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MFTransparency	
  Launched	
  at	
  the	
  Microcredit	
  
Summit	
  in	
  Bali	
  July	
  2008	
  



Chuck	
  uses	
  FF	
  miles	
  in	
  October	
  2008	
  



A	
  Successful	
  “Phase	
  I”	
  
•  Results	
  of	
  Phase	
  I	
  

•  More	
  than	
  500	
  MFIs	
  parAcipaAng	
  
•  Pricing	
  data	
  on	
  over	
  2,000	
  products	
  
•  True	
  prices	
  on	
  loans	
  going	
  to	
  over	
  50	
  million	
  clients	
  
•  True	
  prices	
  on	
  over	
  US$12	
  billion	
  in	
  outstanding	
  porJolio	
  
•  17	
  countries	
  published,	
  8	
  unpublished,	
  2	
  boycoMed	
  

•  Pricing	
  transparency	
  has	
  shiNed	
  from	
  a	
  “rare	
  
pracAce”	
  to	
  an	
  “expectaAon	
  for	
  all”	
  

•  Microfinance	
  is	
  the	
  first	
  industry	
  of	
  any	
  kind	
  in	
  the	
  world	
  to	
  
prac%ce	
  global,	
  voluntary	
  disclosure	
  of	
  true	
  pricing.	
  

A Successful “PHASE 1” 



•  Data	
  Collec4on,	
  Standardiza4on,	
  Publica4on	
  
•  Quarterly	
  refreshing,	
  new	
  countries,	
  partnership	
  

approach	
  	
  
•  New	
  data	
  plaJorm,	
  downloadable	
  data	
  

•  Training	
  &	
  Capacity	
  Building	
  
•  More	
  videos	
  &	
  webinars	
  planned,	
  addiAonal	
  soNware	
  &	
  

analysis	
  tools	
  in	
  development	
  
•  	
  Development	
  of	
  Educa4onal	
  Materials	
  
•  150	
  materials	
  on	
  the	
  website,	
  more	
  planned	
  

•  Consulta4on	
  to	
  Regulators	
  &	
  Policymakers	
  
•  Financial	
  Support:	
  	
  NPM,	
  MCF,	
  AfD,	
  DB	
  

Transition to “PHASE 2” 



Goal	
  and	
  Agenda	
  for	
  Today	
  

Data	
   Implica4ons	
   Analysis	
   Who	
  

Income	
   The	
  price	
  we	
  charge	
  on	
  
loans	
   Curve	
   CW	
  

Expenses	
   What	
  it	
  costs	
  to	
  deliver	
  
those	
  loans	
   Curve	
   CW/EJ	
  

Profit	
  
Defining	
  responsible	
  

profit	
  levels	
  from	
  the	
  BoP	
  
in	
  an	
  imperfect	
  market	
  

Being	
  off	
  
the	
  curve	
  

CW/EJ	
  
/DR	
  

Increase our understanding of  the relations of  Prices and Profits 
to advance on defining responsible practice for the industry and 
making wiser decisions. 



Ques4oning	
  Common	
  Assump4ons	
  
The average price in microfinance is moderate, 
with only some MFIs charging very high prices 

Clients understand total costs, they don’t 
understand abstract percentages 

Prices come down due to scale, competition, and 
open market forces 

For-profits have proven to be more efficient than 
NGOs 

Savings is an inexpensive source of finance 

Profit comes from efficiency 



What	
  price	
  DO	
  we	
  charge?	
  
	
  

What	
  is	
  a	
  “transparent	
  price”?	
  
	
  

How	
  should	
  we	
  DEFINE	
  price?	
  

Income (Price) 





Do	
  we	
  really	
  have	
  non-­‐
transparent	
  pricing?	
  	
  	
  

	
  
Here’s	
  an	
  example	
  of	
  what	
  a	
  

client	
  faces	
  in	
  shopping	
  for	
  a	
  loan	
  



Which	
  loan	
  would	
  you	
  pick?	
  
