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PROPOSITION:	  
Social	  Businesses,	  with	  Social	  Investors	  

should	  behave	  socially.	  
	  

ISSUE:	  
We	  don’t	  always	  succeed.	  	  

Why	  not?	  	  	  
What	  can	  we	  do	  to	  resolve	  this?	  



Lack	  of	  Transparent	  Pricing	  
	  

The	  way	  we	  communicate	  prices	  
to	  our	  clients	  is	  far	  from	  

transparent	  



Which	  loan	  would	  you	  pick?	  
Zero	  Interest	  

Loan	  
Interest	  and	  

Fees	  
And	  Savings	   Interest	  

Only	  
Loan	  amount:	  	   R1,000	   R1,000	   R1,000	   R1,000	  
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 



How	  did	  microfinance	  end	  up	  with	  
non-‐transparent	  pricing?	  



The	  Downward	  Spiral	  

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

2.  It	  is	  a	  combinaKon	  of:	  	  
1.  Lack	  of	  transparent	  pricing	  regulaKon	  
2.  IniKal	  moKvaKon	  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:	  	  	  

1.  Interest:	  2.5%	  decl.	  

2.  MFI	  2:	  
1.  Interest:	  3.0%	  decl.	  



The	  Downward	  Spiral	  
1.  All	  MFIs	  have	  

transparent	  prices	  
2.   Some	  MFIs	  shiX	  to	  flat	  

interest	  

1.  MFI	  1:	  	  	  
1.  Interest:	  2.5%	  decl.	  

2.  MFI	  2:	  
1.  Interest:	  2.0%	  flat	  



The	  Downward	  Spiral	  
1.  All	  MFIs	  have	  

transparent	  prices	  
2.  Some	  MFIs	  shiS	  to	  flat	  

interest	  
3.   All	  MFIs	  shiX	  to	  non-‐

transparent	  pricing	  

1.  MFI	  1:	  	  	  
1.  Interest:	  1.75%	  flat	  

2.  MFI	  2:	  
1.  Interest:	  2.0%	  flat	  



The	  Downward	  Spiral	  
1.  All	  MFIs	  have	  

transparent	  prices	  
2.  Some	  MFIs	  shiS	  to	  flat	  

interest	  
3.   All	  MFIs	  shiX	  to	  non-‐

transparent	  pricing..	  
And	  it	  con]nues	  

1.  MFI	  1:	  	  	  
1.  Interest:	  1.75%	  flat	  

2.  MFI	  2:	  
1.  Interest:	  1.6%	  flat,	  2%	  

upfront	  fee	  



The	  Downward	  Spiral	  
1.  All	  MFIs	  have	  

transparent	  prices	  
2.  Some	  MFIs	  shiS	  to	  flat	  

interest	  
3.  All	  MFIs	  shiS	  to	  non-‐

transparent	  pricing	  
4.   Consumers	  struggle	  to	  

choose….	  Which	  would	  
YOU	  choose?	  

1.  MFI	  1:	  	  	  
1.  Interest:	  1.75%	  flat	  

2.  MFI	  2:	  
1.  Interest:	  1.6%	  flat,	  2%	  

upfront	  fee	  



The	  Downward	  Spiral	  
1.  All	  MFIs	  have	  

transparent	  prices	  
2.  Some	  MFIs	  shiS	  to	  flat	  

interest	  
3.  All	  MFIs	  shiS	  to	  non-‐

transparent	  pricing	  
4.   Consumers	  struggle	  to	  

choose…	  Because	  the	  
prices	  are	  far	  from	  clear	  

1.  MFI	  1:	  	  	  
1.  Interest:	  1.75%	  flat	  
2.   APR:	  37%	  

2.  MFI	  2:	  
1.  Interest:	  1.6%	  flat,	  2%	  

upfront	  fee	  
2.   APR:	  57%	  



The	  Downward	  Spiral	  
1.  All	  MFIs	  have	  

transparent	  prices	  
2.  Some	  MFIs	  shiS	  to	  flat	  

interest	  
3.  All	  MFIs	  shiS	  to	  non-‐

transparent	  pricing	  
4.  Consumers	  struggle	  to	  

choose	  
5.   Profits	  are	  correlated	  

to	  price	  

1.  MFI	  1:	  	  	  
1.  Interest:	  1.75%	  flat	  
2.  APR:	  37%	  
3.   ROE:	  10%	  

2.  MFI	  2:	  
1.  Interest:	  1.6%	  flat,	  2%	  

upfront	  fee	  
2.  APR:	  57%	  
3.   ROE:	  40%	  



The	  Downward	  Spiral	  
1.  Prices	  are	  far	  from	  clear,	  and	  thus:	  

