cash transfers in the presence of market imperfections. With entry
barriers and transportation costs, we find that businesses indirectly
benefit from cash transfers, even after the adjustment period in the
short run.

We also extend the model to study the case of restricted cash
transfers that can only be spent at a limited number of licensed shops.
Restricted cash transfer programs are widespread, taking the form
of digital cash transfers or vouchers (Siu et al., 2023). Girling and
Urquhart (2021) estimate that, 29 percent of cash-based humanitar-
ian assistance in 2020 — nearly 2 billion USD — was provided with
restrictions on how and where the transfers can be spent. In the US, the
Supplemental Nutrition Assistance Program (SNAP) is distributing elec-
tronic cash transfers restricted to food, reaching 40 million Americans
in 2018 with total benefits amounting to 61 billion USD. Restricted cash
transfers are also used to promote eco-friendly consumption, as seen
in programs like the EcoCheque program in Belgium.* With restricted
transfers, we show that a two-tier market structure with two different
sets of prices may emerge: low prices in the cash market, which is more
competitive, and high prices in the new, restricted, market for digital
cash transfers or vouchers.

Our empirical analysis assesses the business impacts of a large-scale
program of restricted cash transfers implemented by the World Food
Programme (WFP) in Kenya. In 2018, about 400,000 refugees living in
camps or settlements in Kenya were receiving monthly digital transfers
worth 3 to 13 dollars.® These transfers were restricted to food items and
can only be spent at licensed shops. To ensure only licensed vendors
could sell to beneficiaries, WFP used a mobile money platform only
accessible to that group of vendors. Licenses were allocated by WFP
following a competitive process in two steps. First, applicants had to fill
an application form, in which they had to describe the characteristics
of their businesses and commit to certain standards of conduct. Second,
a multi-stakeholder committee with representatives from humanitarian
organizations and the Government of Kenya allocated the licenses
based on the data in the application forms. They deliberately selected
a diversity of shop owners in terms of gender, origin, and location of
their shops.

We assess the impact of being allocated a license on the business
and household outcomes of applicants. First, we provide evidence

4 Impact evaluations on the direct effects of restricted cash transfers have
been implemented in many settings, including in Ecuador (Hidrobo et al.,
2014, 2016), Lebanon (WFP, 2014a), Jordan (WFP, 2014b), the Democratic
Republic of Congo (Aker, 2017), Senegal (Savy et al., 2020), and Kenya (Siu
et al., 2023).

5 Our research focuses on the Kakuma refugee camp and the Kalobeyei
settlement in Northern Kenya which hosted more than 180,000 refugees at
the time of data collection. For security reasons, we could not undertake data
collection in the Dadaab refugee camp, where the same program was also
implemented.

Journal of Development Economics 167 (2024) 103232

suggesting that the allocation of licenses was quasi-random, conditional
on the data considered by the selection committee. In particular, the
unconfoundedness assumption is plausible in our study, because: (1) we
have a detailed understanding of how the licensing process took place;
(2) we have access to all the data available to the selection commit-
tee; (3) licensed and unlicensed businesses are operating in the same
economic environment and have been administered the same surveys;
(4) placebo tests confirm that treatment status is uncorrelated with pre-
determined characteristics proxying for entrepreneurial ability; and (5)
proxies for business size and capacity are insignificant when estimating
the propensity score, showing that the selection committee did not
systematically select the most (or least) successful businesses. As the
unconfoundedness assumption is rhetorically and statistically plausi-
ble (McKenzie, 2021), experimental and matching methods should
yield similar unbiased impact estimates (Heckman et al., 1997; Dehejia
and Wahba, 2002; Diaz and Handa, 2006). We match successful and
unsuccessful applicants using data from the application process, and
estimate the medium-term effects of obtaining a license to accept the
digital cash from the transfer on the revenue, profit, and productivity of
businesses and on some aspects of their operations, including prices. In
addition, we estimate medium-term effects on household consumption,
asset ownership, and total household income of applicants.

