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FORWARD FROM MFTRANSPARENCY 

This is an historic moment for MFTransparency, for microfinance in India, and for microfinance in the world.  

Never before has accurate pricing information for so many clients been publicly available.  Our data set contains 

pricing information from 82 Indian MFIs, representing US$4.5 billion in loans to 27 million clients, over 90% of 

whom are women. In terms of the approximate, known total market activity, this represents approximately 77% 

of active borrowers and 80% of the total gross loan portfolio.1 

Product prices are fundamentally important with any product, and more so with financial products sold to the 

poor.  With transparent pricing information, better decisions are made by all stakeholders, and with the 

information now accessible from www.mftransparency.org, better decisions will be made in India. 

MFTransparency would like to thank the sponsors Citi Foundation, the Michael & Susan Dell Foundation, 

Standard Chartered Bank and the Microfinance Institutions Network (MFIN) for their support and 

encouragement to launch MFTransparencyΩǎ Transparent Pricing Initiative in India. Without their support this 

project would not have been a success.  We give particular thanks to Standard Chartered Bank, who not only 

was the initial funder of the Initiative, but also played a key role in bringing together the broader funding 

consortium.  The Initiative very possibly would not have moved to implementation without the encouragement 

ŀƴŘ ǎǳǇǇƻǊǘ {/.Ωǎ ǘŜŀƳ ǇǊƻǾƛŘŜŘ ƛƴ ǘƘŜ Ŝŀrly stages. 

We are also very pleased with the support and interest we have received from the College of Agricultural 

Banking (CAB) and the Reserve Bank of India. We are looking forward to our workshop together in February 

2011, which CAB has graciously agreed to host, as an opportunity to have a deeper discussion about the data 

and its potential for informing policy. It is very important for this initiative to have the support of a wide variety 

of international and national stakeholders in order to ensure that the initiative adds value to the sector, and 

both CAB and the RBI have played their roles in giving this project meaning.  

We are also grateful to ACCESS Development Services for their operational support and for serving as a strong 

anchor for the Initiative. We are particularly thankful to Vipin Sharma and SP Mishra for their vision and 

ŎƻƳƳƛǘƳŜƴǘ ǘƻ ǘƘŜ ǇǊƻƧŜŎǘΩǎ ǎǳŎŎŜǎǎΦ 

MFIN leaders were also instrumental to the implementation of the Initiative. Their support was especially critical 

during the data collection phase in ensuring strong participation levels among their membership.  

We are grateful to the Institute for Financial Management and Research (IFMR) for their partnership in helping 

to organize and publicize our launch workshop in Chennai. We were extremely pleased with the wide 

participation we received thanks in large part to their support.  We would also like to thank the UN Solution 

Exchange Microfinance Community of Practice for serving as our outreach partner to help in spreading the word 

about the Initiative when we were launching the project in April. Last but not least, we would like to thank the 

                                                           

1
 These market share figures were compiled primarily using data from the MIX market. As the true scale of the Indian 

microfinance market is unknown, these figures are approximations. 

http://www.mftransparency.org/
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participating MFIs for their time, dedication and enthusiasm. The Transparent Pricing Initiative in India could not 

have been a success without the wide support and participation of more than 80 MFIs in India. We look forward 

to continuing the dialogue and partnership with all Indian MFIs in promoting transparency and consumer 

protection in India. 

 

Chuck Waterfield   Narasimhan Srinivasan 

President & CEO   Board Chair 

MFTransparency   MFTransparency 

 

FOREWORD FROM ACCESS DEVELOPMENT 

Once it established itself as a sustainable strategy that impacts the poor, the microfinance sector, globally, has 

grown at a blistering pace. Much over a 100 million poor benefit from the access to financial services that is now 

available through the models and mechanisms devised by the sector. However, in the last one decade, 

considerable debate has been raised on the issue of pricing of microcredit loans. While we have no global 

ōŜƴŎƘƳŀǊƪǎ ƻƴ άŀǇǇǊƻǇǊƛŀǘŜέ ǇǊƛŎƛƴƎ ƻŦ ƭƻŀƴǎΣ ƎƛǾŜƴ ƎǊŜŀǘ ǾŀǊƛŀǘƛƻƴǎ ōŜǘǿŜŜƴ regions and countries, seemingly, 

the rates that the sector charges to clients is seen as high. Given the new momentum towards client protection, 

a new dimension aŘŘŜŘ ǘƻ ǘƘŜ ŘŜōŀǘŜ ŀƴŘ ŘƛǎŎǳǎǎƛƻƴǎ ƛǎ ǘƘŜ ƛǎǎǳŜ ƻŦ άǘǊŀƴǎǇŀǊŜƴŎȅέΦ 5ƻŜǎ ǘƘŜ ŎƭƛŜƴǘ ƪƴƻǿ Ƙƻǿ 

her loans are priced? The MFTransparency initiative, started two years back, is a very welcome response to the 

industry concerns on transparency in pricing, and ACCESS feels privileged to collaborate and house this initiative 

within India.        

Particularly in India, where there is duality of distribution channels for delivering microcredit, the concerns on 

ǇǊƛŎƛƴƎ ŀǊŜ ǎŜǊƛƻǳǎƭȅ ǘƘǊŜŀǘŜƴƛƴƎ ǘƘŜ ǎŜŎǘƻǊΩǎ ǊŀǘƛƻƴŀƭŜΦ While on the one hand, there is a comparison between 

the rates at which poor self-help groups get their loans from bank branches under the Linkage banking 

programme and the rates offered by microfinance institutions to their clients, on the other hand, there are 

concerns on the hidden costs that clients are unaware of, while accessing loans from MFIs. While not attempting 

to prescribe the reasonability of rates at which clients should get loans, the MFT initiative supports an effort to 

analyze the true costs charged by different MFIs and other providers and share them at a sectoral level for 

institutions to compare their rates with other institutions, for policy makers to track pricing trends and also to 

allow global comparisons within the sector. The MFT inƛǘƛŀǘƛǾŜ ƛƴŦƻǊƳǎ ŀƴŘ ƛƴŦƭǳŜƴŎŜǎ ōƻǘƘ ǘƘŜ άǊŜǎǇƻƴǎƛōƭŜ 

ǇǊƛŎƛƴƎέ ŀǎ ǿŜƭƭ ŀǎ ǘƘŜ άŎƭƛŜƴǘ ǇǊƻǘŜŎǘƛƻƴέ ƳƻǾŜƳŜƴǘΣ ƛƴŎǊŜŀǎƛƴƎƭȅ ƎŀƛƴƛƴƎ ƳƻƳŜƴǘǳƳ ƛƴ ǘƘŜ {ŜŎǘƻǊΦ Lƴ ǎƻƳŜ 

manner, it also traces trends in commercialization of the sector.      

It was very timely that MFTransparency has launched its Transparent Pricing Initiative in India ǿƘƛŎƘΣ LΩƳ ǎǳǊŜΣ 

will ensure the availability of verifiable pricing data of Indian MFIs according to globally accepted standards. This 

will be the first time in the country when such a rigorous and extensive research has been carried out on pricing 

transparency, having participation of MFIs from every region of the country, representing approximately 80% in 

terms of market share. The information this initiative envisages to generate is vital. It will be relevant to all the 
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stakeholders in the sector including the microfinance client, policy makers, regulators, donors, investors, 

researchers and the MFIs and will enable them all to make informed decisions in their respective functions. 

ACCESS, since its inception, been focused on undertaking diverse initiatives that support the growth, knowledge 

development and sustainability of the microfinance sector in India. Our association with the MicroFinance 

Transparency in facilitating the Transparent Pricing Initiative in India is core to the mandate and strategies of 

ACCESS. It has been, and continues to be a privilege to provide support to MicroFinance Transparency in 

establishing its secretariat at our head office in Delhi and in reaching out to different stakeholders. 

The overwhelming positive response of the MFIs in this voluntary initiative is a testimony of its success. I would 

like to thank the participating MFIs for their active engagement in this initiative and would also urge that the 

sector should look at this as an ongoing initiative that will require continuous effort of the participating MFIs to 

periodically update their data.  

I hope the findings of this initiative and the live pricing data of India along with that of the other countries 

ŀǾŀƛƭŀōƭŜ ƻƴ ǘƘŜ aƛŎǊƻCƛƴŀƴŎŜ ¢ǊŀƴǎǇŀǊŜƴŎȅΩǎ ǿŜōǎƛǘŜ ǿƛƭƭ ƘŜƭǇ ŘƛŦŦŜǊŜƴǘ  ǎǘŀƪŜƘƻƭŘŜǊǎ ƴƻǘ ƻƴƭȅ ƛƴ ǘƘŜ ŎƻƴǘŜȄǘ ƻŦ 

India but globally as well. 

  

Vipin Sharma 

CEO, ACCESS Development Services, New Delhi 
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PRICING TRANSPARENCY 

This section provides an overview of the importance and major components of pricing transparency, as well as 

how MFTransparency is leading the industry movement for transparent pricing.  

THE IMPORTANCE OF PRICING TRANSPARENCY 

While microfinance has been operational in India for several decades now, it was relatively unknown globally 

until several years ago.  As microfinance came into the public eye, for 

the most part it was widely respected as a tool for helping the poor. 

