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The Good News in October 2006



é and the bad press a year later



Interest rates quoted in Business Week

ÅCompartamos:  105%

ÅBancoAzteca:   90%

ÅWal-Mart:   86%

ÅQuestion: Which of these do you consider MFIs?

ïDoes the publicdistinguish them?

ïDoes the governmentdistinguish them?

ïDo clientsdistinguish them?

ï9ǾŜƴ .ǳǎƛƴŜǎǎ ²ŜŜƪ ǊŜŀƭƭȅ ŘƛŘƴΩǘ ŘƛǎǘƛƴƎǳƛǎƘ ǘƘŜƳ



ÅCƻǊ ŀ ŘŜŎŀŘŜ ǿŜ ƘŀǾŜ ōŜŜƴ άƳƻǾƛƴƎ ƳƛŎǊƻŦƛƴŀƴŎŜ 
ƛƴǘƻ ǘƘŜ ƳŀǊƪŜǘǇƭŀŎŜέ

ÅWe have an impressive record of transparency on 
financial performance 

ÅHowever, product pricing is a major element of 
profit, and transparent pricing has not been widely 
practiced

ÅNon-transparent pricing creates a major market 
imperfection, one that can be used to advantage by 
institutions in the market

Transparency and Commercialization



Financial Services for the Poor
3000 years on one slide

Moneylenders
From 1000 BC - Present

ά/ǊŜŘƛǘ ¦ǎǳǊȅέ
bDh άǇǊƻƧŜŎǘǎέ
мфтлΩǎ ςмфулΩǎ
Credit-and-training
Very low interest Double-Bottom Line MFIs

мффлΩǎ-нлллΩǎ
Sustainable
Credit-led
Moderate interest
Double-bottom line

Single-bottom Line
The future?
Maximize interest
Maximize profit

Some businesses are now blurring the lines 

between microfinance and money lending



1. Interest rates vary significantly relative to loan     
size, making transparency difficult

2. We operate in an industry where non-transparent 
pricing is common

3. Non-transparent pricing creates a serious market 
imperfection, generating the potential for high 
profits from lending to the poor

4. Pricing transparency is essential to well-functioning 
markets, promoting efficiency, healthy competition, 
and better prices for millions of poor people

Four Key Points on Pricing Transparency
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Costs are relatively flat relative to loan size.  It costs 
nearly as much to make a $100 loan as a $1000 loan.



Income is generated as a percentage of the loan 
amount and therefore highly correlated to loan size.



For a given interest rate, there is a point where income from a single loan will be 
Ŝǉǳŀƭ ǘƻ ǘƘŜ Ŏƻǎǘǎ ƻŦ ǘƘŀǘ ƭƻŀƴΦ  ¢Ƙƛǎ ƛǎ ǘƘŜ άōǊŜŀƪŜǾŜƴ ǇƻƛƴǘέΦ  [ƻŀƴǎ ƭŀǊƎŜǊ ǘƘŀƴ 
this amount will generate profit.  Loans lower will generate financial loss.



If an institution wants to deliver smaller loans at the 
same interest rate, they will lose money.  What must 
they do if they want to make these smaller loans 
financially sustainable?



They need to raise the interest 
rate, say from 30% to 40%.



As the loan size decreases, the 
interest rate must continue to 
increase in order to have a 
viable loan product..