We find that the applicants selected to get a license massively ben-
efit from the cash transfer program. Licensed applicants have monthly
business revenues that are 3784 USD higher on average than unlicensed
applicants (+175%).° The effect of licenses on profits is also positive
and large. Applicants who received a license have monthly business
profits that are 685 USD higher on average than unlicensed applicants
(+154%). Licensed applicants also have more employees and higher
labor productivity, they sell a larger variety of commodities, and their
households have higher living standards than the control group.

These massive effects are partly explained by the fact that successful
applicants are more likely to have a business (+24 percentage points),
but also that licensed businesses are much more successful than un-
licensed businesses. We estimate that the effect of getting a license
on profits is higher than 526 USD per month (+86%) for businesses
that would exist even in the absence of cash transfer program. This
estimate, which is a lower-bound, is extremely large, about 18 times
the average monthly wage of paid employees (about 29 USD) and
39 times the value of monthly food assistance per refugee (about 13
USD). Importantly, we find no significant effect on sales for hard cash,
suggesting that negative spillovers between licensed and unlicensed
businesses are limited.

The large profits observed in the food retail sector provide evi-
dence of market imperfections in Kakuma and Kalobeyei. These market
imperfections have been magnified by the digital cash transfer pro-
gram. Using data from a household survey, we find that households
are charged higher prices for purchases paid with digital cash trans-
fers compared to purchases with hard cash. The digital cash transfer
program has generated two parallel markets. On the one hand, the
market for hard cash transactions is relatively competitive, with about
1400 shops offering low prices to attract consumers. On the other
hand, the new market for digital cash transfers is restricted to 252
licensed vendors which can charge higher prices. Because of market
imperfections, licensed businesses capture part of the benefits of the
cash transfer program. Our analysis suggests that most refugees would
gain from policies addressing these market imperfections.

More generally, our findings caution against the establishment of a
less competitive, parallel market for distributing cash-based assistance.
Organizations implementing cash-based interventions should identify
and address market imperfections to limit rent-seeking by businesses

6 We use the exchange rate at the time of the survey to convert KES into
USD: 0.0096.
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and maximize positive impacts on cash transfer recipients. How to do
that effectively is a topic for future research.

Our contribution to the literature is at least threefold. First, we
contribute to the vast literature on cash transfers (Bastagli et al., 2016),
by assessing indirect impacts of a large-scale program of restricted cash
transfers on local businesses. A series of recent studies have identified
indirect effects on non-recipient households and on prices (Angelucci
and De Giorgi, 2009; Haushofer and Shapiro, 2018; D’Aoust et al.,
2018; Cunha et al., 2018; Egger et al., 2022; Filmer et al., 2021).
To the best of our knowledge, only Egger et al. (2022) examines
indirect effects on local businesses, finding positive impacts on their
revenue but no significant impact on their profits. We highlight two
key differences between their analysis and ours. First, their program is
conceptually different. It involved one-time large cash grants of 1000
USD given to over 10,500 poor households, generating a large and
sudden fiscal shock in local communities. In contrast, our digital cash
transfer program provides small but regular transfers to more than
400,000 refugees registered in Kenya’s camps and settlements over
multiple years. Our program is also restricted to food and to certain
shops. The indirect impacts of the two programs on businesses may
sharply differ, because (1) regular and one-time transfers generate
different spending patterns (Haushofer and Shapiro, 2016), (2) cash
transfer restrictions affect how and where transfers are spent (Siu et al.,
2023), and (3) regular transfers are more predictable, so businesses
and markets may adjust differently. Second, the policy relevance of the
two programs also differ. While large one-time transfers are effective
tools to get people out of poverty traps (Haushofer and Shapiro, 2016;
Balboni et al., 2021; Gazeaud et al., 2023), this type of program is
still relatively rare because of high cost per recipient. By contrast,
small regular cash transfers are widely used throughout the world for
social and humanitarian assistance (Honorati et al., 2015; Gentilini
et al.,, 2020; Girling and Urquhart, 2021). Social and humanitarian
assistance often comes with restrictions to encourage certain purchases
or behaviors (Siu et al., 2023). Therefore, understanding the impacts
of regular and restricted cash transfers is, in our opinion, at least as
important as studying the impact of one-time large unconditional cash
transfers.

