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ODbjectives

Understand why pricing transparency Is important
for microfinance

Understand why pricing transparency Is important
for your financial institution

Understand APR and EIR calculations
Gain familiarity with the Data Collection Tool

Be prepared to submit data from your institution
to MFT.
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The Role of Transparency In the
Health of an Industry

MFIs sell products

Products have prices

Micro-credit prices are extremely confusing

LT 0dz2SNA R2y QU 1y2¢ (NHzS
work

If buyers get abused, microfinance becomes a tarnished
Industry

Transparent pricing protects the poor and protects the
microfinance industry
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Nobel Winner Yunus:
Microcredit Missionary

Economics professor Muhammad Yunus
wasn't afraid to turn the rules of banking

upside down

Editor's Note: Bangladesh’s Muhamimad Yunus and the
bank he founded, Grameen Bank, which created a new
cateqory of banking by granting millions of small loans to
poor people with no collatera—thelping to establish the
microcredit movement across the developing world—won |
Friday. On its Web site, the Morwegian Mobel Commiltee 5
Yunus, 683, and the bank 'Tor their efforts to create econom
below. "
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The Ugly Side of
Microlending

How big Mexican banks profit as many poor
borrowers get trapped in a maze of debt

* The Dark Side of Microfinance

= Plus: Wal-Mart Banks on the Unbanked

e Plus: Compartamos: From Nonprofit to Profit

Google and the Wisdom of
Clouds

A lofty new strategy aims to put incredible
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Small change The Boston Globe

Billions of dollars and a Nobel Prize later, it looks like ‘microlending’ doesn't actually
do much to fight poverty
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Financlal Services for the Poor
3000 Years on One Slide
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Moneylenders
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Creditandtraining
Very low interest .
3 Double-Bottom Line MFIs
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Creditled

Moderate interest Singlebottom Line
Doublebottom line The temptation

C o : : Maximize interest
Some activity is now blurring the lines Maximize profit
between microfinance and moneylending
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The Poor and Credit

¢KS LI22NJ KIS fgreéea KI
price!

Microfinance was born to provide a legnst
alternative to the moneylenders

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

Nontransparent pricing creates a major market
Imperfection, impeding competition and consumer
choice

% mftransparency.org



Four Key Points on Pricing
Transparency

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

We operate in an industry where ndransparent pricing Is
common

Nontransparent 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 welhctioning markets,
promoting efficiency, healthy competition, and better prices
for millions of poor people
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Breakeven Points related to Loan Size and Interest Rate

Costs are relatively flat relative to loan size.
costs nearly as much to make a $100 loan as
$1000 loan.

Loan Size ———»
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| Breakeven Points related to Loan Size and Interest Rate

$ Income (30%)
Profit

Costs

Financial Loss

Income is generated as a percentag
of the loan amount and therefore

highly correlated to loan size.

Loan Size ——»
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Breakeven Points related to Loan Size and Interest Rate

single loan will be equal to the costs of that loan. This is the

Y For a given interest rate, there is a point where income from a
cbreakeven poing @

©w

Income (30%)

Profit

Breakeven Point

Costs

Financial Loss

Breakeven Loan Size

Loan Size ———»
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Breakeven Points related to Loan Size and Interest Rate

0

Income (30%)

Profit

Breakeven Point

Costs

Loans larger than this
amount will generate
profit.

Financial Loss

Breakeven Loan Size

Loan Size
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Breakeven Points related to Loan Size and Interest Rate

0

Loans lower will
generate financial loss

Financial Loss

.

Breakeven Loan Size

Breakeven Point

Loan Size ——»

Income (30%)

Profit

Costs
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Breakeven Points related to Loan Size and Interest

Rate

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?

Loan Size ——»

Income (30%)

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