The microfinance industry as a whole has developed and matured at a 

rapid pace in recent years, with some milestones meeting with 

international criticism. As microfinance institutions have made 

progress toward becoming financially sustainable, some have 

questioned their continued success in remaining fully committed to 

their social mission.  The ƛƴŘǳǎǘǊȅΩǎ ǾǳƭƴŜǊŀōƛƭƛǘȅ ǘƻ ƴŜƎŀǘƛǾe perception 

is exacerbated by the fact that there is little explanation or 

understanding of pricing in microfinance. The current situation in the international microfinance industry 

demonstrates, more than ever, the importance of pricing transparency. 

THE NEED FOR TRANSPARENCY 

aŀƴȅ ƭŜŀŘŜǊǎ ƘŀǾŜ ŘŜǎŎǊƛōŜŘ ǘƘŜ ŎǳǊǊŜƴǘ ǎƛǘǳŀǘƛƻƴ ƛƴ ƳƛŎǊƻŦƛƴŀƴŎŜ ŀǎ ŀ άƳƛŘ-ƭƛŦŜ ŎǊƛǎƛǎΦέ ¢ƘŜ ƴŜȄǘ ǎǘŀƎŜ ƛƴ ǘƘŜ 

growth of the industry will require a new level of understanding and openness about the costs of lending in 

small units and transparent communication of the prices charged to cover those costs.   In India, Mr. Vijay 

aŀƘŀƧŀƴ ƻŦ .!{L· Ƙŀǎ ǎŀƛŘ ǘƘŀǘ άǘƘŜ ŎƻƳƛƴƎ ŘŜŎŀŘŜ ǿƛƭƭ decide the fate of the sector, deciding whether 

microfinance will reduce poverty or if it will be subjected to further criticism.έ2 Particularly in India, the 

microfinance sector has developed and matured to a stage where it is able to demonstrate that commercial 

microfinance is not always synonymous with exploitation. However, transparent pricing is a necessary ingredient 

in proving that commercial microfinance can truly be pro-poor. 

Due to the challenges of interpreting and comparing prices of financial products, regulations require commercial 

lenders in many countries to state true product pricing using standards such as the APR (Annual Percentage 

Rate) formula mandated forty years ago in the US Truth-in-Lending Act.  Such laws were enacted to help 

consumers make informed decisions between loans that seem comparable but in actuality have very different 

prices. We currently have the same disparity in the microfinance industry that existed in the US prior to Truth-in-

Lending laws.  For example, a quoted interest rate of 3% per month can result in an APR between 36% and 96%, 

                                                           

2
 Interview conducted by Microfinance Insights, host publication for Srijan 2010 

{ƘƻǳƭŘƴΩǘ ǘƘŜ ǎŀƳŜ ǇǊƛƴŎƛǇƭŜǎ ƻŦ 

transparent pricing applied 

within the commercial finance 

industry in many countries also 

apply to the microfinance 

industry? 

http://campaign.r20.constantcontact.com/render?llr=xaq4swcab&v=0017tAQmPa9WeZeVWClvSsAhma3o9dpBA6R_2C94HB-ZzaXFE0vHT12iAlItZ_Mp83UcFHZ_WKBEayBQNENDT_FTrPfuISpUrJM-9n7t3tsV4p1EQuRKgGZvw%3D%3D
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and beyond.  An important question for ǳǎ ǘƻ ŎƻƴǎƛŘŜǊ ƛǎΥ  {ƘƻǳƭŘƴΩǘ ǘƘŜ ǎŀƳŜ ǇǊƛƴŎƛǇƭŜǎ ƻŦ ǘǊŀƴǎǇŀǊŜƴǘ ǇǊƛŎƛƴƎ 

applied within the commercial finance industry in many countries also apply to the microfinance industry? 

Pricing transparency is essential to well-functioning markets, promoting efficiency, healthy competition, and 

better prices for millions of poor people. However, obscure pricing in the microfinance industry has proliferated 

in the absence of a strong regulatory framework for microfinance. Without an established, independent credit 

bureau, the microfinance industry needs to develop policies to promote stronger industry-driven consumer 

protection. In the current context, there is an urgent need to remove distrust and suspicion related to interest 

rates. 

UNDERSTANDING TRANSPARENT PRICING 

There are four key points to focus on when addressing pricing transparency: 

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

cost of providing a micro-loan is relatively similar for all loan sizes, the smaller the loan the higher a 

percentage of the loan amount this cost constitutes. Therefore, microfinance institutions (MFIs) with a 

goal of financial sustainability must charge higher prices, as a percent of the loan amount, to cover the 

costs of that loan.  Often, the result is that MFIs charge the highest rates on the smallest loans, 

frequently targeted to the poorest clients, which many may perceive as an unethical aspect of 

microfinance.   

 

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

practiced for many reasons which can include gaining a competitive edge, masking inefficiency and 

operating within a policy framework that is not effective in addressing pricing transparency. Another 

contributing factor is the challenge of explaining why MFIs need to charge higher interest rates than the 

commercial sector, and to charge the highest interest rates to the poorest clients. The easier alternative 

in some cases has been to use non-transparent pricing.  Microfinance organizations often use a 

confusing set of pricing ƳŜŎƘŀƴƛǎƳǎΣ ǎǳŎƘ ŀǎ ŜƳǇƭƻȅƛƴƎ άŦƭŀǘέ ƳƻƴǘƘƭȅ ƛƴǘŜǊŜǎǘ ǊŀǘŜǎ3 and adding 

additional fees, to make a quoted price appear significantly lower than the actual price. 

 

3. Non-transparent pricing creates a serious market imperfection, resulting in poor price-setting 

decisions on the part of institutions which Ƴǳǎǘ ƻǇŜǊŀǘŜ ǿƛǘƘƻǳǘ ƪƴƻǿƭŜŘƎŜ ƻŦ ǘƘŜƛǊ ŎƻƳǇŜǘƛǘƻǊǎΩ ǇǊƛŎŜǎΣ 

and also poor choices by consumers who cannot accurately compare the products available to them. 

This also generates ǘƘŜ ǇƻǘŜƴǘƛŀƭ ŦƻǊ ƘƛƎƘ ǇǊƻŦƛǘǎ ŦǊƻƳ ƭŜƴŘƛƴƎ ǘƻ ǘƘŜ ǇƻƻǊΦ LŦ ŎƭƛŜƴǘǎ ŘƻƴΩǘ ƪƴƻǿ ǘǊǳŜ 

ǇǊƛŎŜǎΣ ǘƘŜ ƳŀǊƪŜǘ ŘƻŜǎƴΩǘ ǿƻǊƪΦ This can lead to client abuse, overindebtedness and inhibited 

                                                           

3
 Flat interest rates, very common in microfinance, mean that the interest each period is calculated on the original amount 

of the loan, rather than the current balance. 
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competition leading to higher prices. A lack of transparency also invites political and regulatory 

reactions, like interest rate caps, that may reduce the availability of credit to the poor.  

 

4. Pricing transparency is essential to well-functioning markets, promoting efficiency, healthy 

competition, and better prices for millions of poor people.  Pricing transparency can contribute to 

building healthy and vibrant markets for microcredit products by providing a valuable component 

necessary to free markets and now virtually absent in microfinance: transparent, open communication 

about the true costs of the products.  The average consumer would not want to buy any product 

without understanding its real price. There is no reason why micro-loan clients should be forced to do 

so.  

The microfinance industry has tolerated non-transparent pricing thus far mainly because of the wide range of 

practices that exist across countries and within countries. MFIs have very different products which need to be 

priced differently. It can be challenging to communicate this to both the public and the end-client, especially 

without strong client protection mechanisms in place. MFTransparencyΩǎ Transparent Pricing Initiative in India is 

one of several initiatives now addressing this issue in the Indian microfinance market.  

ABOUT MFTRANSPARENCY 

MFTransparency works to address the issue of transparent pricing in the microfinance industry, for the reasons 

explained above, through the methodology described in the following sections.  

OBJECTIVES & METHODOLOGY 

MicroFinance Transparency enables transparent communication 

between suppliers and consumers of microcredit products. We are a 

US-based non-profit dedicated to addressing the issue of transparent 

pricing in the microfinance industry. We are the implementing 

ǇŀǊǘƴŜǊ ŦƻǊ ¢ƘŜ {ƳŀǊǘ /ŀƳǇŀƛƎƴΩǎ /ƭƛŜƴǘ tǊƻǘŜŎǘƛƻƴ tǊinciple #2: 

Transparent and Responsible Pricing and we provide product pricing 

calculations for the Social Performance Report to the MIX and the 

Social Performance Task Force.  

By providing a valuable component necessary to free markets and 

currently virtually absent in microfinance ς transparent, open 

communication about the true cost of the product ς 

MFTransparency is the venue for the microfinance industry to 

publicly demonstrate its commitment to transparency, integrity and 

poverty alleviation. Our ultimate goal is to provide essential 

information necessary for healthy free market conditions.  

Mission & Vision 

Our Mission is to be the venue for 

the microfinance industry to 

publicly demonstrate its 

commitment to pricing 

transparency, integrity and poverty 

alleviation. 

Our Vision is a microfinance 

industry operating with healthy 

free market conditions where 

consumers and other stakeholders 

can make informed decisions. 
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TRANSPARENT PRICING INITIATIVE 

Our methodology, known as the Transparent Pricing Initiative, is an innovative combination of training, interest 

rate disclosure, education and policy advisory that seeks to engage the broad range of industry stakeholders. We 

employ this methodology internationally on a country-by-country basis, adapted to meet the specific 

characteristics of each market.  