Zero	
  Interest	
  

Loan	
  
Interest	
  and	
  

Fees	
  
And	
  Savings	
   Interest	
  

Only	
  
Loan	
  amount:	
  	
   $1,000	
   $1,000	
   $1,000	
   $1,000	
  
Loan	
  term:	
  	
   10	
  weeks	
   10	
  weeks	
   10	
  weeks	
   10	
  weeks	
  
Interest	
  Rate:	
   0%	
   15%	
  “flat”	
   12%	
  “flat”	
   40%	
  decl	
  
Upfront	
  fee:	
  	
   5%	
   2%	
  	
   1%	
   0%	
  
Security	
  deposit:	
  	
   0%	
   0%	
   20%	
   0%	
  

APR	
   49%	
   47%	
   49%	
   40%	
  

Transparency 
Index 

0 32 25 100 

TCC	
   $50	
   $50	
   $33	
   $42	
  

Nominal Annual Interest Rate 
---------------------------------- 

Full APR 
 

Full Transparency = 100 



The	
  Downward	
  Spiral	
  

1.  How	
  did	
  prices	
  get	
  so	
  confusing	
  and	
  non-­‐
transparent?	
  

2.  It	
  is	
  a	
  combinaAon	
  of:	
  	
  
•  Lack	
  of	
  transparent	
  pricing	
  regulaAon	
  
•  IniAal	
  moAvaAon	
  of	
  a	
  small	
  minority	
  to	
  

mask	
  the	
  true	
  price	
  
3.  The	
  result	
  is	
  a	
  downward	
  spiral	
  drawing	
  in	
  

nearly	
  all	
  MFIs	
  



The	
  Downward	
  Spiral	
  
1.  All	
  MFIs	
  have	
  

transparent	
  prices	
  
1.  MFI	
  1:	
  	
  	
  
•  Interest:	
  2.5%	
  decl.	
  

2.  MFI	
  2:	
  
•  Interest:	
  3.0%	
  decl.	
  



The	
  Downward	
  Spiral	
  
1.  All	
  MFIs	
  have	
  

transparent	
  prices	
  
2.   Some	
  MFIs	
  shie	
  to	
  flat	
  

interest	
  

1.  MFI	
  1:	
  	
  	
  
•  Interest:	
  2.5%	
  decl.	
  

2.  MFI	
  2:	
  
•  Interest:	
  2.0%	
  flat	
  



The	
  Downward	
  Spiral	
  
1.  All	
  MFIs	
  have	
  

transparent	
  prices	
  
2.  Some	
  MFIs	
  shiN	
  to	
  flat	
  

interest	
  
3.   All	
  MFIs	
  shie	
  to	
  non-­‐

transparent	
  pricing	
  

1.  MFI	
  1:	
  	
  	
  
•  Interest:	
  1.75%	
  flat	
  

2.  MFI	
  2:	
  
•  Interest:	
  2.0%	
  flat	
  



The	
  Downward	
  Spiral	
  
1.  All	
  MFIs	
  have	
  

transparent	
  prices	
  
2.  Some	
  MFIs	
  shiN	
  to	
  flat	
  

interest	
  
3.   All	
  MFIs	
  shie	
  to	
  non-­‐

transparent	
  pricing..	
  
And	
  it	
  con4nues	
  

1.  MFI	
  1:	
  	
  	
  
•  Interest:	
  1.75%	
  flat	
  

2.  MFI	
  2:	
  
•  Interest:	
  1.6%	
  flat,	
  2%	
  

upfront	
  fee	
  



The	
  Downward	
  Spiral	
  
1.  All	
  MFIs	
  have	
  

transparent	
  prices	
  
2.  Some	
  MFIs	
  shiN	
  to	
  flat	
  

interest	
  
3.  All	
  MFIs	
  shiN	
  to	
  non-­‐

transparent	
  pricing	
  
4.   Consumers	
  struggle	
  to	
  

choose….	
  Which	
  would	
  
YOU	
  choose?	
  