Second, we add to the literature on micro-enterprise performance
in developing countries. The bulk of this literature investigates how
supply-side constraints — and in particular financial and human capital
constraints — affect business outcomes. A series of recent experimental
papers study the effects of grants to business owners (De Mel et al.,
2008; Fafchamps et al., 2014; McKenzie, 2017; Bernhardt et al., 2019),
business training (McKenzie and Woodruff, 2014) or a combination
of the two (Blattman et al., 2014; Berge et al., 2015). A nascent
literature shows that social capital (Cai and Szeidl, 2018; Fafchamps
and Quinn, 2018) and managerial capital (Bruhn et al., 2018) also
partly explain the large heterogeneity in firm performance. By contrast,
our research focuses on an intervention affecting the demand side of
the market. We show that the demand shock induced by cash transfers
can affect prices and business outcomes, especially in the presence
of market imperfections. The retailers with access to this increased
demand flourish, but do not necessarily drive other businesses out of
the market.

Finally, our paper makes two methodological contributions. First,
we develop a new bounding approach to circumvent the sample selec-
tion problem arising because business outcomes are only observed for
applicants with a business, and business ownership itself may depend
on the treatment. Our approach, which is inspired by the work of Lee
(2009) and Attanasio et al. (2011), provides a lower-bound estimate of
the average treatment effect on “always-traders”, i.e. businesses that
would exist regardless of the cash transfer program. Second, we propose
a new method to deal with variables that have dispersed tails and
zero-valued observations. For such variables, the common practice in
applied economics is to apply the inverse hyperbolic sine (IHS) trans-
formation in order to limit dispersion, facilitate the interpretation of
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results, and reduce the influence of outliers (Bellemare and Wichman,
2019). We identify three fundamental issues affecting the IHS transfor-
mation of variables with zero- or negative-valued observations: it is (1)
non-invariant to linear transformations, (2) difficult to interpret, and
(3) largely ignoring the interesting differences between positive-valued
observations. We propose a quantile transformation that addresses
these issues.

The remainder of this paper is organized as follows. Section 1 devel-
ops a theoretical model of the effects of cash transfers on businesses and
households. Section 2 describes the context of the study and the cash
transfer program. Section 3 describes the data. Section 4 presents the
empirical strategy. Section 5 discusses the main results. Section 6 shows
that results are robust to various checks and specification changes. Sec-
tion 7 examines impacts on prices and discusses market imperfections.
Section 8 concludes.

1. Theory

We propose a general framework to study the indirect effects of a
cash transfer program on local retailers. We first outline a series of
theoretical predictions in the case of perfect competition. We then build
an extended Salop circle model to study the effects of cash transfers in
the presence of market imperfections. Finally, we extend this general
model to examine the effects of a digital cash transfer or voucher
program that is restricted to a set of licensed shops.

We highlight three differences between our model and existing
frameworks (see Cunha et al. 2018, Filmer et al. 2021 for recent con-
ceptual frameworks). First, our model assumes price competition while
existing frameworks assume quantity competition a la Cournot; price
competition seems more realistic in the context of food retailers. Sec-
ond, our model goes beyond impacts on prices and examines impacts
on sales, profits, and consumer welfare. Finally, our model considers
both unrestricted and restricted cash transfers, both modalities being
widely used by development and humanitarian actors to deliver cash
transfers (Siu et al., 2023).

1.1. Perfect competition

The perfect competition model relies on a series of strong assump-
tions, including (1) a large number of firms and buyers, (2) profit
maximization of sellers, (3) rational buyers, (4) homogeneous products,
(5) no barriers to entry/exit, (6) firms are price takers, (7) perfect in-
formation about prices and product characteristics, (8) zero transaction
costs and zero transportation costs, (9) perfect mobility of factors, and
(10) non-increasing returns to scale.