TRAINING 

In each country where we work, we launch the Transparent Pricing Initiative with a training workshop to which a 

range of local industry stakeholders are invited. Through this workshop we offer initial training on the 

calculation of interest rates, the importance of transparent pricing and how to communicate prices to clients in 

a way that is clear and consistent. These workshops are also a unique opportunity for dialogue on the issue of 

transparent pricing.  

INTEREST RATE DISCLOSURE 

Following this training workshop we then undertake a data collection process in which we gather pricing 

information for microloan products offered within the country. When we have data representing the vast 

majority of the market, we publish it on our website along with contextual information. For each product we 

calculate Annual Percentage Rates (APRs) and Effective Interest Rates (EIRs), so that all costs to the client are 

taken into account and prices are comparable across products. All prices are calculated from and verified by real 

repayment schedules submitted by MFIs and also published on our website. Additionally, the pricing information 

for each product is presented in graphs that demonstrate the relationship between loan size and interest rate in 

the market where it is offered. 

We also work with microfinance institutions, networks and regulators to facilitate the use of transparent pricing 

practices such as standardized loan documentation, the use of declining as opposed to flat interest rates and 

disclosure to clients of all costs of borrowing including fees, charges and commissions and compulsory savings 

requirements.  

EDUCATIONAL MATERIALS 

In each country where we work, we design educational materials tailored to the local context and the specific 

needs of each stakeholder group, including tools for MFIs to use in calculating prices, policy recommendations 

for regulators and financial literacy materials for clients. 

Our approach is based on the belief that all microfinance industry stakeholders stand to benefit from 

transparent pricing. In every project we engage the full range of players including clients, microfinance 

institutions, MFI networks, funders, regulators, technical assistance providers, research institutes, media and the 

general public. We work closely with organizations that form the local infrastructure of the market. We see our 

role as providing expertise on the topic of transparent pricing and facilitating discussion to strengthen 
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relationships between the industry actors that will ultimately make our vision for transparency into a reality 

within their own market. 

POLICY ADVISORY 

Having an effective regulatory framework in place can contribute substantially to the creation of a conducive 

environment for transparency. MFTransparency works closely with the regulators of every market we operate in 

to provide them with knowledge and skills to support the development of policy for interest rate disclosure and 

transparent pricing practices. Through experience in microfinance markets around the world, we are able to 

share examples of successful policy that regulators can incorporate into their own strategy. 

IMPACT 

Through this combination of activities, we have succeeded in facilitating transparent pricing in microfinance 

markets throughout the world. Hundreds of industry participants internationally have attended the training 

ǿƻǊƪǎƘƻǇǎ ǿŜΩǾŜ ƘŜƭŘ ƛƴ му ŎƻǳƴǘǊƛŜǎΦ Lƴ ƭŜǎǎ ǘƘŀƴ ǘǿƻ ȅŜŀǊǎ ƻŦ ƻǇŜǊŀǘƛƻƴǎ ǿŜ ƘŀǾŜ ŎƻƳǇƭŜǘŜŘ ǇǊƻƧŜŎǘǎ ƛƴ nine 

countries with another nine underway and ten more in the pipeline. In addition to pilot projects in Bangladesh 

and Peru, we currently have pricing data published on our website for Azerbaijan, Bosnia, Cambodia, Kenya, 

Bolivia, Ecuador and India. In these seven countries MFTransparency has published product pricing data for 

more than 100 institutions and 700 loan products sold to over 35 million clients. This data represents the 

overwhelming majority of the market share in these countries, with strong local partnerships in each country 

contributing tremendously to this success. Currently we have projects underway in Argentina, Colombia, Burkina 

Faso, Senegal, Togo, Benin, Uganda, Rwanda and Malawi. Data for Malawi will be published on our website in 

February with data for Senegal and Burkina Faso forthcoming. 

Through our training, advocacy and educational materials, MFTransparency has enhanced the industry-wide 

discussion on transparency in microfinance. We have advocated for pricing transparency as presenters in over 

20 international microfinance gatherings. Nearly 100 leading industry experts from around the world 

participated in our first data launch webinars, and to date almost 700 industry participants have expressed 

support for our work by signing our endorsement statement. Recently we produced official pricing certification 

reports for Lift Above Poverty Organization (LAPO) and the Grameen Bank, at the request of each institution, 

demonstrating our recognized expertise in pricing and also the potential value for institutions in publicly 

announcing their verified prices. 

Much of our impact on clients will take some time to observe. We anticipate that with increased information 

and transparent prices, clients will be able to make better decisions related to the price of financial services and 

MFIs will be able to make better price-setting decisions. We also believe that transparent pricing will help lower 

prices. We already have anecdotal evidence of microfinance institutions lowering their interest rates in Bosnia 

and Peru after submitting pricing information to MFTransparency and seeing the country data live on our 

website. In the coming months as we complete the first round of updates for two of our pilot countries, Bosnia 

and Cambodia, we will be able to study the early signs of the long-term impact of our work for the first time. 
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THE EVOLUTION OF THE TRANSPARENT PRICING INITIATIVE IN INDIA 

The Transparent Pricing Initiative in India, a project long-envisioned before actually coming to action, is truly the 

result of an industry-wide collaboration. 

LAUNCH OF THE TRANSPARENT PRICING INITIATIVE IN INDIA 

Nascent plans for the Transparent Pricing Initiative in India emerged at the 2010 Annual Microfinance 

Conference organized by Sa-ŘƘŀƴ ŀǊƻǳƴŘ ǘƘŜ ǘƘŜƳŜ ƻŦ άCƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ ŀƴŘ wŜǎǇƻƴǎƛōƭŜ aƛŎǊƻŦƛƴŀƴŎŜέ ƛƴ 

March 2010. The presentation by MFTransparency CEO and President Chuck Waterfield received an 

overwhelmingly positive response, with many industry actors requesting that MFTransparency carry out a 

project in India. Support poured in from MFIs, microfinance networks, donors, investors and apex bodies.  

The earliest sponsor of the Transparent Pricing Initiative in India was Standard Chartered Bank, who helped to 

engage the Microfinance Institutions Network (MFIN), Citi Foundation and the Michael & Susan Dell Foundation 

in a donor consortium. MFTransparency also established an early collaboration with ACCESS Development 

Services as the in-country implementation partner. NABARD and SIDBI have also supported the Initiative from 

the beginning. 

MFTransparency launched the Transparent Pricing Initiative in India with a series of five regional workshops held 

in April 2010 in New Delhi, Kolkata, Hyderabad, Bangalore and Chennai. More than 130 participants attended 

these workshops collectively, and expressing strong support for the project in each location. In addition to 

facilitating industry dialogue on the issue of transparent pricing, these workshops provided training on interest 

rate calculations, transparent communication of prices to clients and the importance of transparent pricing in 

microfinance. 

DATA COLLECTION 

MFTransparency mobilized its India team to begin data collection in May 2010 with the support of MFIN leaders, 

the project donors and numerous networks and support agencies in India. Equitas Microfinance India led the 

process as the first microfinance institution (MFI) to submit its pricing data. The final dataset includes product 

pricing for 82 Indian MFIs representing US$4.5 billion in loans to 27 million clients, over 90% of whom are 

women. 

Throughout the data collection process, MFTransparency staff worked closely with many MFIs across India in 

order to gain a deeper understanding of their products and policies. This process initiated a dialogue on 

transparent pricing and consumer protection and also encouraged MFIs to explore issues within their 

institutions that had previously gone overlooked. Simultaneously, the dialogue has led to a deeper 

understanding throughout the sector of the challenges MFIs face in developing sustainable products while trying 

to reach unbanked markets in remote or high-risk populations. 
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All 82 of the participating MFIs submitted their data to us voluntarily, showing a commitment to transparency 

and a trust in our methodology during difficult times for the industry. In order to ensure the complete accuracy 

of their data, and reflect pricing changes made in response to changing industry dynamics, we extended the 

timeline of the data submission process to offer MFIs a well-deserved extra opportunity to review and update 

their pricing data as necessary. Data verification, processing and analysis continued through December with 

ample preview periods for participating Indian MFIs, donors and other partners of the project.  

Thanks to the staunch cooperation of all involved in the Transparent Pricing Initiative in India, pricing data for 

the Indian microfinance market is now publicly available for the first time ever. To expand on this report, 

MFTransparency will host an industry-wide conference to officially launch the data, share analysis, gather 

feedback and encourage discussion. Learnings of this conference will be incorporated into the training session 

that MFTransparency and the Reserve Bank of India have jointly organized, aimed toward gaining a deeper 

understanding of the data, the overall outcomes of the Initiative and its implications for policy and regulation in 

India.  

The data set is now available to viewers globally, free of cost, and will be updated periodically. You can access 

the data at our website, www.mftransparency.org. 