1.  MFI	
  1:	
  	
  	
  
•  Interest:	
  1.75%	
  flat	
  

2.  MFI	
  2:	
  
•  Interest:	
  1.6%	
  flat,	
  2%	
  

upfront	
  fee	
  



The	
  Downward	
  Spiral	
  
1.  All	
  MFIs	
  have	
  

transparent	
  prices	
  
2.  Some	
  MFIs	
  shiN	
  to	
  flat	
  

interest	
  
3.  All	
  MFIs	
  shiN	
  to	
  non-­‐

transparent	
  pricing	
  
4.   Consumers	
  struggle	
  to	
  

choose…	
  Because	
  the	
  
prices	
  are	
  far	
  from	
  clear	
  

1.  MFI	
  1:	
  	
  	
  
•  Interest:	
  1.75%	
  flat	
  
•  APR:	
  37%	
  

2.  MFI	
  2:	
  
•  Interest:	
  1.6%	
  flat,	
  2%	
  

upfront	
  fee	
  
•  APR:	
  57%	
  



The	
  Downward	
  Spiral	
  
1.  All	
  MFIs	
  have	
  

transparent	
  prices	
  
2.  Some	
  MFIs	
  shiN	
  to	
  flat	
  

interest	
  
3.  All	
  MFIs	
  shiN	
  to	
  non-­‐

transparent	
  pricing	
  
4.  Consumers	
  struggle	
  to	
  

choose	
  
5.   Profits	
  are	
  correlated	
  

to	
  price	
  when	
  loans	
  
are	
  iden4cal	
  

1.  MFI	
  1:	
  	
  	
  
•  Interest:	
  1.75%	
  flat	
  
•  APR:	
  37%	
  
•  ROE:	
  10%	
  

2.  MFI	
  2:	
  
•  Interest:	
  1.6%	
  flat,	
  2%	
  

upfront	
  fee	
  
•  APR:	
  57%	
  
•  ROE:	
  40%	
  



The	
  Downward	
  Spiral	
  
1.  Prices	
  are	
  far	
  from	
  clear,	
  and	
  thus:	
  
•  Consumers	
  over-­‐consume	
  
•  Market	
  compeAAon	
  is	
  hindered	
  
•  Strong	
  temptaAon	
  from	
  high	
  profits	
  
•  The	
  poor	
  are	
  harmed	
  
•  Public	
  image	
  is	
  tarnished	
  
•  Governments	
  urged	
  to	
  intervene	
  

2.  Transparency,	
  and	
  parAcularly	
  pricing	
  
transparency,	
  is	
  a	
  key	
  element	
  to	
  correct	
  this	
  
serious	
  problem	
  in	
  the	
  microfinance	
  industry	
  



How	
  should	
  we	
  define	
  a	
  
“Transparent	
  Price”?	
  	
  

	
  
Total	
  Cost	
  of	
  Credit	
  (TCC)?	
  

Annual	
  Percentage	
  Rate	
  (APR)?	
  
Effec4ve	
  Interest	
  Rate	
  (EIR)?	
  

	
  
(And	
  can’t	
  we	
  just	
  keep	
  using	
  porpolio	
  yield	
  as	
  
a	
  proxy	
  for	
  price?	
  	
  We’ve	
  been	
  doing	
  that	
  for	
  

years!)	
  



Total	
  Cost	
  of	
  Credit	
  
	
  

“Isn’t	
  Total	
  Cost	
  of	
  Credit	
  sufficient?	
  	
  It’s	
  
what	
  clients	
  ask	
  for.	
  	
  They	
  don’t	
  

understand	
  abstract	
  percentages!”	
  
	
  



Which	
  would	
  you	
  buy?	
  

$1	
   $2	
  



Which	
  would	
  you	
  buy?	
  

$1	
  
$2	
  

1	
  liter	
   3	
  liters	
  



Prices	
  of	
  loans	
  are	
  much	
  
harder….	
  

	
  
We	
  aren’t	
  buying	
  an	
  item,	
  we	
  are	
  ren@ng	
  
money,	
  and	
  we	
  are	
  ren4ng	
  a	
  variable	
  

amount	
  of	
  money	
  for	
  a	
  variable	
  amount	
  
of	
  4me.	
  



Which	
  would	
  you	
  buy?	
  
Example	
  1	
  

Loan	
  1	
   Loan	
  2	
  
Amount	
   $1,000	
   $1,000	
  
Term	
   12	
  months	
   12	
  months	
  
Total	
  Cost	
   $130	
   $119	
  



Which	
  would	
  you	
  buy?	
  