In a competitive market, equilibrium prices are determined by the
intersection of the demand and supply curves. At equilibrium, retailers
make zero economic profit. The direct effect of a new program of
cash transfers in such competitive market is to shift the demand curve
to the right. As a result, prices increase in the short run, leading to
supernormal profits for existing retailers. Attracted by supernormal
profits, new retailers enter the market, driving profits down to zero. In
summary, a new cash transfer program is expected to generate a short-
run economic boom for existing retailers, with increased prices and
supernormal profits. In the long-run, the entry of new retailers pushes
prices down to their equilibrium levels and profits converge back to
zero. Apart from the period of adjustment in the short run, retailers
do not benefit from a cash transfer program in a competitive market.
Benefits are entirely reaped by the transfer recipients.
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1.2. Imperfect competition

Retail markets in most developing-country contexts are broadly
satisfying the assumptions (1) to (4) listed above. Streets and markets
are usually packed with numerous shops and street vendors that are
selling broadly similar products. The situation seems somewhat differ-
ent when it comes to assumptions (5) to (10). While barriers to entry
are usually minimal in the informal economy (e.g. for street vendors),
regulations and credit constraints are often limiting entry in the formal
sector. Prices are rarely indicated, and price negotiation is frequent,
especially for bulk purchases. Transportation costs can be very large,
especially when roads are in poor conditions. As a consequence, the
law of one price rarely holds. The presence of transportation costs and
the immobility of some factors, especially infrastructure, also imply
that shop localization is an important factor determining business
performance. The assumption of non-increasing returns to scale is often
wrong because of the presence of fixed costs.

A useful framework that represents these conditions is the Salop
circle model (Salop, 1979), in which a continuum of consumers have
to pay transportation costs and a set of equidistant retailers face fixed
entry costs. Salop circle models typically assume that each consumer
buys at most one unit from a unique retailer. While this assumption
simplifies the resolution of the model, it is inconvenient to study
the impact of cash transfers because cash transfers precisely aim at
generating new purchases. We therefore extend the Salop circle model
by assuming that consumers have a budget b that is used to purchase
goods and to pay transportation costs. The budget b comes from two
sources: a wage w and a cash transfer ¢, such that » = w+t. We can study
the effects of the cash transfer by examining the comparative statics of
the model with respect to r. We focus on a model with a fixed number
n of equidistant retailers (we endogenize n by allowing free entry in the
market in Appendix A).

A continuum of consumers are placed around a circle of circum-
ference 1. Consumers maximize their consumption of a unique variety
of good. Each consumer i has a budget » = w + ¢ which is spent in
two ways. First, to purchase g; ; units of good at a retailer j at price
p;- Second, to pay transportation costs zd; ;, where 7 is the unit cost
of transportation and d,; is the distance between the consumer i and
its retailer j.” The budget constraint of a consumer i visiting shop j is
given by b= w +1 = g;;p; +7d;;.

A fixed number n of equidistant retailers use price competition to
maximize their profit. The marginal cost of production is constant and
denoted c. Retailers face a fixed cost of entry e. The price proposed by
a retailer j is denoted p;. Given symmetry, all shops will propose the
same price at equilibrium, implying that consumers visit their closest
shop. We assume that customers’ budget is large enough to cover
transportation costs to their nearest shop:

b=w+t>i )

This condition is necessary to have some competition between retailers.
If condition (1) is not satisfied, retailers are monopolists as customers’
budget only allows them to visit one shop at most.

Long-term equilibrium. In this setting, we show that the equilibrium
price p is given by (see Appendix A for details):
_ Aw+n*n?
2w +t)n — 7]?