THE PUSH FOR TRANSPARENCY AND CONSUMER PROTECTION IN THE INDIAN 

MICROFINANCE INDUSTRY 

The microfinance industry globally as well as in India is at a critical juncture in determining whether self-

regulation is desirable and, if so, how to practice it. We are approaching new territory as we explore what 

άǊŜǎǇƻƴǎƛōƭŜ ŦƛƴŀƴŎŜέ ƛǎ ŀƴŘ Ƙƻǿ ƛǘ ǎƘƻǳƭŘ ōŜ ŘŜŦƛƴŜŘΦ ¢ƘŜ ŎŀǎŜ ŦƻǊ ŜȄǘŜǊƴŀƭ ǊŜƎǳƭŀǘƛƻƴ ƛǎ ŎƭŜŀǊΣ ǿƘŜǊŜŀǎ άǎŜƭŦ-

ǊŜƎǳƭŀǘƛƻƴέ ƛƳǇƭƛŜǎ ƎƻƛƴƎ ōŜȅƻƴŘ ǘƘŜ ƳƛƴƛƳǳƳ ƭŜƎŀƭ ǊŜǉǳƛǊŜƳŜƴǘǎτdistinguishing responsible business from 

normal business. Self-ǊŜƎǳƭŀǘƛƻƴ ƛǎ ŀ ǾƛǎƛōƭŜ ŘŜƳƻƴǎǘǊŀǘƛƻƴ ƻŦ ǘƘŜ ƛƴŘǳǎǘǊȅΩǎ ǇǊŀŎǘƛŎŜ ƻŦ ŜǘƘƛŎǎΦ In addition to the 

Transparent Pricing Initiative in India, we have observed several other complementary initiatives aimed at self-

regulation. 

CODES OF CONDUCT 

Two such initiatives are the Codes of Conduct of two of the microfinance network associations in India, Sa-dhan 

and the Microfinance Institutions Network (MFIN), which seek to promote good governance and consumer 

protection. The Sa-ŘƘŀƴ /ƻŘŜ ƻŦ /ƻƴŘǳŎǘ ƛƴŎƭǳŘŜǎ ŀ ŎƭŀǳǎŜ ƻƴ ǘǊŀƴǎǇŀǊŜƴŎȅ ǿƘƛŎƘ ǎǘŀǘŜǎ άWe shall give our 

clients complete and accurate information and educate them about the terms of financial services offered by us 

in a manner that is understandable by tƘŜƳΦέ The MFIN Code of Conduct details a number of fair practices such 

as clear, written communication of charges to borrowers, limits on lending and multiple lending and information 

sharing, among others. The Reserve Bank of India (R.B.I.) has also released a notification for Non-Banking 

CƛƴŀƴŎŜ /ƻƳǇŀƴƛŜǎ όb.C/ǎύ ƻƴ άDǳƛŘŜƭƛƴŜǎ ƻƴ CŀƛǊ tǊŀŎǘƛŎŜǎ /ƻŘŜέΣ which explicitly pertains to NBFCs only. In 

addition to these network initiatives, many MFIs have also designed such Codes of Conduct for their operational 

teams to follow. Some MFIs have separate departments of risk management and internal audits in which they 

look into transparency issues with clients that may sometimes be neglected by the operational teams. While 

http://www.mftransparency.org/
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having established codes of conduct is an important element to the development of deeper consumer 

protection in the Indian market, the enforcement of such codes can sometimes be difficult to implement, the 

codes laid out by a range of organizations in the Indian microfinance industry provide a strong foundation on 

which good practices can be built.  

TRANSPARENCY & PERFORMANCE AWARDS 

A new initiative in 2010, the Srijan MFI Transparency Awards, instituted by Intellecap, sought ǘƻ άǊŜŎƻƎƴƛȊŜΣ 

document and publicize practices that ensure maximum transparency for all MFI stakeholdersέ.4 Organizers of 

the Srijan Financial Inclusion Forum 2010 asked stakeholders and practitioners in the Indian microfinance sector 

to nominate Indian MFIs who have strong practices and innovative initiatives in place that improve their 

efficiency and promote transparency. The Award is said to evaluate transparency in pricing and product design, 

financial literacy initiatives promoting transparency with clients, effectiveness of communication and reporting 

mechanisms and organizational systems and innovative practices that promote transparency.  The forum also 

ƛƴŎƭǳŘŜŘ ŀ ǎŜǎǎƛƻƴ ǘƘŀǘ ǿƛƭƭ ŘƛǎŎǳǎǎ ǘǊŀƴǎǇŀǊŜƴŎȅ ŀƴŘ άŎǳǎǘƻƳŜǊ-ŎŜƴǘǊƛŎ ŀǇǇǊƻŀŎƘŜǎΦέ Lǘ ŎŀƳŜ ŀǎ ƴƻ ǎǳǊǇǊƛǎŜ ǘƘŀǘ 

the two winners of the Srijan MFI Transparency Awards are also participants of MFTransparencyΩǎ Transparent 

Pricing Initiative in India: Arohan and Ujjivan. 

INTEREST RATE DISCLOSURE 

Practicing transparent pricing in the Indian microfinance market is challenging due to the volume and variety of 

institutions, clients and products including savings, credit, insurance, remittances and pensions. Some MFIs in 

LƴŘƛŀ ŀƭǎƻ ƻŦŦŜǊ άƳƛŎǊƻŦƛƴŀƴŎŜ Ǉƭǳǎέ ǎŜǊǾƛŎŜǎ ǘƻ ǘƘŜƛǊ ŎƭƛŜƴǘǎ such as technical assistance for livelihood activities 

or business development services for microenterprises.  Nonetheless, we have observed a strong commitment 

to measuring social performance as well as pricing transparency in India. In India, MFTransparency has also 

received 158 endorsements from industry leaders and practitioners.  

Mr. N. Srinivasan, MFTransparency Board Chair, represented MFTransparency in a roundtable organized by the 

LƴǘŜǊƴŀǘƛƻƴŀƭ CƛƴŀƴŎŜ /ƻǊǇƻǊŀǘƛƻƴ όLC/ύ ƻƴ ǿƻǊƪƛƴƎ ά¢ƻǿŀǊŘǎ ¢ǊŀƴǎǇŀǊŜƴǘ wŜǇƻrting for Responsible and 

LƴŎƭǳǎƛǾŜ CƛƴŀƴŎŜΦέ Lƴ ǘƘƛǎ ŘƛǎŎǳǎǎƛƻƴΣ ǘƘŜ ƘƛƎƘ ƭŜǾŜƭ ƻŦ ǇŀǊǘƛŎƛǇŀǘƛƻƴ ƛƴ MFTransparencyΩǎ Transparent Pricing 

Initiative in India ǿŀǎ ƘƛƎƘƭƛƎƘǘŜŘ ŀǎ ŜǾƛŘŜƴŎŜ ƻŦ LƴŘƛŀƴ aCLǎΩ ǿƛƭƭƛƴƎƴŜǎǎ ǘƻ ǇǊƻƎǊŜǎǎ ǘƻǿŀǊŘ ǘǊŀƴǎǇŀǊŜƴǘ ŀƴŘ 

responsible pricing. One of the main objectives of the roundtable was to reach consensus among major 

networks, stakeholders, technical providers and regulators on a responsible finance framework and social 

performance metrics. 

Industry leaders as well as donors and investors have agreed on the importance of promoting pricing 

transparency in the Indian microfinance market.  Alpha Micro Finance Consultants P Ltd (Alpha), an MFIN 

initiative headed by Vijay Mahajan, chairman of BASIX, and P. N. Vasudevan, managing director of Equitas 

Microfinance, have ōŜŜƴ ǿƻǊƪƛƴƎ ǘƻ Ǉǳǘ ǘƻƎŜǘƘŜǊ ŀ ŎǊŜŘƛǘ ōǳǊŜŀǳ ŎŀƭƭŜŘ άIƛƎƘ aŀǊƪέ ŘŜŘƛŎŀǘŜŘ ǘƻ ŀǾƻƛŘƛƴƎ ŎƭƛŜƴǘ 

                                                           

4
 http://www.srijanforum.com/ 



 

MFTransparency                                                                                              Page | 16 

over-indebtedness in the microfinance sector. MFTransparency hopes to work closely with all these initiatives to 

incorporate transparent pricing as an additional focus. 

OUTCOMES OF THE INITIATIVE 

MFTransparency disseminates important information broadly, and without any cost for access to that 

information.  Access to such data allows for a deeper understanding of the smaller microfinance markets within 

ŀ ƭŀǊƎŜ ƳƛŎǊƻŦƛƴŀƴŎŜ ǎŜŎǘƻǊ ǎǳŎƘ ŀǎ LƴŘƛŀΩǎΦ CƛƭƭƛƴƎ ǘƘƛǎ Ǝŀp enables a broad range of stakeholders to make 

decisions based on information, ultimately strengthening the microfinance industry as a whole. In interviews 

with dozens of donors and investors, the vast majority admit that they do not know the actual price of the 

products they are helping to finance.  At best, they know average portfolio yield.  Therefore the Transparent 

Pricing Initiative in India will be useful for investors and donors in selecting and working with their partners. 

Likewise, networks can use the information produced by this Initiative to select partners that are compatible 

with their strategy and values.   

As a result of the Transparent Pricing Initiative, we have observed globally that market prices become more 

efficient. MFIs often lower prices for products priced higher relative to the market in order to stay competitive. 

This is beneficial to clients as products become more affordable. Similarly, MFIs have also raised prices for 

products they learned were priced lower relative to the market.  This can be equally beneficial to the poor as the 

quality of service delivery may improve due to the increased revenue, and the extent of outreach may grow with 

financial sustainability. In India, we see great potential for the power of this transparent pricing information in 

the public domain to influence the pricing behavior of MFIs, particularly through the competitive forces 

mobilized by a new ability to compare prices.   