Example	
  1	
  

Loan	
  1	
   Loan	
  2	
  
Amount	
   $1,000	
   $1,000	
  
Term	
   12	
  months	
   12	
  months	
  
Total	
  Cost	
   $130	
   $119	
  
APR	
   24%	
   22%	
  



Which	
  would	
  you	
  buy?	
  
Example	
  2	
  

Loan	
  1	
   Loan	
  2	
  
Amount	
   $1,000	
   $1,500	
  
Term	
   12	
  months	
   18	
  months	
  
Total	
  Cost	
   $179	
   $333	
  



Which	
  would	
  you	
  buy?	
  
Example	
  2	
  

Loan	
  1	
   Loan	
  2	
  
Amount	
   $1,000	
   $1,500	
  
Term	
   12	
  months	
   18	
  months	
  
Total	
  Cost	
   $179	
   $333	
  
APR	
   33%	
   28%	
  



Now	
  which?	
  
Example	
  3	
  

Loan	
  1	
   Loan	
  2	
  
Amount	
   $2,000	
   $3,000	
  
Term	
   6	
  months	
   12	
  months	
  
Compulsory	
  
Savings	
   10%	
   0%	
  

Total	
  Cost	
   $245	
   $568	
  



Loan	
  1	
   Loan	
  2	
  
Amount	
   $2,000	
   $3,000	
  
Term	
   6	
  months	
   12	
  months	
  
Compulsory	
  
Savings	
   10%	
   0%	
  

Total	
  Cost	
   $245	
   $568	
  
APR	
   50%	
   35%	
  

Now	
  which?	
  
Example	
  3	
  



(Total	
  Cost	
  of	
  Credit)	
  
•  No!!	
  TCC	
  only	
  works	
  for	
  exactly	
  iden4cal	
  products	
  
•  TCC	
  is	
  flawed	
  even	
  for	
  products	
  that	
  seem	
  very	
  similar.	
  	
  
•  TCC	
  is	
  decepAve	
  for	
  comparing	
  dissimilar	
  products	
  

•  Why?	
  	
  	
  
•  A	
  client	
  doesn’t	
  buy	
  a	
  loan.	
  	
  	
  
•  A	
  client	
  rents	
  a	
  variable	
  amount	
  of	
  money	
  for	
  a	
  variable	
  

amount	
  of	
  Ame.	
  
•  We	
  shouldn’t	
  use	
  a	
  “purchase	
  price”,	
  we	
  need	
  to	
  use	
  a	
  

“rental	
  price”	
  

“Should we use TCC with clients?” 



	
  
	
  
	
  

(Annual	
  Percentage	
  Rate)	
  
The	
  APR	
  indicates	
  the	
  cost	
  for	
  you	
  to	
  borrow	
  	
  $1.00	
  

for	
  one	
  year.	
  	
  It	
  is	
  a	
  unit	
  rental	
  cost.	
  
	
  

An	
  APR	
  of	
  30%	
  means	
  it	
  would	
  cost	
  you	
  30	
  cents	
  to	
  
borrow	
  $1.00	
  and	
  keep	
  the	
  en4re	
  $1.00	
  for	
  one	
  full	
  

year.	
  	
  	
  
	
  

The	
  APR	
  is	
  an	
  essen4al	
  figure	
  for	
  you	
  to	
  compare	
  the	
  
true	
  cost	
  of	
  different	
  loans.	
  

What is the APR? 



•  Interest:	
  	
  Certainly!	
  
•  What	
  else?	
  Everything	
  that	
  is	
  a	
  compulsory	
  

requirement	
  for	
  receiving	
  the	
  loan.	
  
•  Fees:	
  	
  Any	
  compulsory	
  fees	
  must	
  be	
  included	
  
•  Training	
  fees?	
  	
  Yes,	
  if	
  the	
  training	
  is	
  a	
  requirement	
  for	
  the	
  

loan.	
  	
  The	
  full-­‐price	
  is	
  then	
  for	
  “credit-­‐plus-­‐training”	
  
•  Insurance	
  fees?	
  	
  Yes,	
  if	
  insurance	
  is	
  a	
  requirement.	
  	