The equilibrium price p is decreasing with the value of the cash
transfer 7. This shows that, in the presence of market imperfections,

(2)

7 Because of transportation costs, consumers visit one shop at most. As Sa-
lop (1979), we assume that transportation costs do not depend on the quantity
transported. We obtain similar theoretical predictions if we instead assume
that transportation costs are the sum of two components: one that depends on
distance and one that depends on quantity.
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a cash transfer program may actually reduce prices, despite higher
demand. With an increased budget, consumers have a higher incentive
to look for lower prices than to reduce transport costs. In turn, this leads
to higher competition between retailers, who reduce prices to attract
customers.®

At equilibrium, the profits of retailers are given by:
e 7[4(w + in — 712 e @)

16(w + 1)2n*

Profits are increasing with the value of the cash transfer 7. In the
presence of entry barriers and transport costs, cash transfers increase
the profits of retailers, despite the fact that increased competition leads
to a lower equilibrium price. Indeed, the increased number of units
sold more than compensate for the price reduction. This implies that
retailers capture part of the benefits of cash transfers in the presence
of market imperfections.’

In our model, consumers maximize consumption. Average consump-
tion is given by:

w+n-2 Rw +n0n = 7P[w+1) - -]

= p 4(w +1)%cn? “)
Consumers’ welfare is increasing with the value of the cash transfer ¢.
Cash transfers are therefore expected to increase consumers’ welfare,
even in the presence of market imperfections. Interestingly, the deriva-
tive of ¢; with respect to ¢ is larger than 1/p. In other words, a one-unit
increase in the value of the cash transfer ¢ increases consumption more
units than what one can buy with one unit of money. In the presence
of transportation costs and entry barriers, cash transfers yield a double
dividend: consumers not only have more money to buy goods, they
also benefit from lower prices due to increased competition between
retailers.'’

We now show that this double dividend disappears if supply cannot
fully adjust in response to the demand shock.

Constrained supply and short-term adjustment. The theoretical results
above assume that retailers instantaneously adjust their supply in re-
sponse to the demand shock induced by the cash transfer program.
This assumption does not need to be true in the presence of market
imperfections, especially in the short run. If, in response to a new cash
transfer program, retailers cannot adjust their supply in the short run,
then the short-term equilibrium price is such that the total demand
equals the constrained supply (see Appendix A for details):

_ 4w n*[4n(w + 1) — 7]
T (@nw - 7)(2nw — )2

St

)

The derivative of p* with respect to ¢ is positive: retailers respond
to increased demand by raising their prices. In fact, retailers capture all
the benefits of the cash transfer program in the short run, if supply is
sticky. The impact of cash transfers on consumers is null as the quantity
of goods exchanged is unchanged.

8 Comparative statics with respect to = and n are discussed in Appendix A.

9 The cross-derivative of profits with respect to ¢ and n is negative. Conse-
quently, the impact of a cash transfer program on retailers’ profit is larger if the
number of retailers n is low, that is, if competition is limited. If n approaches
infinity, cash transfers have no impact on profit. Similarly, the cross-derivative
of profit with respect to t and 7 is positive. The impact of a cash transfer
program on profit is larger if transportation costs are large.

10 The cross-derivative of average consumption § with respect to ¢ and n is
positive. Consequently, the impact of a cash transfer program is largest if the
number of retailers n approaches infinity, that is, if the market is perfectly
competitive. Similarly, the cross-derivative of average consumption ¢ with
respect to # and 7 is negative. The lower transportation costs are, the larger
the impact of a cash transfer program on consumers.
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1.3. Voucher and mobile money programs

For practical reasons, cash transfers can often be spent in selected
shops. This is typically the case for programs that rely on vouchers
or mobile money, including the program we will evaluate below. The
organizations implementing these programs usually select a limited
number of retailers that get licensed to accept vouchers or digital
payments. Such programs create a new, parallel, market characterized
by entry barriers and a restricted number of competitors. In such
settings, the effect of transfers on prices is ambiguous. On the one hand,
we have seen that cash transfers can stimulate competition in imperfect
markets. On the other hand, entry barriers protect licensed businesses
who have access to the new market. A likely outcome is a two-tier
market structure in which licensed businesses use two different sets of
prices.

