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Main Points 

• What are the best practices in consumer 
protection?  
• Globally 

• In the region?  

• How should one balance between: 
• Regulation, and  

• Microfinance-industry led initiatives? 

 



Transparency for Consumer 
Protection 

• Best Practice:   
• Adapt those policies that blend: 

• a respect the rights of the consumer  

• fair and transparent business practices 

• Best Strategy:   
• MFIs and Regulators should focus on areas that improve 

the flow of accurate, useful information from the 
business to all stakeholders, including the client 

• With better information, market forces work better 

• Consumers make better decisions 

• Recent movements toward pricing regulation are an 
intervention to correct market imperfections 

• Non-transparent prices can result in client abuses 



A blend of responsible practice 
and regulation 

• Our industry has shown great initiative on 
demonstrating voluntary practice of responsible 
behavior and transparency 

• In some areas, assistance from regulators helps 
to enforce universal compliance 

• We have excellent examples of responsible 
practice at the industry level and at the regulator 
level 

• The importance of both are obvious, as 
demonstrated by the US subprime lending crisis 



Voluntary Best Practice  
by MFIs/Networks 

• Charging declining balance interest with no fees, 
e.g., Equitas (India) 

• Printing the Effective Interest Rate on client 
documents when not required by law, e.g., SKS 

• Networks who implement membership “Codes of 
Ethics” that enable all members to shift practices 
together 

• Financial literacy training applied for clients, loan 
officers, and MFIs (e.g., Freedom from Hunger) 
 



Best Practice by Regulators 

• Prohibiting use of “flat interest” (Cambodia, 
S.Africa) 

• Requiring standardized repayment schedules of 
all MFIs (Bosnia/Herzegovina) 

• Publishing of all true prices on website (Peru) 

• Weekly publishing of prices in newspaper 
(Bolivia) 

• Including security deposits in calculation of true 
price (Ecuador) 
 



Why do we need both regulation 
and self-regulation? 

• The flaw of inconsistent regulation 
• Regulation generally applies only to a portion of the 

microfinance industry.   

• Different providers work under different regulatory rules, 
and some providers have no regulation at all 

• The dilemma of the “downward spiral” 
• Without industry-wide efforts and/or regulation, many 

MFIs get trapped by the bad practices started by a few 
MFIs 

 



Why do we need both regulation 
and self-regulation? 

• Regulation is often a reaction to the behavior of 
a small portion of the market 
• Regulators have the responsibility of correcting risky and 

aggressive behaviors of some 

• Self-regulation therefore reduces the need for formal regulation 

• Regulators are open to working with MFIs.  The more MFIs and 
regulators work together, the better regulators can perform 
their responsibilities 

• Responsible practice and open dialogue lead to a better market 
and better regulations 



Why do we need both regulation 
and self-regulation? 

• Regulation previously developed for commercial finance 
requires significant adaptation to work properly with 
microfinance 
• Interest rate caps 

• Flat interest 

• Security deposits 

• Better regulation results from: 
• MFIs being transparent with information 

• Creation and sharing of useful industry analysis reports 

• Learning from examples in other countries 

• Value of regional conferences 
• MFTransparency is organizing regional conferences that bring 

regulators, MFIs, and other stakeholders together to discuss and learn 
from each other on responsible practice and effective regulation 



Summary 
• Microfinance was created to be a double-bottom-

line industry that respects the poor 

• Microfinance has long practiced transparency of 
financial information 

• Our work has often set examples for the broader 
business world to learn from and follow 

• Our new efforts in the areas of responsible 
practice and self-regulation again demonstrate to 
the world the unique, values-based foundation of 
our microfinance community  
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