  The	
  

client	
  can	
  then	
  compare:	
  “Loan-­‐only	
  for	
  34%	
  APR,	
  loan-­‐
and-­‐insurance	
  for	
  38%	
  APR”	
  

•  Compulsory	
  Deposits	
  (“Savings”):	
  	
  Yes!	
  	
  We’ll	
  see	
  later.	
  

“What costs should we include?” 



You	
  can	
  use	
  our	
  MFT	
  Pricing	
  
Calculator	
  to	
  deepen	
  your	
  

understanding	
  and	
  to	
  calculate	
  actual	
  
prices	
  of	
  loans	
  



MFT	
  Pricing	
  Calcula4on	
  Tool	
  –	
  	
  
Advanced	
  Analysis	
  



MFT	
  Pricing	
  Calcula4on	
  Tool	
  –	
  	
  
Advanced	
  Analysis	
  



MFT	
  Pricing	
  Calcula4on	
  Tool	
  –	
  	
  
Advanced	
  Analysis	
  

All the standardized prices – 
MPR, APR, and EIR – are 
derived from the same 
process: 
 
•  Determine the “discount 

rate” (i) for the period 
•  Convert to an annual (or 

monthly) figure 



Even	
  Interest	
  can	
  be	
  complicated	
  
1.  Declining	
  Balance	
  
•  Do	
  grace	
  periods	
  affect	
  price?	
  

2.  Flat	
  Interest	
  
•  Do	
  grace	
  periods	
  affect	
  price?	
  

3.  Up-­‐front	
  Interest	
  
•  Does	
  the	
  Aming	
  of	
  when	
  interest	
  is	
  paid	
  affect	
  price?	
  



Declining	
  Balance,	
  no	
  grace	
  



Flat	
  Interest,	
  no	
  grace	
  



Declining	
  Interest,	
  no	
  grace	
  



Declining	
  Interest,	
  1	
  month	
  grace	
  



Declining	
  Interest,	
  4	
  months	
  grace	
  



Declining	
  Interest,	
  11	
  months	
  grace	
  



Flat	
  Interest	
  no	
  grace	
  



Flat	
  Interest,	
  1	
  month	
  grace	
  



Flat	
  Interest,	
  4	
  months	
  grace	
  



Flat	
  Interest,	
  11	
  months	
  grace	
  



Declining	
  Interest,	
  paid	
  monthly	
  



12%	
  declining,	
  paid	
  up-­‐front	
  



12%	
  flat,	
  paid	
  up-­‐front	
  



36%	
  declining,	
  paid	
  up-­‐front	
  

36% declining becomes 42% 
APR – as the interest rate 
increases, the impact of up-
front interest increases.  



Now	
  for	
  another	
  quiz….	
  
Same	
  loan	
  amounts,	
  same	
  term	
  

and…	
  
same	
  interest	
  rate,	
  no	
  fees	
  

	
  
(should	
  be	
  easy,	
  right?)	
  



Which	
  loan	
  would	
  you	
  pick?	
  
Loan	
  1	
   Loan	
  2	
   Loan	
  3	
  

Loan	
  amount:	
  	
   S1,000	
   $1,000	
   $1,000	
  
Loan	
  term:	
  	
   12	
  months	
   12	
  months	
   12	
  months	
  
Interest	
  Rate:	
   36%	
  p.a.	
  “flat”	
  

Paid	
  upfront	
  
36%	
  p.a.	
  “flat”	
  
Paid	
  monthly	
  

36%	
  p.a.	
  “flat”	
  
Paid	
  monthly	
  

Grace	
  period	
  	
   No	
   3	
  months	
  grace	
   No	
  

Total	
  Cost	
  Credit	
   $360	
   $360	
   $360	
  

Transparency	
  Index	
   39	
   71	
   59	
  

APR	
   91%	
   51%	
   61%	
  

Upfront	
   interest	
   can	
   dramaAcally	
  
increase	
   the	
   cost	
   because	
   client	
  
has	
  less	
  money	
  for	
  less	
  Ame	
  

Grace	
   periods	
   on	
   “flat	
   interest”	
  
loans	
   can	
   significantly	
   reduce	
   the	
  
actual	
   price,	
   because	
   client	
   has	
  
more	
  money	
  for	
  more	
  Ame	
  



Calcula4ng	
  those	
  three	
  examples	
  



36%	
  flat	
  interest,	
  no	
  grace	
  



36%	
  flat	
  interest,	
  3	
  month	
  grace	
  



36%	
  flat	
  interest,	
  paid	
  up-­‐front	
  



36%	
  flat	
  interest,	
  paid	
  up-­‐front	
  



And	
  what	
  about	
  EIR	
  instead	
  of	
  APR?	
  