In order to grow and develop, microfinance markets need policies that are tailored to their unique 

characteristics and meet the demands of the local clients and other stakeholders. With access to better, more 

complete information, all stakeholders and policymakers can make more informed decisions.  MFTransparency 

works with policymakers in each of the countries where we work, including the RBI in India, to help them apply 

the information gathered in the Transparent Pricing Initiative in developing policies for consumer protection and 

interest rate disclosure. Better decisions lead to a better functioning marketplace, and an improved market can 

lead to greater financial inclusion. 

 

CALCULATING TRANSPARENT PRICES IN INDIA - OVERVIEW OF METHODOLOGY 

In most countries where MFTransparency has worked, we have experienced that one product can have a range 

of interest rates, depending on various pricing differentiation factors such as loan size, client risk profile, branch 

location, etc. At the same time, a key component of our global methodology is to analyze and publish loan 

samples of the same product for different loan-size buckets. Depending on the minimum and maximum loan 

amount of a given product, our data collection tool asks for sample schedules in one or several loan-size ranges. 

This allows us to systematically represent numerous MCLǎΩ ƭƻŀƴ ǇǊƻŘǳŎǘǎ ƛƴ ŀ ƎƛǾŜƴ ƳŀǊƪŜǘ ƛƴ ŀ ǎŜǘ ǊŀƴƎŜ ƻŦ ƭƻŀƴ 
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sizes so that the loans are more easily compared to one another. Often, for products with a narrow range in loan 

sizes, we request multiple samples for the same loan-size bucket. This approach is very useful in markets where 

the interest rate varies for different sized loans of the same product.  

India is a unique case. For many institutions, the prices for different loans within the same product are standard 

for all clients. For this reason, displaying multiple loan samples in the same loan-size bucket would result in an 

unnecessarily crowded graph, with multiple data points appearing on top of one another all showing the exact 

same price. To avoid over-crowding the market graph with duplicate prices for loans of the same size and the 

same product, we adjusted our methodology. 

In order to facilitate a thorough understanding of pricing data and to present a country graph that is 

representative for the local market, we will explain the methodology we used to calculate transparent prices in 

India.   

CALCULATING REPRESENTATIVE PRICES AT THE LOAN PRODUCT LEVEL 

Given the reality of standard pricing for many loan products in India, and in order to ensure the graphical 

presentation is clear and accessible, we asked for fewer loan samples from each institution in India. For each 

product with standard interest rates, the MFIs submitted one sample passbook (a standard passbook with 

standard repayments for every client) and multiple loan contracts for loans of different sizes and distinct 

clients.5 As a result, we show one data point on our graph for each loan-size bucket for each product, which may 

represent numerous loan samples within a bucket. As we analyzed multiple client contracts per product to verify 

there is only one standard interest rate for a specific product irrespective of the loan amount, this methodology 

allows us to ensure the accuracy of the representative prices per product disclosed on our India graph.  

Consequently, this methodology is consistent with our approach of showing at least one data point for each 

product in a given loan-size bucket. While in other countries, we usually show several dots within the same loan 

size range for the same product, in India we accept one dot per bucket due to the standardized price of each 

product. In the same way as our other country data, this graphical representation allows the viewer to analyze 

the pricing data vertically and to compare the prices of all products that are being offered within a given loan-

size category.  

CALCULATING STANDARDIZED PRICES 

What really is the true price of a loan? The true price of a loan takes into consideration pricing techniques that 

influence the amount of money a client actually has and the amount of time the client has use of that money. 

The true price of a loan includes not only interest paid on the loan but various other charges required by the 

                                                           

5
 Most MFIs in India use standard passbooks rather than repayment schedules. MFTransparency constructs the repayment 

schedule for a loan sample based on the information included in the passbooks, loan contracts as well as any additional 
ǇǊƛŎƛƴƎ ŦŀŎǘƻǊǎ ŘƛǎŎƭƻǎŜŘ ƛƴ ǘƘŜ aCLΩǎ Řŀǘŀ ŎƻƭƭŜŎǘƛƻƴ ǘƻƻƭΦ Lƴ a case where an MFI gives repayment schedules, not a 
passbook, we received repayment schedules and contracts for each sample, just as we do in other countries.  
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lender to access a loan, such as compulsory fees, security or cash deposits and other charges. Because of these 

multiple factors, as well as differences in interest calculation methods, comparing the pricing of different loan 

products can be very challenging.  The Annual Percentage Rate (APR) is a mathematical formula used to express 

the true price as a standard measure that allows for the comparison of credit charges among different loan 

products. 

It is important to note that, generally speaking, all mandatory financial charges should be taken into account 

when calculating the true price of a loan product. In order to understand the true price of a loan, we must look 

at the cash flow of the client as she services the loan. Any requirement that reduces the amount of money 

available to the client during the loan cycle, regardless of its purpose, is considered a cost and should therefore 

be included in the calculation of the true price of the loan.  

The Indian microfinance market is currently working to build consensus on standards of pricing, regulation and 

reporting. Lƴ ǘƘŜ άReport of the Sub-Committee of the Central Board of Directors of Reserve Bank of India to 

Study Issues and Concerns in the MFI Sectorέ (also referred ǘƻ ŀǎ ǘƘŜ άaŀƭŜƎŀƳ wŜǇƻǊǘύ, a new set of industry 

standards for calculating the prices of microloans is established, contributing to those already commonly used. 

To reflect the various practices and standards currently used in India, the MFTransparency dataset employs 

several variations of the APR formula. MFTransparency has chosen to display three commonly used Annualized 

Percentage Rate (APR) calculations in order to allow the viewer to compare the prices of microfinance products 

offered in India in a clear, consistent and accurate manner. These APR variations include: 

1. APR India (Interest + Fees + Deposit): As per the Microfinance Institutions Network (MFIN) Code of 

Conduct, member institutions calculate the APR of their products using the reducing balance method 

and must include most mandatory fees (i.e. processing fee, service charge, etc.) as well as mandatory 

security deposits collected upfront (also referred to as compulsory savings or cash security) or advance 

ŎƻƭƭŜŎǘƛƻƴ όƻǊ άǳǇŦǊƻƴǘ ƛƴǘŜǊŜǎǘέύΦ ¢ƘŜ APR India (Interest + Fees + Deposit) calculation does not, 

however, include any mandatory insurance charges levied on microloans. 

2. APR (Interest + Fees + Insurance): The international definition of an APR is the annual cost of a loan, 

including interest, the origination fee and mandatory insurance charges, expressed as a declining 

balance percentage rate. This rate does not include mandatory cash or security deposit (compulsory 

savings). This APR calculation is widely used in the global microfinance market as it accounts for many of 

the hidden costs charged to clients when accessing a loan.  

3. APR (Including Security Deposit): This rate is essentially the same as the internationally defined APR 

formula described in #2 (Interest + Fees + Insurance) but also includes mandatory security deposits 

described in #1. In effect, this rate is interest + fees + insurance + compulsory savings. MFTransparency 

advocates the use of this rate in addition to the others as it most accurately represents the true cost of a 

loan from the perspective of the client. By including all of the mandatory financial commitments a client 

assumes when accessing a loan, it comprehensively reflects the cash flow of a borrower when taking a 

microloan. The presentation of this rate, alongside the APR calculation described in APR India (Interest + 

Fees + Deposit), allows us to see exactly how much compulsory insurance charges really cost from the 

perspective of the client. 
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The Malegam Report recommends standardized interest rate calculations for all microfinance institutions. Their 

ǊŜŎƻƳƳŜƴŘŀǘƛƻƴ ǎǳƎƎŜǎǘǎ ά¢ƘŜǊŜ ǎƘƻǳƭŘ ōŜ ƻƴƭȅ ǘƘǊŜŜ ŎƻƳǇƻƴŜƴǘǎ ƛƴ ǘƘŜ ǇǊƛŎƛƴƎ ƻŦ ǘƘŜ ƭƻŀƴΣ ƴŀƳŜƭȅ όƛύ ŀ 

processing fee, not exceeding 1% of the gross loan amount (ii) the interest charge and (iii) the insurance 

premium." (Malegam Report, Page 18) This disclosure of interest, mandatory fees and mandatory insurance 

premium is consistent with MFTransparencyΩǎ ǇƻƭƛŎƛŜǎ ŀƴŘ ƛǎ ǎƛƳƛƭŀǊ ǘƻ ǘƘe APR (Interest + Fees + Insurance) 

calculation we use globally. The unique feature of the Malegam interest rate calculation formula, and what sets 

it apart from the APR (Interest + Fees + Insurance) calculation, is the 1% ceiling placed on the processing fees. 

The formulas MFTransparency uses do not limit the components of interest rates but rather determine what 

components are required in disclosure. While the APR (Interest + Fees + Insurance) is representative of the 

aŀƭŜƎŀƳ wŜǇƻǊǘΩǎ ǊŜŎƻƳƳŜƴŘŜŘ ƛƴǘŜǊŜǎǘ rate calculation, it includes all mandatory fees, which may include 

additional fees over the 1% processing fee the Reserve Bank of India will restrict MFIs to.  

