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Prices in Microfinance 

• What price can the poor afford to pay? 

• What price do moneylenders charge? 

• What price do MFIs charge? 

• What price should responsible MFIs charge? 



Microfinance is at a significant 
transition point 

 1980’s – the birth of the industry 
 Microfinance started ago as an innovative experiment to 

help the poor 

And was 
rewarded with 
the 2006 
Nobel Peace 
Prize 



Microfinance is at a significant 
transition point 

 2005 to present 
 Microfinance has evolved into an established, fast-

growing business 

 

But has some 
activity gotten 
too commercial? 



Prices and Profits 
Compartamos (Mexico) 

Year ROE 

2000 62% 

2001 40% 

2002 54% 

2003 53% 

2004 49% 

2005 55% 

2006 57% 

2007 54% 

2008 55% 

2009 43% 

The Price APR 

w/o Collateral 
Deposit 

105% 

With Collateral 
Deposit 

126% 

The IPO in 2007 resulted in a 
300-to-1 return on investment 

made in 2000, turning $6 
Million into $2 Billion. 



…the media continues to be skeptical 



“Work hard and earn 

money. Do not take 

loans.” 
 

Suicide note of  18-year-old 

girl 



How do we set prices in order to 
be financially sustainable? 



Cost Components that Affect Pricing 

Component 

Financial Costs 10% 

Loan Loss 2% 

Operating Costs 20% 

Profit 3% 

Total Price 35% 

Cost Components that Affect Pricing 



Are there curves for any of these  
cost components? 

 
We first study Bolivia data 



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. 



Operating Cost Ratio is by far the largest 
component, ranging from 10% to 30% and 

is highly correlated to loan balance. 



Pricing for Different Products 

Component $100 Loan $1000 Loan 

Financial Costs 10% 10% 

Loan Loss 2% 2% 

Operating Costs 50% 15% 

Profit 3% 3% 

Total Price 65% 30% 





Realizing that there is a Cost Curve 

Efficiency 1 2 3 

Operating Cost per 
Loan 

$50 

Loan Size $500 

Operating Cost Ratio 10% 

Realizing that there is a cost curve 



Realizing that there is a Cost Curve 

Efficiency 1 2 3 

Operating Cost per 
Loan 

$50 $50 

Loan Size $250 $500 

Operating Cost Ratio 20% 10% 

Realizing that there is a cost curve 



Realizing that there is a Cost Curve 

Efficiency 1 2 3 

Operating Cost per 
Loan 

$30 $50 $50 

Loan Size $100 $250 $500 

Operating Cost Ratio 30% 20% 10% 

Realizing that there is a cost curve 





Cost and Price of a $300 
loan is very different than 

for a $1000 loan 



Detailed analysis of financial statements show: 

• Not all micro-credit products are the same 

• Microfinance industry averages are often misleading 

• Really interesting things happen as loan amounts get 
very small 

• “Where you are on the curve” must influence any 
judgments made about performance and appropriate 
prices 

Many Decisions We Have Made are 
Flawed 



For years our analyses were doing from ratios using 
financial statements, e.g., portfolio yield -> approximate 
price 

 

MFTransparency was created to  

• Investigate actual prices charged 

• Move the industry toward full transparency on those 
prices 

• Analyze and learn from those prices 

Determining Real Prices 



MFTransparency’s  
Transparent Pricing Initiative 



Over the past five years MFTransparency has disclosed 
the transparent prices for: 

 

• 29 Countries 

• 526 Institutions 

• 1761 Products 

• 48.7 Million Borrowers 

 

Via our global program - the Transparent Pricing Initiative 

Transparent Pricing Initiative 



 
 
 

What is the Initiative? 

1. Country-by country basis 

2. Work in partnership with local industry actors 

3. Encourage MFIs to voluntary disclosure of data 
• Exemplifies their consumer protection 

• Gives them competitive edge 

• Gains visibility for MFIs to funders 

• Awards Seal of transparency 

• Contribute to development of their market 

 



 
 
 

Transparent 
Pricing Initiative 

Educational 
Workshop 

Data 
Collection 

Price 
Calculation 
& Analysis 

Educational 
Materials 

Data 
Publication 



 
 
 

 Data Collection Process 

Completion 
of excel- 

based 
survey 

Submission 
of Loan 

Document 

MFT Price 
Calculation 

MFI Review 
of Prices 

Publication 
of Prices 



 
 
 



 
 
 



 
 
 



 
 
 



 
 
 



Do we really need all of that to 
know what prices we charge? 



 
 
 

The Confusing World of Pricing 

1. How do we communicate our prices? 
• In an utterly confusing way! 

2. How should we convert that confusion into a useful 
price figure? 

• MFT’s “Full APR” figure 

3. What is a appropriate means of determining the 
honesty of the price communicated? 

• MFT’s Transparency Index 

 



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 



Responsible Microfinance 
 

Strategy: work together to fix 
market flaws and “level the 

playing field” 



Double Bottom Line – 
There is a balance between business and client 

Client MFI 

Ideally, we seek a “win-win” in which both the client and the MFI benefit 



Double Bottom Line – 
There is a balance between business and client 

Client MFI 
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Double Bottom Line – 
There is a balance between business and client 

Client MFI 
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Price Costs 



Double Bottom Line – 
There is a balance between business and client 

Client MFI 

Ideally, we seek a “win-win” in which both the client and the MFI benefit 

Affordable PRICE Adequate PROFIT 

Price Costs 

In Microfinance, neither 
of these are easy to 

understand!  The depend 
on the PRODUCT 



What prices do we see in your 
countries? 









Analyzing Prices relative to Loan 

Amount and Loan Term 



Analyzing Prices relative to Loan 

Amount and Loan Term 









Prices per country based on Loan 

Amount as % of  GNI per Capita 

















True product prices correlated to 

pricing transparency 





PDF of MFT Price Calculation 



Top Section of MFT Price Calculation 



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 

• Institution 
• Weighted average of the Product TI’s 

• (48 x 35% of clients) + 55 x 65% of clients = 53 

 



Realizing that there is a Cost Curve 

Price 1 2 3 

Quoted Interest Rate 20% 

Full APR 22% 

Transparency Index 90 

Relative Incentive to Hide Prices 



Realizing that there is a Cost Curve 

Price 1 2 3 

Quoted Interest Rate 20% 

Full APR 50% 22% 

Transparency Index 90 

Relative Incentive to Hide Prices 



Realizing that there is a Cost Curve 

Price 1 2 3 

Quoted Interest Rate 30% 20% 

Full APR 50% 22% 

Transparency Index 60 90 

Relative Incentive to Hide Prices 



Realizing that there is a Cost Curve 

Price 1 2 3 

Quoted Interest Rate 30% 20% 

Full APR 100% 50% 22% 

Transparency Index 60 90 

Relative Incentive to Hide Prices 



Realizing that there is a Cost Curve 

Price 1 2 3 

Quoted Interest Rate 35% 30% 20% 

Full APR 100% 50% 22% 

Transparency Index 35 60 90 

Relative Incentive to Hide Prices 





















 

 

Promoting Transparent Pricing  
in the Microfinance Industry 

 
MicroFinance Transparency is an NGO registered in the USA 