1.  The	
  terms	
  APR	
  and	
  EIR	
  actually	
  have	
  no	
  standard	
  

definiAon	
  outside	
  of	
  MFTransparency.	
  	
  They	
  are	
  
used	
  interchangeably.	
  

2.  All	
  approaches	
  use	
  this	
  formula	
  to	
  solve	
  for	
  “I”	
  

	
  
3.  “i”	
  is	
  then	
  converted	
  to	
  an	
  annual	
  rate	
  either	
  

nominally	
  or	
  by	
  compounding,	
  eg:	
  
	
  	
  	
  	
  APR	
  =	
  i	
  x	
  12	
  	
  	
  	
  	
  	
  	
  	
  	
  EIR	
  =	
  (1	
  +	
  i)^12th	
  	
  	
  -­‐	
  1	
  



































	
  
Comparing	
  MFT	
  prices	
  and	
  

porpolio	
  yield	
  

PORTFOLIO YIELD 



What	
  happens	
  if	
  
an	
  MFI	
  has	
  two	
  

or	
  more	
  
products?	
  

Of	
  different	
  
sizes?	
  

Different	
  
purposes?	
  

Do	
  they	
  charge	
  
the	
  same	
  price	
  
on	
  all	
  products?	
  

Almost	
  never.	
  

Global	
  Porpolio	
  Yield	
  Isn’t	
  Enough	
  



With	
  declining	
  
balance	
  interest	
  all	
  
clients	
  have	
  same	
  

true	
  price.	
  

Flat	
  interest	
  can	
  
vary	
  price	
  paid	
  by	
  

each	
  client	
  

Fees	
  can	
  change	
  
price	
  to	
  each	
  client	
  

Security	
  Deposits	
  
can	
  affect	
  different	
  
clients	
  differently	
  

So	
  does	
  product-­‐
specific	
  porJolio	
  
yield	
  approximate	
  
the	
  true	
  price?	
  	
  

Almost	
  never.	
  

Product-­‐Specific	
  Porpolio	
  Yield	
  
Generally	
  Isn’t	
  Enough	
  



Why	
  Porpolio	
  Yield	
  Isn’t	
  Enough	
  

MFI
Average	
  loan	
  
balance	
  per	
  
borrower

Yield	
  on	
  
portfolio	
  
(nominal)

Initial	
  Loan	
  
Size

BancoSol 2,713 19.82% 5,155

MIX	
  (31-­‐12-­‐2009)



	
  	
  	
  	
  Average	
  Original	
  Loan	
  Amount	
  (US$)	
  



	
  	
  	
  	
  Average	
  Original	
  Loan	
  Amount	
  (US$)	
  





Largest product has a 
APR ranging from 
18% to 25% 



This product has a 
APR ranging from 
12% to 19% 



This product has a 
single APR of  25% 



This product with 
just a few clients has 
a APR ranging from 
11% to 13% 



And what is always quoted for BancoSol 
is “Their price is 20%.”  That is their 
weighted average price, but no clients 
actually pay 20%. 



	
  
Features	
  of	
  our	
  new	
  data	
  plaporm	
  

and	
  presenta4on	
  of	
  Pricing	
  
Transparency	
  Index	
  

PRICE TRANSPARENCY INDEX 





Uganda	
  Prices	
  and	
  Transparency	
  

•  Size of  bubbles indicates 
number of  clients with loan 
for that product in that loan 
size range. 

•  Coloring of  bubble indicates 
degree of  pricing transparency 
of  that loan sample. 