The following table provides a comparison of each of the interest rate formulas discussed above: 

Table 1: APR Calculation Methods 

 Interest Fees Insurance 
Security 
Deposit 

APR India (Interest + Fees + Deposit) X X  X 

APR (Interest + Fees + Insurance) X X X  

APR (Including Security Deposit) X X X X 

Malegam Recommendation for Interest 
Rate Calculation 

X X* X  

*The Malegam Report recommends limiting fees to one loan processing fee of 1% of the gross loan amount. (Reserve Bank of 

India) 

 

It is our hope that the various rates we have calculated and displayed for MFTransparencyΩǎ Transparent Pricing 

Initiative in India will help MFIs, regulators and other industry stakeholders in India to work together towards 

defining a standard interest rate calculation and building consensus on reporting standards in order to be 

transparent and protect the rights of consumers. It is important to always consider the true price of a loan from 

the point-of-view of the client ς how much money does a client have to spend in order to access a loan? It is 

only when we take into account the actual cash flow of the client that we can accurately understand how much 

ŀ ƭƻŀƴ ǊŜŀƭƭȅ ŎƻǎǘǎΦ  ²Ŝ ōŜƭƛŜǾŜ ǘƘŀǘ ōȅ ŎƻƴǎƛŘŜǊƛƴƎ ǘƘŜ Ŏƻǎǘ ƻŦ ōƻǊǊƻǿƛƴƎ ŦǊƻƳ ǘƘŜ ŎƭƛŜƴǘΩǎ ǇŜǊǎǇŜŎǘƛǾŜ ŀƭƭ 

stakeholders in the industry can use the pricing data we have collected in India for the strengthening of the 

market as a whole. 
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CURRENT PRICING IN INDIA 

MFTransparency collected comprehensive product and pricing data from 82 microfinance institutions in India 

over the course of seven months. The data posted on the MFTransparency website reflects all 82 institutions, 

and any additional institutions that choose to submit data to the Initiative in the future will be added to the 

website.    

The 82 participating institutions represent approximately 80% of the known market by gross loan portfolio and 

77% by number of active borrowers.6 The final dataset includes product pricing for US$4.5 billion/INR 207.7 

billion in outstanding loan portfolio to 27 million clients, over 90% of whom are women.   

Of the 82 MFIs that submitted 

data to MFTransparency, half 

(41) are registered as privately-

owned for profit institutions and 

25 are non-governmental 

organizations (NGO). The other 

institutions participating in our 

study include four cooperatives, 

three publicly-traded for-profit 

institutions and nine undefined 

organization types. The pie chart 

above summarizes the general 

(non-legal) types of institutions 

that compose this dataset.  

Among the 82 MFIs represented in this project, the vast majority responded that they are regulated under 

Indian law. When beginning operations, all institutions must register as one of the following: Non-Bank Financial 

Company (NBFC), Section-25 Company, Cooperative or non-governmental organization (NGO). Although this 

subjects every institution to some regulatory oversight, this does not necessarily include specific regulation of an 

ƛƴǎǘƛǘǳǘƛƻƴΩǎ ƳƛŎǊƻŦƛƴŀƴŎŜ ŀŎǘƛǾƛǘƛŜǎΦ ¢ƘŜ ǇƻƭƛŎȅ ƛǎ ǇŀǊǘƛŎǳƭŀǊƭȅ ǳƴŎƭŜŀǊ ƛƴ ǊŜŦŜǊŜƴŎŜ ǘƻ bDhǎΦ Out of 9 institutions 

who indicated that they are unregulated, 7 also indicted that they are NGOs. Seventy three institutions, 

representing 89% of the group, indicated that they are regulated while only 9 institutions (11%) indicated that 

they are unregulated. The breakdown of legal types of all the institutions in this dataset is shown below. 

                                                           

6
 These market share figures were compiled primarily using data from the MIX market. As the true scale of the Indian 

microfinance market is unknown, these figures are approximations.  

Figure 1: Institution Types 
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     Figure 2: Regulation Status       Figure 3: MFI Legal Type 

 

As NBFCs and NGOs are the predominant institution types in the microfinance market, business loans are by far 

the most common type of product. As the following chart illustrates, 70.48% of all loan products may be used 

for business purposes. Other reported product purposes include housing (19.88% of products), emergency 

(15.66%), education (16.27%) and consumption (8.43%). Twenty-one percent of loan products can be used for 

any purpose.   

  Figure 4: Product Purposes 
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Given that most loans are disbursed for business purposes, it is perhaps not surprising that many products 

require the borrower to run a business, which is the leading criterion of all mandatory eligibilities reported 

(60.55%).  

     Figure 5: Product Eligibility 

 

Solidarity group lending is the most widely used lending methodology: 71.04% of all lending methodologies cited 

by MFIs feature solidarity groups, followed by individual lending with 12.57%, with village banking representing 

only 1.09% of reported methodologies ŀƴŘ άotherέ ƭŜƴŘƛƴƎ ƳŜǘƘƻŘƻƭƻƎƛŜǎ ŀŎŎƻǳƴǘƛƴƎ ŦƻǊ ǘƘŜ Ŧƛƴŀƭ 15.30%.   

                     Figure 6: Lending Methodology 

 

Several MFIs in India offer additional services along with their loan products. Of all services reported, the most 

common are group meetings, representing 28.57% of services, as well as credit education7 (27.40%), and credit 

                                                           

7
 Credit education refers specifically to in-person meetings between borrowers and loan officers in which loan officers 

review the loan terms stated in the loan contract with the borrower, ensuring that the repayment process is understood.  
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insurance (26.22%). Other services that are less commonly offered include business training8 (5.28%), technical 

assistance visits to the ŎƭƛŜƴǘΩǎ ǿƻǊƪǇƭŀŎŜ ό5.09%) and other types of training9 (7.44%). 

                   Figure 7: Additional Services Offered with Loan Products 

 

MFIs in India offer loans with different repayment frequencies. Weekly payments are the predominant 

repayment frequency, accounting for 50.00% of all cited frequencies. Monthly payments (32.99%) and payments 

every two weeks (13.40%) are also common.  

              Figure 8: Repayment Frequency 

 

                                                           

8
 Business training refers specifically to educational sessions given to clients on how to manage a successful business. 

9
 Other training refers to educational sessions given to clients on topics other than managing a business, for example 

leadership training.  
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It is interesting to note that 72.29% of all products do not require compulsory savings. Only 25.90% of products 

require savings for all loans, and 1.81% for some loans of the product.  

                  Table 2: Compulsory Savings Requirements 

Compulsory Savings 

Required for all loans  43 25.90% 

Required for some loans 3 1.81% 

Never required 120 72.29% 

Total 166 100.00% 

 Of the 46 products with compulsory savings, the borrowers control these savings internally for 4.35% of the 

products. Interestingly, for most products, 65.22%, compulsory savings are disclosed on the repayment 

schedule, which is not the case in many microfinance markets. 

  Figure 9: Borrower Control of Savings                Figure 10: Disclosure of Compulsory Savings Requirements 

   

 

As the following figure illustrates, 36.96% of the products with compulsory savings are offered by privately-

owned for-profit MFIs, 26.09% by NGOs, 26.09% by cooperatives and 10.87 % by other institutions. 
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                    Figure 11: Compulsory Savings by Institution Type 

 

Just as important as including deposit requirements on the repayment schedule, using the declining balance 

ƛƴǘŜǊŜǎǘ ǊŀǘŜ ŎŀƭŎǳƭŀǘƛƻƴ ƳŜǘƘƻŘ ƛǎ ŀ ŦǳƴŘŀƳŜƴǘŀƭ ǘǊŀƴǎǇŀǊŜƴǘ ǇǊƛŎƛƴƎ ǇǊŀŎǘƛŎŜΦ ²ƛǘƘ ǘƘŜ άŦƭŀǘέ ƳŜǘƘƻŘΣ ǿƘŜǊŜ 

interest is charged on the initial loan amount throughout the loan term, the price of the loan appears much 

lower than it actually is. For the majority of loan products in our dataset (58.43%), interest is charged using the 

άŦƭŀǘέ ƳŜǘƘƻŘ ƻŦ ƛƴǘŜǊŜǎǘ calculation. Only 41.57% of microloan product pricing is done using the declining 

balance calculation method.  

            Figure 12: Interest Calculation Method 
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Almost all products included in our analysis (153 out of 166) have at least one fee or insurance charge. They are 

nearly all paid at disbursement (99.64%) and over half, 53.74%, are not disclosed on the repayment schedule. 

 

       Figure 13: Fee Types                                          

    

      Figure 14: Disclosure of Fees on Repayment Schedules 

      

 

It is useful to keep in mind these characteristics when analyzing the prices of the loans in the dataset, both in the 

aggregate and on a product by product basis. As ŘŜǎŎǊƛōŜŘ ƛƴ ǘƘŜ ǎŜŎǘƛƻƴ ά/ŀƭŎǳƭŀǘƛƴƎ {ǘŀƴŘŀǊŘƛȊŜŘ tǊƛŎŜǎέΣ ǿŜ 

will focus on two APR calculations in this report: the APR (Interest + Fees + Insurance) and the APR India 

(Interest + Fees + Deposit).  For each descriptive statistic, we will present both rates so the reader can gain a 

deeper understanding of the effects of certain cost components on the borrower.  
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The graphs below show prices for the complete India dataset calculated as APRs (Interest + Fees + Insurance) in 

the first graph and as APR India (Interest + Fees + Deposit) in the second graph.  In each graph the price is 

plotted against loan size.  Each bubble represents the price of one loan of a product, with the size of the bubble 

indicating number of clients with that loan. 