1.  Consumers	  over-‐consume	  
2.  Market	  compeKKon	  is	  hindered	  
3.  Strong	  temptaKon	  from	  high	  profits	  
4.  The	  poor	  are	  harmed	  
5.  Public	  image	  is	  tarnished	  
6.  Governments	  urged	  to	  intervene	  

2.  Transparency,	  and	  parKcularly	  pricing	  
transparency,	  is	  a	  key	  element	  to	  correct	  this	  
serious	  problem	  in	  the	  microfinance	  industry	  



The	  Microfinance	  Industry	  is	  now	  
working	  in	  concert	  to	  reverse	  that	  

downward	  spiral	  



Advances	  in	  Promo]ng	  
Responsible	  Prac]ce	  

� MFTransparency	  
�  SMART	  Campaign	  
�  SPTF	  
�  Principles	  for	  Responsible	  InvesKng	  
�  Seal	  of	  Excellence	  



Rapid	  Progress	  in	  Transparency	  
(Results	  of	  our	  first	  two	  years)	  

� MFT	  currently	  working	  in	  28	  countries	  (adding	  1	  
more	  each	  month)	  
◦  400	  InsKtuKons	  
◦  2,000	  different	  loan	  products	  
◦  55	  million	  clients	  
◦ US$15	  billion	  in	  outstanding	  poraolio	  

� Microfinance	  is	  the	  first	  industry	  of	  any	  kind	  in	  the	  
world	  to	  pracKce	  global,	  voluntary	  disclosure	  of	  true	  
pricing.	  



Challenge:	  We	  need	  to	  do	  smarter	  
analysis	  

	  
Our	  limited	  analysis	  of	  pricing	  in	  microfinance	  

focuses	  on	  the	  wrong	  informa]on,	  e.g.,	  
–	  Average	  pordolio	  yield	  

-‐-‐	  Opera]ng	  cost	  ra]o	  benchmarks	  





Average	  
Price	  

“The	  median	  interest	  rate	  for	  
sustainable	  MFIs	  was	  about	  
26%	  in	  2006.”	  	  	  	  	  CGAP	  Brief	  



Responsible Pricing Range 
 

Too	  
Low!	  

Too	  High!	  













Is	  there	  a	  curve	  in	  other	  
countries?	  







The	  interesKng	  quesKon:	  
Are	  insKtuKons	  “off-‐of-‐the-‐
curve”	  pricing	  responsibly?	  



Possible	  Conclusion:	  
	  

The	  poorer	  the	  client,	  the	  more	  
we	  exploit	  her	  by	  charging	  higher	  

prices	  



In	  the	  Philippines,	  we	  find	  a	  curve	  not	  only	  for	  
prices,	  but	  also	  for	  OperaKng	  Costs.	  



Common	  industry	  benchmark	  of	  15-‐20%	  
OpCost	  RaKo	  is	  appropriate	  for	  larger	  loans	  



But	  smaller	  loans	  generate	  an	  Op	  Cost	  
RaKo	  well	  in	  excess	  of	  20%	  





Comparison	  of	  the	  Cost	  Curve	  and	  
the	  Price	  Curve	  









What	  is	  Transparent	  Pricing?	  
The	  pricing,	  terms,	  and	  condiKons	  of	  financial	  
products	  will	  be	  adequately	  disclosed	  to	  the	  clients	  
in	  a	  clear	  manner	  that	  allows	  both	  	  
	  

•  Accurate	  understanding	  of	  prices,	  and	  	  
•  Ability	  to	  compare	  different	  products.	  

	  



Ecuador	  Data	  



Results	  of	  Non-‐Transparent	  
Pricing	  

Consumers are often told a much lower price that reality 

Consumers buy more 
expensive loans 

Consumers go into more 
debt than they should 

MFIs do not compete on price but on other factors 

Prices therefore can and 
do vary dramatically 

Some MFIs push prices 
higher to maximize profits 



Transparency	  Must	  Come	  First	  

Responsible	  Pricing	  
DefiniKon	  &	  
Discussion	   ImplementaKon	  

Transparent	  Pricing	  



Combined	  Approach	  

Responsible	  
Pricing	  

Self	  Regulated	  
PracKce	  of	  
Transparent	  

Pricing	  

SupporKve	  
Government	  
Regula]on	  



What	  does	  transparency	  mean	  	  
for	  responsible	  pricing?	  

Compe]]ve	  prices	  =	  Responsible	  prices	  

We	  improve	  transparency	  and	  price	  compeKKon…	  

Less	  compeKKon	  =	  wider	  range	  in	  prices	  

No	  transparency	  =	  less	  compeKKon	  



 
 
 

Promo]ng	  Transparent	  Pricing	  	  
in	  the	  Microfinance	  Industry	  