We model this type of program by superimposing two Salop circles.
As before, we denote ¢ the amount of the cash transfer and w the
money that consumers get from other sources; m is the number of
shops licensed to sell in the new market for cash transfers, and » is
the total number of shops that are operating in the hard-cash market.
We assume that consumers go shopping twice, once to spend the cash
transfer money ¢ and once to spend money from other sources w;
these transactions are independent, implying that consumers have to
pay transportation costs twice.!! Equilibrium prices in each market are
therefore determined by Eq. (2), where w and ¢ are set to O respectively.
In this setting, prices in the new market for cash transfers are larger
than prices in the old market if rm < wn. This inequality is satisfied if
the number of retailers that have access to the new market is limited
and if the value of the cash transfers is low in comparison to the money
that consumers get from other sources. These conditions are expected
to be satisfied in most contexts, including in the empirical study below.

We highlight three implications when these conditions are satisfied
and there are market imperfections; these predictions will be tested in
the empirical part of the paper.

* Prediction 1: All shops generate super-normal profits.

+ Prediction 2: The impact of vouchers or mobile money transfers
on the profits of licensed businesses is positive as they benefit
from higher sales and from market protection in the new market.

+ Prediction 3: Retail markets are characterized by two prices: a
lower price in the cash market, which is more competitive, and a
higher price in the new market for vouchers or mobile money.

2. Background

The Kakuma refugee camp and the Kalobeyei settlement are located
in northern Kenya. The Kakuma refugee camp was established in
1992 following the arrival of 10,000 refugees, mainly unaccompanied
minors, who were fleeing war-torn Sudan. In 2018, when we collected
endline data, the camp was accommodating about 145,000 refugees,
mainly from South Sudan, Sudan, Somalia, Burundi, Democratic Re-
public of Congo, and Ethiopia. The Kalobeyei settlement was opened in
2016 to provide room for the still increasing number of refugees in the
region. It is located 3.5 km to the west of the Kakuma refugee camp and
was home to about 38,000 refugees. At both sites, refugees had access
to similar facilities (Betts et al., 2018a). However, the newer site in
Kalobeyei was designed as an integrated settlement which is promoting
refugee self-reliance and is also open to the host population.

While the Refugee Act of 2006 grants refugees access to work
permits, different constraints — e.g. movement restrictions — prevent
them from exercising this right in practice (Betts and Sterck, 2022).
As a result, refugees are compelled to engage in informal work, which

11 The assumption that transactions are independent is needed to simplify
the maths.
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is tolerated within the camps and settlements. NGOs and international
organizations seeking to employ refugees cannot do so formally and
consider them as “volunteers” receiving incentive payments. At the
time of our research, employment levels were low, especially among
recent arrivals. Data from 2016 and 2018 shows that only 24% of adults
in Kakuma and 10% of adults in Kalobeyei had an income generating
activity, and only a minority of households received remittances (Betts
et al., 2018b; MacPherson and Sterck, 2021). Most of those working
were employed by NGOs or an international organizations. Both sites
have high population density. Their markets are quite similar to those
of medium-sized urban economies in low-income countries. A busi-
ness census conducted by the Norwegian Refugee Council (NRC) in
September 2018 counted a total of 2250 businesses in the Kakuma
refugee camp and 450 in the Kalobeyei settlement, half of which are
food vendors. The other main types of businesses are shops selling
clothes, restaurants, bars, and barbers or hairdressers. Businesses have
to pay a yearly fee to obtain a business permit from the Turkana county
government. Although Kenyans can also have businesses in Kakuma
camp and Kalobeyei settlement, the vast majority of businesses are
owned by refugees.