          Figure 15: India Pricing Graph - APR 

 

     Figure 16: India Pricing Graph - APR India 

 

There is a gradual curve: as loan amounts get smaller, prices increase slightly.  This relationship is discussed at 

length later in this report, and put into context through analysis of the Indian market relative to several other 

countries. 
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In India, an important dimension of the dataset is the institution types it is composed of, typically a major 

determinant of pricing. The lowest reported microloan APRs, using either the APR (Interest + Fees + Insurance) 

or the APR India (Interest + Fees + Deposit) formulas, came from Cooperative institutions (9.86% and 11.75%, 

respectively) while the highest-reported APRs were calculated for products offered by Privately-owned For-

profit institutions (58.29% and 52.69%, respectively). The average APR (Interest + Fees + Insurance) for all 

institutions is 32.78% while the average APR India (Interest + Fees + Deposit) for the group is 32.61%.  

                Table 3: APR by Institution Type 

Type of Institution 

Minimum of  
APR  

(Interest + Fees + 
Insurance) 

Maximum of  
APR  

(Interest + Fees + 
Insurance) 

Average of  
APR  

(Interest + Fees + 
Insurance) 

Co-op 9.86% 29.90% 24.67% 

NGO 17.11% 44.98% 34.22% 

Other 27.93% 45.14% 34.85% 

Privately-owned For-Profit 20.11% 58.29% 32.89% 

Publicly-traded For-Profit 25.43% 42.78% 32.55% 

AGGREGATE 9.86% 58.29% 32.78% 

                 Table 4: APR India by Institution Type 

Type of Institution 

Min of  
APR India  

(Interest + Fees + 
Deposit) 

Max of  
APR India  

(Interest + Fees + 
Deposit) 

Average of  
APR India  

(Interest + Fees + 
Deposit) 

Co-op 11.75% 45.90% 31.26% 

NGO 17.11% 51.34% 33.95% 

Other 25.83% 41.28% 33.57% 

Privately-owned For-Profit 20.11% 52.69% 32.22% 

Publicly-traded For-Profit 25.43% 38.39% 29.99% 

AGGREGATE 11.75% 52.69% 32.61% 
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As demonstrated in the figure below, when using the APR (Interest + Fees + Insurance) calculation the prices 

charged by cooperatives are clearly the lowest in the market, and the prices charged by privately-owned for-

profits have the widest range. 

 

 

            Figure 17: APR by Institution Type 
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By contrast, when using the APR India (Interest + Fees + Deposit) calculation, the cooperatives have the widest 

range of prices, suggesting that deposit requirements are a significant factor in price-setting for these 

institutions. Privately-owned for-profit prices remain among the highest, but when deposit requirements are 

factored into APR, the NGO prices are at very similar levels.    

 

 

             Figure 18: APR India by Institution Type 
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Analyzing the pricing data by loan product can be very illuminating. Frequently, practitioners in the microfinance 

sector make assumptions about pricing based on loan purpose. For example, we often hear expectations that 

housing and education loans carry the lowest prices in the market while consumption loans are expected to be 

the most expensive. The India data does not follow these commonly held assumptions, as each type of product 

has a wide range of prices offered by different microfinance institutions in the market. In fact, loans that can be 

used for any purpose (which may include housing, emergency, consumption, education, business, etc.) show the 

largest spread of APRs, from 9.86% to 44.87% using the APR (Interest + Fees + Insurance) calculation and 

11.75% to 32.03% using the APR India (Interest + Fees + Deposit).  

 

              Table 5: APRs by Loan Purpose 

 

APR (Interest + Fees + Insurance) APR India (Interest + Fees + Deposit) 

Loan Purpose Minimum Maximum Average Minimum Maximum Average 

Housing 23.15% 42.78% 34.13% 23.57% 45.26% 34.43% 

Emergency 20.47% 40.50% 34.04% 20.47% 45.26% 34.24% 

Consumption 23.15% 39.89% 34.37% 25.82% 45.26% 37.12% 

Education 20.11% 41.36% 32.45% 20.11% 45.26% 33.42% 

Business 17.11% 58.29% 33.25% 17.11% 52.69% 33.98% 

Any Purpose 9.86% 44.87% 32.91% 11.75% 44.21% 32.03% 

 

The average APRs of each loan purpose show tight spreads, with a 1.92% range between the minimum and 

maximum for the APR (Interest + Fees + Insurance) and a 5.09% spread in the averages of the APR India 

(Interest + Fees + Deposit).  
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Examining the data by geographic focus, i.e. urban or rural settings10, we observe significant spreads between 

the lowest and highest APRs offered on microloans. While the average APRs (Interest + Fees + Insurance) are 

similar between urban and rural (33.48% and 31.62%, respectively), the spreads between the minimum and 

maximum rates are large (48.43 for urban loans and 28.03 for rural loans). The same is true for the APR India 

(Interest + Fees + Deposit) rates: average APR India rates are 33.55% for urban loans and 31.54% for rural loans 

but the spreads between minimum and maximum of each geographic area are large (40.94 for urban loans and 

27.89 for rural loans).  

 

Table 6: APRs by Urban/Rural Focus 

 
APR (Interest + Fees + Insurance) APR India (Interest + Fees + Deposit) 

Urban/Rural Minimum Maximum Average Minimum Maximum Average 

Urban 9.86% 58.29% 33.48% 11.75% 52.69% 33.55% 

Rural 17.11% 45.14% 31.62% 17.11% 45.00% 31.54% 

Both (50/50) 23.57% 44.82% 36.09% 23.57% 43.57% 34.52% 

 

Institutions that indicated that they offer loans in both rural and urban areas also have significant spreads 

between the minimum and maximum prices offered to clients on microloans, but the differences are not as 

pronounced: 21.25 for APRs (Interest + Fees + Insurance) and 20 for APR India rates (Interest + Fees + Deposit).  

 

 

One of the most interesting aspects of Indian microfinance pricing is that it is very standard. Most loan products 

have set prices that do not vary and are constant for all clients who access that product. This standardization in 

microloan product pricing makes calculating the true prices in India loans a bit more straightforward. But maybe 

more interesting is examining the microloan products in India that do have varying interest rates, since there are 

so few of them.  

 

 

 

 

                                                           

10
 We defined those products with >50% of active borrowers in urban areas as urban and products with >50% of active 

borrowers located in rural areas as rural.  
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During our data collection, we identified 18 products that carry a range of prices. The reasons for the variance in 

pricing within a product are highlighted below. The most common reason for clients receiving different interest 

rates within the same loan product is geography. We were told by MFIs that they charge one set of prices in 

certain States within India and another set of prices in other States. 

 

                       Figure 19: Reasons for Interest Rate Variation 

 

 

Another common reason for variation in product pricing is the length of time a client has been with the 
institution. Frequently, first-time clients are charged a higher price than clients who have been with the 
institution for some time and proven their ability to repay. Over time, the interest rate may come down as the 
client moves through subsequent loan cycles. In some instances, however, we have seen prices increase with 
the loan cycle. This is not frequent but was observed in a few cases, often when an MFI uses larger loans to 
subsidize smaller loans, intended for more economically disadvantaged clients.    
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MFTransparency Transparency Index 

Pricing methods are very often complex and confusing.  MFTransparency recommends several basic pricing 

practices for transparency. We recommend charging interest rates on a declining balance basis rather than a 

flat balance. Fees should be few and straightforward. Additional services such as insurance and savings should 

be optional, not mandatory. Prices should be quoted to consumers as APRs or EIRs. Loan documentation should 

be thorough and clear, including interest rates, all fees, loan terms and a schedule of payments.   

¢ƻ ƳŜŀǎǳǊŜ ǘƘŜ ƭŜǾŜƭ ƻŦ ŀƴ aCLΩǎ ŀŘƘŜǊŜƴŎŜ ǘƻ ǘƘŜǎŜ ǘǊŀƴǎǇŀǊŜƴǘ ǇǊŀŎǘƛŎŜǎΣ aCTransparency calculates a Price 

Transparency Index by product, comparing the nominal interest rate quoted to the client relative to the 

calculated APR.  For example, if a product has a nominal interest rate of 30%, but because of fees or other cost 

factors has an APR of 40%, the loan has a Transparency Index of 75%, calculated as 30% / 40%.  This means that 

only 75% of the true cost of the loan is communicated to the client through the interest rate, so the closer the 

two figures, the more transparent the price is. A 100% ƛǎ ŎƻƴǎƛŘŜǊŜŘ ŀ άǇŜǊŦŜŎǘ ǎŎƻǊŜέ ƻƴ ǘƘŜ ¢ǊŀƴǎǇŀǊŜƴŎȅ 

Index, or a completely transparent price.  

