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What price DO we charge? 
 

What is a “transparent price”? 
 

How should we DEFINE price? 

Income (Price) 







How did we end up with such 
non-transparent pricing?   

 



The Downward Spiral 

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

2. It is a combination of:  

• Lack of transparent pricing regulation 

• Initial motivation 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 shift 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 shift to flat 
interest 

3. All MFIs shift 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 shift to flat 
interest 

3. All MFIs shift to non-
transparent pricing.. 
And it continues 

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 shift to flat 
interest 

3. All MFIs shift 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 shift to flat 
interest 

3. All MFIs shift 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 shift to flat 
interest 

3. All MFIs shift to non-
transparent pricing 

4. Consumers struggle to 
choose 

5. Profits are correlated 
to price when loans 
are identical 

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 competition is hindered 

• Strong temptation from high profits 

• The poor are harmed 

• Public image is tarnished 

• Governments urged to intervene 

2. Transparency, and particularly 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)? 
Effective Interest Rate (EIR)? 

 
(And can’t we just keep using portfolio 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 renting 

money, and we are renting a variable 
amount of money for a variable amount 

of time. 



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 identical products 
• TCC is flawed even for products that seem very similar.  

• TCC is deceptive 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 time. 

• 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 entire $1.00 for one full 

year.   
 

The APR is an essential 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 Calculation Tool –  
Basic Analysis 



MFT Pricing Calculation Tool –  
Advanced Analysis 



MFT Pricing Calculation Tool –  
Advanced Analysis 



MFT Pricing Calculation 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 timing 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 



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 dramatically 
increase the cost because client 
has less money for less time 

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



Calculating 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 
definition outside of MFTransparency.  They are 
used interchangeably. 

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

 

 

1. “i” is then converted to an annual rate either 
nominally or by compounding, eg: 

    APR = i x 12         EIR = (1 + i)^12th   - 1 

 



































Understanding Fees 

1. Up-Front Fees 
• Percentage 

• Fixed Amount 

2. On-going Fees 
• Percentage 

• Fixed Amount 

3. Sensitivity of Up-front fees and loan terms 

4. Sensitivity of Fixed fees and loan amount 

5. Upfront fees are more expensive than on-going 



Up-front Percent Fees with differing 
loan terms 



Fee of 1% up-front, 12 months 



Fee of 1% up-front, 6 months 



Fee of 1% up-front, 3 months 



Up-front Percent Fees with differing 
loan amounts 



Fee of 1% up-front, $1,000 



Fee of 1% up-front, $500 



Up-front Fixed Fees with differing 
loan amounts 



Fixed-fee of $10 up-front, $1000 



Fixed-fee of $10 up-front, $500 



Comparing Up-front and On-going 
Fees 



Fee of 1% up-front, $1,000 



Fee of 1% up-front, $1,000 



Fee of 1% on-going, 12 months 



Fee of 1% on-going, 12 months 



Example of pushing the limits: 
 

Impact of high up-front Fees with short 
loan term 



5% up-front fee on 52-week loan 



5% up-front fee on 26-week loan 



5% up-front fee on 12-week loan 



5% up-front fee on 8-week loan 



Understanding Security Deposits 

1. Called “savings” in some countries, but it is 
collateral, inaccessible to client during the loan 

2. Frequently part of the loan, but adds to cost even 
if the client deposits the money before the loan 

3. Frequently, the MFIs pay interest on the “savings”, 
but  
• The “savings” is part of the loan balance 

• The client is paying a higher interest rate on the loan 

• Therefore, the “savings” increases the true cost of the 
loan. 



10% up-front security deposit 



20% up-front security deposit 



30% up-front security deposit 



30% up-front, pay 5% interest 



30% up-front, pay 10% interest 



30% up-front, pay 20% interest 



30% up-front, pay 30% interest 



Complex loan, 20% security deposit 



Complex loan, pay 79% on sec. dep. 



You can use our MFT Pricing 
Calculator to deepen your 

understanding and to calculate actual 
prices of loans 



MFT Pricing Calculation Tool –  
Advanced Analysis 



MFT Pricing Calculation Tool –  
Advanced Analysis 



MFT Pricing Calculation Tool –  
Advanced Analysis 

A broad variety of 
repayment frequencies 



MFT Pricing Calculation Tool –  
Advanced Analysis 

Configure different 
repayment schedule options 



MFT Pricing Calculation Tool –  
Advanced Analysis 

Different options for grace 
periods and balloon payments 



MFT Pricing Calculation Tool –  
Advanced Analysis 

Many options to mix upfront 
and ongoing pricing criteria 
and percentage or fixed 
pricing 



MFT Pricing Calculation Tool –  
Advanced Analysis 

Shows incremental cost of 
each different price 
component 



MFT Pricing Calculation Tool –  
Advanced Analysis 

Shows pricing for the Period 
(i.e., repayment frequency) 
and then converts that price 
to a Monthly Rate (MPR), a 
nominal Annual Rate (APR), 
and a compound Annual Rate 
(EIR) 



MFT Pricing Calculation Tool –  
Advanced Analysis 

The tool generates a full 
repayment schedule and 
shows the cash flow for the 
client, which is used to 
calculate the true price. 



MFT Pricing Calculation Tool –  
Advanced Analysis 

It includes a useful calculation 
of the APR for each period, 
showing how pricing changes 
dramatically with “flat 
interest” calculations. 



MFT Pricing Calculation Tool –  
Advanced Analysis 

You can also enter “manual 
mode” to put in exact dates 
and amounts when the 
automatic options don’t give 
you the exact price. 



MFT Pricing Calculation 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 



 
Though potentially 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 



After 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 



After 6 months – Amounts are equal 

% interest 

% interest + principal 

$200 

$200 
$100 

$5 

$20 



After 8 months - none of original loan left 

% 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 



 
Making sense of the complications of the 

price communicated 

Burning off the Fog of Pricing 























Group Exercise – Part I 

• Review some example repayment schedules that clients receive.  

Compare the information to the complete information for the 

companion MFT Price Calculation Sheet. 

• Rate what is good and what needs improvement 



Group Exercise – Part II 

• Review the different price components and propose an approach for 

how legislation should address them 



 

 

Promoting Transparent Pricing  
in the Microfinance Industry 

 
MicroFinance Transparency is an NGO registered in the USA 