2.1. The Bamba Chakula cash transfer program

The majority of the population in Kakuma camp and Kalobeyei
settlement is reliant on food assistance from WFP (Betts et al., 2018a).
After providing in-kind food rations for many years, WFP introduced a
program of digital cash transfers in 2015, called Bamba Chakula (BC),
which translates to “get your food” in Swahili. WFP variously describes
BC as a restricted cash transfer program, a voucher program, or an
electronic or digital cash transfer program. The BC system, which is
based on the M-Pesa platform, provides all registered refugees with a
monthly mobile money transfer.'?> The digital money can only be spent
on food items at 188 licensed BC shops in the Kakuma refugee camp
and 64 licensed shops in the Kalobeyei settlement. Using cash transfers
restricted to food items was required by the Kenyan authorities due to
concerns that unrestricted cash transfers could be diverted to finance
terrorist activities. Furthermore, retailers in the camps were concerned
about the security implications of handling large amounts of hard cash.
In order to receive their transfer each month, refugees have to verify
their presence in the camp by providing their fingerprint in a so-called
“proof of life” session. The whole BC transfer for a household is made
to one designated household member and depends on the household
size and location.

At the time of our survey, refugees based in the Kakuma refugee
camp were receiving about 30% of their monthly ration as BC trans-
fer, while the rest was provided in-kind. In the Kalobeyei settlement,
virtually all food aid was distributed through the BC program (Betts
et al., 2018a).'> With the combination of the cash transfers and in-
kind rations, all refugees in Kalobeyei and Kakuma should be able to
consume 2100 kcal per day at local market prices. Given widespread
poverty, food assistance is extramarginal for a majority of households.

The BC purchases for a household typically include heavy bags of
staple food that are difficult to carry over long distances, such that
refugees often pay a boda-boda (motorbike taxi) to transport their

12 All refugee households were provided with a BC SIM card. BC businesses
are required to have spare phones that customers can use to process payments.
They can redeem the revenue of BC sales for cash.

13 The combination of in-kind and cash transfers in Kakuma reflects the
fact that donors — e.g. USAID — make both in-kind and cash donations to
WEP. In Kakuma, the proportion of in-kind versus cash assistance depends on
household size (Table A.6). Since the creation of the Kalobeyei settlement, WFP
distributed cash transfers to promote refugee self-reliance and develop local
economies (MacPherson and Sterck, 2021). In both Kakuma and Kalobeyei,
refugees are receiving a small in-kind supplement of Corn-Soy Blend to prevent
malnutrition.
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goods home. Most refugees go to retail shops within the Kakuma
camp and Kalobeyei settlement. A trip costs between 100 and 250 KES
(between 1 USD and 2.5 USD) when buying from one of the nearest
market areas, a significant cost compared to the value of the monthly
transfer per refugee.

2.2. Allocation of Bamba Chakula licenses

Licenses for participation in the BC system were allocated to food
retailers following a competitive selection process.'* Four application
rounds were organized: two for food retailers in the Kakuma refugee
camp, one for food retailers in the Kalobeyei settlement and one specif-
ically for Kenyan business owners intending to move to the Kalobeyei
settlement. Each application round was widely advertised with the help
of a public relations company. WFP held information sessions, made
speaker announcements, sent enumerators to approach all shop owners,
and used the network of market leaders to reach all food vendors in
the respective site. On pre-specified dates, enumerators went back to
the markets to fill in application forms with business owners. Help-
desks were also set up to assist retailers with the application process.
After the application deadline, shop visits were conducted to verify
the information provided in the application forms. About 93% of BC
applicants located in the Kakuma camp and Kalobeyei settlement were
refugees.

Upon completion of the application phase, a spreadsheet containing
each applicant’s information was passed on to a multi-stakeholder
committee with representatives from humanitarian organizations and
the Government of Kenya for selection.’” The committee’s main goal
was to select a mixed group of business owners in terms of gender,
origin, and location of their shops. That way, the selection committee
wanted to avoid tensions between communities and ensure that all
refugees would have a BC shop close to their homes, ideally with a
shop owner who shares a common language. Shops selling fruits and
vegetables and who have a weighing scale were preferred.

To be eligible, traders had to be already selling food in the camp or
settlement. There were no hard criteria related to shop size or capacity,
as the selection committee assumed that businesses would quickly
expand after obtaining a BC license. Selling items at the smallest scale,
e.g. from a small blanket in the marketplace or from someone’s home,
was considered sufficient. Selected traders were given a gra