In India, there are 13 products with a transparency index greater than 90%, as follows: 

MFI Product 
Transparency 

Index 
Ujjivan Financial Services Private 
Limited 

Emergency Loan  122.2 

Equitas Gurukul Loan 101.1 
Society for Promotion of Youth & 
Masses 

Income Generation Loan  99.8 

Equitas Shiksha Loan 97.9 

Equitas Primary Loans  96.7 

Equitas Vidya Loan  96.7 

Equitas Additional Micro-Credit  96.5 

Equitas Second Cycle Loan  96.1 

Disha Microfin Pvt Ltd  PRAGATI 92.8 

Disha Microfin Pvt Ltd  GATI   92.0 

Spandana Sphoorty Financial Limited Dharani 91.9 

Sonata Finance Private Limited Individual Loan 90.4 

L & T Finance Ltd Gram Bandhu  90.0 

(Note that a product can have an index greater than 100 if the actual APR is less than the advertised price.  This 

happened for two products, because interest calculation methods and grace periods resulted in calculations 

lower than would happen with declining balance interest.) 
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PRICE AND DELIVERY COST COMPARISONS 

 

THE PRICE CURVE AND THE COST CURVE 

MFTransparency, in analyzing dozens of countries using financial data accessible through the MIX 

(www.mixmarket.org), finds a consistent relationship in most mature markets between the average weighted 

ǇǊƛŎŜǎ ŀƴŘ ŀǾŜǊŀƎŜ ƭƻŀƴ ōŀƭŀƴŎŜ ǇŜǊ ŎƭƛŜƴǘ ŦƻǊ ǘƘŜ aCLǎ ƛƴ ŀ ƎƛǾŜƴ ƳŀǊƪŜǘΦ  ¢Ƙƛǎ ƛǎ ǿƘŀǘ ǿŜ Ŏŀƭƭ άǘƘŜ ǇǊƛŎŜ ŎǳǊǾŜΦέ 

Data from Ecuador is useful as an example, illustrating the price curve clearly in the figure below.  Each data 

point represents the average figures for a single MFI, with the size of the bubble showing the scale of the MFI by 

number of clients.   With a few exceptions, it can be seen that those MFIs working downscale generate a 

gradually higher portfolio yield.  The trend appears to be relatively independent to the scale of the MFI, with 

MFIs of all sizes intermingled. 

          Figure 20: Portfolio Yield vs Average Loan Balance, Ecuador 

 

{ƛƳƛƭŀǊƭȅΣ ǘƘŜǊŜ ƛǎ ŀ ŎƻǊǊŜƭŀǘƛƻƴ ōŜǘǿŜŜƴ ŀǾŜǊŀƎŜ ƻǇŜǊŀǘƛƴƎ Ŏƻǎǘǎ ŀƴŘ ŀǾŜǊŀƎŜ ƭƻŀƴ ōŀƭŀƴŎŜΣ ƻǊ ŀ άŎƻǎǘ ŎǳǊǾŜέΣ ŀǎ 

shown for Ecuador in the next figure.   The operating cost ratio is calculated as operational costs for the year 

divided by average loan portfƻƭƛƻ ŦƻǊ ǘƘŜ ȅŜŀǊΣ ŀƴŘ ƛǎ ǘƘŜ ǇǊƛƳŀǊȅ ƳŜŀǎǳǊŜ ƻŦ άŜŦŦƛŎƛŜƴŎȅέ ƛƴ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎΦ  !ǎ 

seen in the graph, there is a clear tendency for the operating cost ratio to be higher for those MFIs targeting 

smaller loans.  Again, the data appears independent of scale, challenging the common argument that MFIs 

άōŜŎƻƳŜ ƳƻǊŜ ŜŦŦƛŎƛŜƴǘέ ŀǎ ǘƘŜȅ ǎŎŀƭŜ ǳǇΦ  ¢ƘŜǊŜ ŀǊŜ ŎƭŜŀǊƭȅ ƛǎǎǳŜǎ ƻŦ ƭƻŀƴ ǎƛȊŜ ŀŦŦŜŎǘƛƴƎ ŜŦŦƛŎƛŜƴŎȅ ǿƘŜƴ 

expressed ŀǎ άƻǇŜǊŀǘƛƴƎ Ŏƻǎǘ ǊŀǘƛƻέΦ 
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    Figure 21: Operating Expense Ratios vs Average Loan Balance, Ecuador 

 
Finally, we can place the data from the first two graphs into the same graph (see next figure), removing the 

bubble-size representing scale for better clarity.  We can see an interesting comparison, demonstrating that 

generally, prices increase as an MFI targets smaller loans because cost ratios increase for MFIs targeting smaller 

loans.  In general, higher prices are charged not to generate high profits, but rather to cover higher costs.  In 

fact, the gap between tƘŜ ōƭǳŜ ŀƴŘ ǊŜŘ ƭƛƴŜǎ ƛǎ ǘƘŜ ŘƛŦŦŜǊŜƴŎŜ ōŜǘǿŜŜƴ ǇǊƛŎŜ ŀƴŘ ƻǇŜǊŀǘƛƴƎ ŎƻǎǘǎΣ ƻǊ ŀ άǎǇǊŜŀŘέΦ   

    Figure 22: Portfolio Yield & OER vs Average Loan Balance, Ecuador 
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The spread is a fairly consistent amount on the right-hand side of the graph (larger loans), but a rapidly 

diminishing amount on the left-hand side of the graph (institutions with smaller average loans).  In other words, 

Ƴƻǎǘ ƻŦ ǘƘŜ άƘƛƎƘ ǇǊƛŎŜǎέ we see on very small loans are not generating profits because they are barely even 

ŎƻǾŜǊƛƴƎ ƻǇŜǊŀǘƛƴƎ ŎƻǎǘǎΦ  ²Ƙȅ ŀǊŜƴΩǘ ǇǊƛŎŜǎ ŎƻƴǘƛƴǳƛƴƎ ǘƻ ǊƛǎŜ ǘƻ Ƴŀƛƴǘŀƛƴ ŀ ǎǳŦŦƛŎƛŜƴǘ ǎǇǊŜŀŘΚ  hƴŜ ƪŜȅ ǊŜŀǎƻƴ ƛǎ 

that Ecuador has an interest rate cap that changes periodically but has been around 30% in 2009.  Depending on 

at what level the interest rate cap is set in a given country, the impact is felt more heavily by those products 

with the smallest loan sizes. 

 

COST COMPONENTS THAT AFFECT PRICE 

In sustainable businesses, pǊƛŎŜǎ ƴŜŜŘ ǘƻ ŎƻǾŜǊ ŎƻǎǘǎΣ ŀƴŘ ǘƘŜ ŎƻƳǇƻƴŜƴǘǎ ǘƘŀǘ ŀŦŦŜŎǘ ŀ ǇǊƻŘǳŎǘΩǎ ǇǊƛŎŜ ƛƴŎƭǳŘŜ 

financial costs, operational costs, loan losses, and the profit margin.  Experience shows that financial costs and 

loan losses are fairly independent of the loan amounts.  The cost curves we just saw, however, indicate that 

operational costs are quite dependent upon loan size.  The table below shows what prices would be necessary 

for two very different loan amounts, if both loans were to cover costs (and generate a modest amount of profit).   

The larger micro-loan would be profitable at an APR of 20%, whereas the very small loan would need a price 

nearly twice as high to be profitable. 

                   Table 7: Cost Components of Lending 

In the graphs above, we saw the evidence for 

ƛƴŎǊŜŀǎƛƴƎ ƻǇŜǊŀǘƛƻƴŀƭ ŎƻǎǘǎΣ ōǳǘ ǿŜ ƘŀǾŜƴΩǘ ȅŜǘ 

explored why this happens.   We can do that by 

looking at the cost of a single loan to a single client.  

²ŜΩƭƭ ǎǘŀǊǘ ōȅ ŜȄŀƳƛƴƛƴƎ ǘƘŜ ƎǊŀǇƘ ōŜƭƻǿΣ ǎƘƻǿƛƴƎ 

άŎƻǎǘ ǇŜǊ ōƻǊǊƻǿŜǊέ ŎƻǊǊŜƭŀǘŜŘ ǘƻ average loan 

balance per borrower.  The graph indicates a 

gradual upward trend ς MFIs giving larger loans 

have operating costs that are gradually higher, a 

result of spending more time analyzing and 

monitoring those larger loans presumably. 

Component  
Rs. 2,000 

Loan 
Rs. 20,000 

Loan 

Financial Costs  10% 10% 

Loan Loss  2% 2% 

Operating Costs  25%  7% 

Profit  3% 3% 

Total Price  40% 21% 
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        Figure 23: Cost per Borrower vs Average Loan Balance, India 

 

Most of the Indian MFIs in this MIX dataset have average loan balances between US$100 and US$200, and in 

ǘƘŀǘ ǊŀƴƎŜΣ ǘƘŜ aCLǎ ƘŀǾŜ ŀ άŎƻǎǘ ǇŜǊ ōƻǊǊƻǿŜǊέ ƛƴ ǘƘŜ ǊŀƴƎŜ ƻŦ ¦{Ϸу ǘo US$18.  We can therefore start our 

hypothetical analysis by saying an MFI has an average loan balance of $150 and an average cost per client of 

$15.  That results in an operating cost ratio for that client of 10%, which is fairly typical for an Indian MFI.  But 

this is an average figure, and we see very interesting results if we look at the cost ratio for smaller and larger 

loans. 

Table 8: Costs by Loan Amount ς R 500 Cost to Monitor Client 

 

In the table above, the center column ǎƘƻǿǎ ǘƘŜ άŎƭƛŜƴǘΩǎ ŀǾŜǊŀƎŜ ƭƻŀƴ ōŀƭŀƴŎŜέ ƻŦ wрΣллл during the course of 

the loan term.  Given that most loans in India are for one year, with constant payments throughout the year, we 

can estimate this to be an initial loan of R10,000.  The MFI spends R500 to work with that client over the entire 

year, and the Operating Cost Ratio is 10%.  Assuming the MFI spends the same amount of time and attention to 

a client with a smaller loan of R8,000 as to the client with the R10,000 loan, the operating cost ratio increases to 

13%.  As the loan size drops, if the MFI still spends as much time monitoring the loan, the operating cost ratio 




