Uganda	
  Prices	
  and	
  Transparency	
  





Product	
  Summary	
  –	
  	
  
Scale,	
  Amount	
  ,Term	
  



Product	
  Summary	
  –	
  
Target	
  Group,	
  Methodology,	
  Purpose,	
  Services	
  



Product	
  Summary	
  -­‐	
  Pricing	
  



Hofocam,	
  6	
  products	
  





Loan	
  Condi4ons,	
  Single	
  Product	
  





Sample	
  Prices,	
  Single	
  Product	
  







PDF	
  of	
  MFT	
  Price	
  Calcula4on	
  



Top	
  Sec4on	
  of	
  MFT	
  Price	
  Calcula4on	
  



Transparency	
  at	
  Three	
  Levels	
  
•  Each	
  Sample	
  	
  
•  Nominal	
  Interest	
  Rate	
  /	
  Full	
  APR	
  x	
  100	
  
•  36%	
  /	
  72%	
  x	
  100	
  =	
  50	
  

•  Each	
  Product	
  
•  Average	
  of	
  the	
  samples	
  
•  Avg(50,45,42,53)	
  =	
  48	
  

•  InsAtuAon	
  
•  Weighted	
  average	
  of	
  the	
  Product	
  TI’s	
  
•  (48	
  x	
  35%	
  of	
  clients)	
  +	
  55	
  x	
  65%	
  of	
  clients	
  =	
  53	
  



Price	
  by	
  Loan	
  TERM	
  



	
  
Though	
  poten4ally	
  offering	
  some	
  benefits	
  
to	
  the	
  client,	
  compulsory	
  deposits	
  clearly	
  

have	
  a	
  financial	
  cost	
  to	
  the	
  client.	
  

COLLATERAL DEPOSITS (“SAVINGS”) 



“The full cost of a loan 
must include not only 

interest and fees, but also 
Compulsory Deposits, that 

we often call “savings” 



“I believe it should be 
what the client pays – 
interest and fees.  The 

Total Cost of Credit is the 
real cost. Savings is a 
benefit, not a cost.” 



“Savings does have some 
perceived benefit – the 

client leaves with cash in 
their pocket.  But when 

borrowing and saving at the 
same time, that savings 

affects the price of the loan” 



“Let’s look at a simple 
example, following a loan 
to a client, to understand 

why.” 



“Here’s a loan…. AND we 
help you SAVE”   

(savings is a requirement 
of this loan) 

$1000 



$1000 

$200 

$800 

Loan Term = 10 months 
Loan Amount = $1000 

Compulsory deposit = 20% 
Interest Rate = 2.5% per 
month (flat) or $25 per 

month 



Aeer	
  1	
  month	
  

% interest 

% interest + principal 

$100 
$700 

$200 

Part of the loan 
interest paid is for the 
part of the loan that is 

in “savings” $5 

$20 



Aeer	
  6	
  months	
  –	
  Amounts	
  are	
  equal	
  

% interest 

% interest + principal 

$200 

$200 
$100 

$5 

$20 



Aeer	
  8	
  months	
  -­‐	
  none	
  of	
  original	
  loan	
  lee	
  

% interest 

% interest + principal 

Loan payments are 
now coming out of 

her business assets, 
as all the loan that 

went to the business 
is repaid 

$200 

$0 $100 

$5 

$20 



So client may be 
forced to liquidate 

stock in order to repay 
the loan 

$200 

Negative $!! 



At	
  end	
  of	
  loan	
  –	
  savings	
  are	
  repaid	
  to	
  client	
  

$200 

$0 



But	
  what	
  has	
  client	
  actually	
  paid?	
  
Using	
  TCC	
  –	
  Total	
  Cost	
  of	
  Credit	
  

Loan	
  repayments	
  =	
  $1000	
  

PRINCIPAL	
  

Interest	
  paid	
  on	
  loan	
  =	
  $200	
  
 

Interest	
  paid	
  on	
  savings	
  =	
  $50	
  
	
  
	
  
	
  
	
  
Av.	
  Loan	
  Balance	
  for	
  	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  business	
  	
  =	
  $350	
  

INTEREST	
  

TCC	
  =	
  $250	
  

With	
  Savings	
  
 
 
 
 
 
 
 
 
 
 
 
 
 
	
  

Interest	
  paid	
  on	
  loan	
  =	
  $250	
  

INTEREST	
  

TCC	
  =	
  $250	
  

Without	
  Savings	
  

Av.	
  Loan	
  Balance	
  for	
  	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  business	
  =	
  $550	
  



But	
  what	
  has	
  client	
  actually	
  paid?	
  
