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Microenterprise Funders Group

« Founded in 2005 -- a forum to explore funder
Interest in microenterprise development in the U. S.

« Asof October 1, 2011 — merged into Asset Funders
Network.

For more information:

hitp.//www.assetfunders.org/
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https://mail.aspeninst.org/owa/redir.aspx?C=781c5f0077cb47d79a9c9ab1b26cced6&URL=http%3a%2f%2fwww.assetfunders.org%2f
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A brief note on fechnology egzEE

Tech Support
« Email: jackieo@aspeninst.org

Chat Feature

« Type your message in text box below
“Chat with Presenter” and click the
“Send” button
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Goal of tfoday’s webinar 'h_\q mmmmmm

Exploration of
microlender pricing:

 Where's the US field
on pricing

* |ssues raised/emerging
dynamics

* Implications for funders
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Invited Guests

Brett Simmons,
Director of Programs
and Policy

ACCI°N

CHICAGO

A\ Paul Leonard,

California Director
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The U.S. context 'k.;

State usury laws Differing views on use of subsidy
Highly subsidized
rates

Positioning--alternative to high-priced
Predatory lenders
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Emerging Tensions

Emergence of for-profit microlenders =
some consumers value access and speed

N

Concern that higher rates negatively impact
disadvantaged entrepreneurs
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Emerging Tensions

Limited earned revenue =
sustainability |

N

For-profits moving aggressively towards
self-sufficiency/earned revenue
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Pricing Picture o

nonprofit subprime cards for-profit

Annual Percentage Rate (APR)
3-18% 23.95% 18-60%

(Nn=137)

Effective Interest Rate?

Fees
Flat fees Flat fees
079 $18 1o $150 59 _ 2
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l v ‘FIELD
Impact on Boffom Line __hﬂl

$1000/6 mos. $2500/1 yr.  $25,000/3 yr. $25,000/5 yr.

Interest Rate
50% $191.80 $268.96 $1,352.85 $1,140.12
8% $170.58 $217.47 $783.41 $506.91

Difference: 50% vs.

8% $21.22 $51.49 $569.44 $633.21
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» Understand the pricing process

« Examine expectations regarding
scale/sustainabllity

« Support market research around pricing
sensifivity

 Promote fransparency v. pricing
restrictions
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FIELD

at the Aspen Institute

Download at:
http://fieldus.org/Publications/FunderGuidel7.pdf

FIELD Funder Guide

Issue 17 [June 2011
Is the Price Right? The Role of Pricing in Microenterprise Lending

The past scvcul years have scen a great deal of controversy regarding the interest rates and prices charged by some
(MFIs) in developing ies.! The debate has cmerged in part because of the entrance

and success of for-profit microfinance institutions that have, in some cases, reaped significant returns for their

investors. Further, the ongoing discussion about interest rates and pricing is linked to an emerging concern about the

extent to which MFls are providing a routc out of poverty.

The interest rates and prices charged by U.S. microenterprise lenders have, to date, not been significant issues of
debate or discussion among practitioners, donors or in the general media. This is pantly because interest rates in the
U.S. are, for a variety of reasons, lower than those charged in developing countries. In fact, most, if not all, nonprofit
microlenders in the US are charging pnﬁ:s that are subsidized (in other words, are well below their costs). Most
U.S. microlenders are, fore, scen as " sources of fi ing that are a clear alternative to payday or
predatory lenders.

Two emerging dynamics may lead to greater focus on m(cts: rates :nd pricing in the United States. The first is the
entry into some markets of several for-profit microl and ions that have shown strong rates
of growth over a short period of time but in some cascs are charging substantially higher rates than nonprofit lenders.”
The second is the growing recognition that the fact that the rates currently charged by nonprofit microlenders are
well below their costs may be one factor hindering their growth and sustainability. This guide explores the issues
relating to the pricing of microenterprise loans that funders may want to consider as they engage with lenders.

The pricing picture

There is no available industry-wide data on the prices charged by nonprofit microlenders.” However, FIELD has
collected pricing information from a set of five lenders participating in its Scale Academy for Microenterprise
Development. The interest rates charged by these lenders range berween 5 and 18 percent (with most falling below
13 percent). Closing fees also vary, with some of the five lenders charging flat fees that range from $35 to $250 and
others charging a percentage of the loan ranging from two percent to seven percent. Both interest rates and fees vary
across the different loan products offered by these lenders, based on a variety of factors, including the source of the
loan capital, and the size and purpose of the loan.*

In di ditcards.com, the national average credit card interest rate was 14.67 percent as of
April 27. 2011; the nzuom.l average for business credit cards was 12.91 percent and for individuals with subprime

* Eva Pseira. “Re-Examining the Microfnance Msion: Shonld Inirest Rats be Cappeck” Forbss, Sepenbes 30, 2010, it/ blogs fosbes com
be-capper, (sccessed June 20, 2011).

mmm-m.aﬁmnﬂkkgﬁm Sn;ﬁvi:-..llm-mmwrmu 2011, hetp:/fwww.ssireview.org/articles/entryl
microfinance._needs_regulation/, (accessed June 20, 2011).

* Lizx Gomez and Elaine L. Edgeomb, A Newdy Crowded Markesplace: How For-Profiz Lenders are Serving Microensrepreneurs (Washington, D.C.: The
Aspen Insitute, 2011), hitp://fieldus.org/Publications/ForProfitLenders. pdf.

* Alihoagh, there may be dita avathble soon. The UL.S. Microsnterpeise Cenis, conducsed by FIELD at the Aspen Institute, includes 2 quession on
interest rates. Three hundred and sixty.nine micrentesrprise organizations provided detailed responses to survey quastions in the last cersus, which
M&nmmmm:wmuw-m&cmgmw&nmddruu}yu projectsd to be available in il 2011.

« Elaine L. Edgeomb, Joyee A. Klein and Luz Gomez, Dellars for Dreams: Scaling Microlending in the Unised Stases (Washingzon, D.C.: The Aspen
Institute, 2010), pp. 17-20.
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To access the FIELD publications and Webinars: L‘d

FIELD
The Aspen Institute
One Dupont Circle, NW, Suite 700
Washington, D.C. 20036
(202) 736-1071
E-mail: fieldus@aspeninst.org
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