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For	
  a	
  business	
  to	
  be	
  sustainable,	
  prices	
  
must	
  increase	
  as	
  loan	
  sizes	
  become	
  

smaller.	
  
	
  

High	
  Prices	
  do	
  not	
  necessarily	
  mean	
  high	
  
profits.	
  

Conflicts between Price Caps and the 
Costs of Delivering Small Credits 



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















































Price	
  Caps	
  create	
  a	
  sense	
  of	
  security	
  for	
  borrowers.	
  	
  	
  
	
  

They	
  believe	
  they	
  are	
  protected	
  for	
  high	
  prices.	
  
	
  

But	
  if	
  there	
  is	
  no	
  verifica)on	
  that	
  products	
  actually	
  
respect	
  that	
  price	
  cap,	
  the	
  system	
  breaks	
  down.	
  

True Price Caps and Enforcement 



The	
  formula	
  used	
  to	
  determine	
  the	
  price	
  cap	
  may	
  
leave	
  (accidentally	
  or	
  inten)onally)	
  loopholes.	
  

	
  
The	
  true	
  price	
  charged	
  on	
  the	
  loan	
  may	
  then	
  be	
  in	
  

excess	
  of	
  what	
  the	
  client	
  believes.	
  

What is a True Price Cap? 



AJer	
  a	
  serious	
  crisis	
  when	
  consumer	
  
lending	
  was	
  challenged	
  for	
  exploi)ng	
  

clients,	
  the	
  financial	
  industry	
  developed	
  a	
  
self-­‐regulatory	
  body,	
  the	
  Na)onal	
  Credit	
  

Regulator	
  (NCR)	
  

South Africa Self-Regulatory False 
Price Cap 











MFIs are legally 
barred from stating 

their APR. 



“The whole point of the interest 
rate cap was to fool the stupid 

politicians” 



Extreme	
  Distor)ons	
  
“We	
  find	
  some	
  poten%al	
  
for	
  banks	
  to	
  even	
  offer	
  
nega%ve	
  interest	
  rates	
  and	
  
s%ll	
  maintain	
  very	
  
profitable	
  total	
  prices”	
  
	
  
	
  -­‐	
  Africa	
  Bank	
  representaHve	
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