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Objectives

1. Understand why pricing transparency is important 
for microfinance

2. Understand why pricing transparency is important 
for your financial institution

3. Understand APR and EIR calculations

4. Gain familiarity with the Data Collection Tool

5. Be prepared to submit data from your institution 
to MFT.



The Role of Transparency in the 
Health of an Industry

·MFIs sell products

·Products have prices

·Micro-credit prices are extremely confusing

·LŦ ōǳȅŜǊǎ ŘƻƴΩǘ ƪƴƻǿ ǘǊǳŜ ǇǊƛŎŜǎΣ ǘƘŜ ƳŀǊƪŜǘ ŘƻŜǎƴΩǘ 
work

·If buyers get abused, microfinance becomes a tarnished 
industry

·Transparent pricing protects the poor and protects the 
microfinance industry



The Good News in October 2006



Χ ŀƴŘ ǘƘŜ ōŀŘ ǇǊŜǎǎ ŀ ȅŜŀǊ ƭŀǘŜǊ



Χ ŀƴŘ ǘƘŜ ōŀŘ ǇǊŜǎǎ ǘǿƻ ǿŜŜƪǎ ŀƎƻ



Moneylenders
From 1000 BC - Present

ά/ǊŜŘƛǘ ¦ǎǳǊȅέbDh 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 temptation
Maximize interest
Maximize profitSome activity is now blurring the lines 

between microfinance and moneylending

¢ǊŀƴǎŦƻǊƳŀǘƛƻƴ ōŜƎƛƴǎΧΦ²ƘƛƭŜ ǎǳǇǇƭȅ ŘƻŜǎƴΩǘ ƳŜŜǘ 
ŘŜƳŀƴŘΧΦ

Financial Services for the Poor
3000 Years on One Slide



The Poor and Credit

·¢ƘŜ ǇƻƻǊ ƘŀǾŜ ŀƭǿŀȅǎ ƘŀŘ ŀŎŎŜǎǎ ǘƻ ŎǊŜŘƛǘΧ ŦƻǊ ŀ 
price!

·Microfinance was born to provide a low-cost 
alternative to the moneylenders

·Ironically, we have unintentionally created a 
confusing environment where nobody knows the 
true price of microcredit products

·Non-transparent pricing creates a major market 
imperfection, impeding competition and consumer 
choice



Four Key Points on Pricing 
Transparency

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

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

·Non-transparent pricing creates a serious market 
imperfection, resulting in poor choices by consumers and 
generating the potential for high profits from lending to the 
poor

·Pricing transparency is essential to well-functioning markets, 
promoting efficiency, healthy competition, and better prices 
for millions of poor people
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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 equal to the costs of that loan.  This is the 
άbreakeven pointέΦ



Loans larger than 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%.


