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Understanding	  the	  cost	  curve	  for	  
micro-‐loans	  



Efficiency:	  Opera4ng	  Cost	  Ra4o	  
The	  formula	  for	  the	  raAo:	  

Annual	  OperaAonal	  Cost	  	  
-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐-‐	  
Average	  Loan	  PorIoliio	  

We	  will	  analyze	  at	  the	  level	  of	  a	  single	  loan	  
•  Cost	  to	  process	  and	  disburse	  a	  loan	  (once	  per	  loan)	  
•  Monitoring	  cost	  (monthly	  cost)	  
•  We	  annualize	  these	  cost	  





























































Pricing	  for	  Different	  Products	  

Component	   $100	  Loan	   $1000	  Loan	  

Financial	  Costs	   10%	   10%	  
Loan	  Loss	   2%	   2%	  
OperaAng	  Costs	   50%	   15%	  
Profit	   3%	   3%	  

Total	  Price	   65%	   30%	  





Cost	  Components	  that	  Affect	  Pricing	  

Component	  

Financial	  Costs	   10%	  
Loan	  Loss	   2%	  
OperaAng	  Costs	   20%	  
Profit	   3%	  

Total	  Price	   35%	  

Cost Components that Affect Pricing 



Realizing	  that	  there	  is	  a	  Cost	  Curve	  

Efficiency	   1	   2	   3	  

OperaAng	  Cost	  per	  
Loan	  

$50	  

Loan	  Size	   $500	  
OperaAng	  Cost	  RaAo	   10%	  

Realizing that there is a cost curve 



Realizing	  that	  there	  is	  a	  Cost	  Curve	  

Efficiency	   1	   2	   3	  

OperaAng	  Cost	  per	  
Loan	  

$50	   $50	  

Loan	  Size	   $500	   $250	  
OperaAng	  Cost	  RaAo	   10%	   20%	  

Realizing that there is a cost curve 



Realizing	  that	  there	  is	  a	  Cost	  Curve	  

Efficiency	   1	   2	   3	  

OperaAng	  Cost	  per	  
Loan	  

$50	   $50	   $30	  

Loan	  Size	   $500	   $250	   $100	  
OperaAng	  Cost	  RaAo	   10%	   20%	   30%	  

Realizing that there is a cost curve 



Are	  there	  curves	  for	  the	  other	  	  
cost	  components?	  



Cost	  Components	  that	  Affect	  Pricing	  

Component	  

Financial	  Costs	   10%	  
Loan	  Loss	   2%	  
OperaAng	  Costs	   20%	  
Profit	   3%	  

Total	  Price	   35%	  
Let’s	  look	  at	  Bolivia	  

Cost Components that Affect Pricing 



Financial	  Expenses	  range	  between	  2%	  and	  
5%,	  with	  a	  flat-‐average	  of	  3%,	  not	  

correlated	  to	  loan	  balance.	  



Loan	  Provision	  is	  a	  consistent	  1%	  to	  2%,	  
not	  correlated	  to	  loan	  balance.	  



OperaAng	  Cost	  RaAo	  is	  by	  far	  the	  largest	  
component,	  ranging	  from	  10%	  to	  30%	  and	  

is	  highly	  correlated	  to	  loan	  balance.	  



Efficiency	  -‐	  Cost	  per	  Borrower	  

These	  MFIs	  are	  actually	  VERY	  efficient	  
“per	  borrower”,	  but	  this	  sAll	  is	  high	  

relaAve	  to	  the	  loan	  amount	  









Is	  there	  a	  drama4c	  curve	  in	  every	  country	  
like	  we	  see	  in	  the	  Philippines?	  

	  
No.	  	  Not	  when	  we	  look	  at	  the	  MIX	  data.	  	  
Some	  countries	  are	  more	  like	  “sloped	  

lines”.	  



Where	  do	  the	  curves	  start?	  
	  

Let’s	  study	  the	  opera4ng	  cost	  
curve	  rela4ve	  to	  the	  economy	  











It’s pretty “flat” out 
here, above 100% 



It gets more 
interesting over 

here…. 



Most of the Bolivian 
MFIs are way off to 
the right… > 100% 









Mexico, Brazil, and 
Colombia not present 

at 100% 









Only Mexico, Brazil, 
Colombia and 

Philippines at 5% 





Gradual	  slope	  unAl	  about	  25%	  GNI	  



Significantly	  steeper	  from	  25%	  down	  
to	  10%...	  



Nearly	  a	  verAcal	  line	  below	  10%...	  



As	  loans	  approach	  0%	  GNI,	  the	  cost	  
raAo	  approaches	  infinity	  



Conclusion:	  
As	  microfinance	  loans	  get	  more	  and	  

more	  “micro”	  we	  approach	  the	  limits	  of	  
what	  we	  can	  viably	  deliver.	  

	  
If	  we	  expect	  clients	  to	  cover	  the	  costs,	  
we	  charge	  a	  higher-‐and-‐higher	  price.	  	  	  



Why	  do	  prices	  in	  MFIs	  come	  down?	  
	  

Scale?	  	  
Compe44on?	  	  

Mature	  markets?	  



CMAC	  Sullana	  (Peru)	  
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Year
Yield	  on	  gross	  
portfolio	  (real)

Operating	  
expense/	  loan	  

portfolio
ROA

2003 35.52% 17.01% 4.36%
2004 31.90% 13.99% 5.02%
2005 32.65% 12.85% 5.88%
2006 28.54% 12.58% 5.16%
2007 26.84% 10.85% 5.50%
2008 26.48% 10.97% 4.02%

Price	  reduc4ons	  due	  to	  improved	  efficiencies?	  	  
Economies	  of	  scale?	  	  Increased	  compe44on?	  	  



CMAC	  Sullana	  (Peru)	  
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Year
Yield	  on	  gross	  
portfolio	  (real)

Operating	  
expense/	  loan	  

portfolio
ROA

Average	  loan	  
balance	  per	  
borrower

2003 35.52% 17.01% 4.36% 614
2004 31.90% 13.99% 5.02% 1,082
2005 32.65% 12.85% 5.88% 1,340
2006 28.54% 12.58% 5.16% 1,646
2007 26.84% 10.85% 5.50% 1,942
2008 26.48% 10.97% 4.02% 2,557

As	  we	  deliberate	  on	  what	  is	  “responsible	  pricing”,	  we	  must	  
look	  at	  other	  factors,	  including	  loan	  size,	  loan	  purpose,	  
loan	  term,	  and	  na4onal	  market	  condi4ons.	  





Price	  drops	  in	  Peru	  
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Price	  drops	  in	  Peru	  
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In	  these	  graphs,	  each	  dot	  is	  the	  data	  
point	  of	  a	  single	  year,	  showing	  the	  
progression	  over	  several	  years	  for	  a	  

single	  MFI	  



Price	  drops	  in	  Peru	  

	  

77 



Price	  drops	  in	  Peru	  
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Price	  drops	  in	  Peru	  
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Price	  drops	  in	  Peru	  
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Price	  drops	  in	  Peru	  
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What	  about	  micro-‐savings?	  	  
	  

Is	  there	  a	  curve	  here?	  



The	  micro-‐savings	  curve	  



The	  micro-‐savings	  curve	  



The	  micro-‐savings	  curve	  



The	  micro-‐savings	  curve	  



The	  micro-‐savings	  curve	  



The	  micro-‐savings	  curve	  



The	  micro-‐savings	  curve	  