Using	
  APR	
  –	
  Annual	
  Percentage	
  Rate	
  

Loan	
  repayments	
  =	
  $1000	
  

PRINCIPAL	
  

Interest	
  paid	
  on	
  loan	
  =	
  $200	
  
 

Interest	
  paid	
  on	
  savings	
  =	
  $50	
  
	
  
	
  
	
  
	
  
Av.	
  Loan	
  Balance	
  for	
  	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  business	
  	
  =	
  $350	
  

INTEREST	
  

Total	
  APR	
  =	
  75%	
  

With	
  Savings	
  
 
 
 
 
 
 
 
 
 
 
 
 
 
	
  

Interest	
  paid	
  on	
  loan	
  =	
  $250	
  

INTEREST	
  

Total	
  APR	
  =	
  51%	
  

Without	
  Savings	
  

Av.	
  Loan	
  Balance	
  for	
  	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  business	
  =	
  $550	
  



Summary	
  
	
  

•  The	
  client	
  did	
  leave	
  with	
  cash	
  aeer	
  the	
  loan	
  was	
  repaid....	
  but	
  it	
  
DID	
  increase	
  the	
  cost	
  of	
  the	
  loan.	
  	
  The	
  client	
  paid	
  interest	
  on	
  the	
  
“savings”	
  as	
  well	
  as	
  the	
  “business”	
  por4on	
  of	
  the	
  loan.	
  	
  And	
  she	
  did	
  
not	
  have	
  the	
  benefit	
  of	
  ACCESS	
  to	
  that	
  savings	
  during	
  the	
  loan.	
  

	
  
•  Voluntary	
  Savings	
  is	
  a	
  valuable	
  service,	
  but:	
  

•  When	
  clients	
  are	
  in	
  a	
  4me	
  when	
  they	
  need	
  a	
  LOAN,	
  they	
  need	
  
a	
  LOAN...	
  	
  

•  When	
  clients	
  are	
  in	
  a	
  period	
  where	
  they	
  want	
  to	
  SAVE,	
  we	
  
should	
  help	
  them	
  SAVE	
  (voluntarily)...	
  	
  

	
  
•  Blurring	
  SAVING	
  and	
  LOAN	
  at	
  the	
  same	
  4me,	
  and	
  charging	
  

INTEREST	
  on	
  the	
  SAVINGS,	
  increases	
  the	
  true	
  cost	
  of	
  the	
  loan,	
  and	
  
does	
  so	
  in	
  a	
  hidden	
  way.	
  

Summary 



	
  
	
  	
  
	
  

Cardinal	
  Rule	
  in	
  analyzing	
  micro-­‐
loans:	
  	
  	
  

	
  
Never	
  use	
  averages	
  

THE PRICE CURVE 





Using	
  the	
  MIX	
  Data	
  

Can download stats for multiple institutions, countries, and years.  Then just 
filter the info and generate some graphs… and avoid averages! 



Average 
Price 



Responsible Pricing Range 
 

Too 
Low! 

Too 
High! 













Why	
  is	
  there	
  a	
  price	
  curve	
  for	
  
micro-­‐loans?	
  















































	
  
Why	
  is	
  there	
  a	
  price	
  curve	
  for	
  

micro-­‐loans?	
  

The Cost Curve - Introduction 



In	
  the	
  Philippines,	
  we	
  find	
  a	
  curve	
  not	
  only	
  for	
  
prices,	
  but	
  also	
  for	
  OperaAng	
  Costs.	
  



Common	
  industry	
  benchmark	
  of	
  15-­‐20%	
  
OpCost	
  RaAo	
  is	
  appropriate	
  for	
  larger	
  loans	
  



But	
  smaller	
  loans	
  generate	
  an	
  Op	
  Cost	
  
RaAo	
  well	
  in	
  excess	
  of	
  20%	
  






