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The Why and How of Responsible 
Profits 

1. Our precarious situation – avoid going “full-circle” 

2. Is our profit fairly earned?  Are our markets fair? 

3. Appropriate levels of profit from the BoP 

4. Are high profits necessary and beneficial? 

5. Developing standards for responsible profit 
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Is our profit fairly earned?   
Do our markets function fairly? 

• Standard business theory doesn’t apply well to 
microfinance 

• Theory assumes competitive markets with free flow of information 
that allow consumers to make informed choices 

• The reality is quite different: 
• Our prices are bafflingly complex 

 



Which loan would you pick? 
Zero Interest 

Loan 
Interest and 

Fees 
And Savings Interest 

Only 

Loan amount:  $1,000 $1,000 $1,000 $1,000 

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 

TCC $50 $50 $33 $42 



Is our profit fairly earned?   
Are our markets functioning fairly? 

• Standard business theory doesn’t apply well to 
microfinance 

• Theory assumes competitive markets with free flow of information 
that allow consumers to make informed choices 

• The reality is quite different: 
• Our prices are bafflingly complex 

• Common logic breaks down where finance approaches the curve 









Price drops in Peru 
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Claims that an institution got more 
efficient because of competition, or that 

prices are dropping because of 
competition are misleading.  Profit comes 

from shifting position on the curve. 

2002 

2011 



Price drops in Peru 
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In these graphs, each dot is the data 
point of a single year, showing the 

progression over several years for a 
single MFI 

2002 

2011 
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Is our profit fairly earned?   
Are our markets functioning fairly? 

• Standard business theory doesn’t apply well to 
microfinance 

• Theory assumes competitive markets with free flow of information 
that allow consumers to make informed choices 

• The reality is quite different: 
• Our prices are bafflingly complex 

• Common logic breaks down where finance approaches the curve 

• Our choice to call portfolio yield “the price” is far from accurate 



What is always quoted for BancoSol is 

“Their price is 20%.”  That is their 

weighted average price, but no clients 

actually pay 20%. 



Is our profit fairly earned?   
Are our markets functioning fairly? 

• Standard business theory doesn’t apply well to 
microfinance 

• Theory assumes competitive markets with free flow of information 
that allow consumers to make informed choices 

• The reality is quite different: 
• Our prices are bafflingly complex 

• Common logic breaks down where finance approaches the curve 

• Our choice to call portfolio yield “the price” is far from accurate 

• Financial decisions are very difficult; most people do not make 
fully-informed, rational decisions 



Appropriate levels of profit from BoP: 
Social mandates demand social actions 

• MF is one of only industries with all clients 
exclusively at BoP 

• MF has marketed itself as highly social for decades 

• MF has claimed and aspired to higher standards 
than “normal business” 

• Our current actions are questioned by the public as 
being inconsistent with our message 

 



This is a Zero-Sum Situation 

Money does not just materialize from nowhere 
 

• Every penny of profit the MFI makes comes from the pockets 
of the clients 

• Our clients are from the Bottom of the Pyramid.  They are 
poor, and mostly female 

• At some point, the MFI’s profit absorbs all the economic 
impact the client received from the loan.  The MFI’s 
shareholders are wealthier, and the clients are poorer 



The Income Distribution Pyramid 

Microfinance is a rare 
industry with nearly 
100% of clients at 
bottom of the pyramid. 

How much wealth 
should be transferred 
from the poor to the 
rich? 



Are High Profits Necessary and Beneficial? 

• Do we need profit maximization to be a viable industry?  Or 
does it endanger the reputation of the industry? 

• Aggressive expectations of investors influence business decisions 

• Risk of high growth strategies and over-indebtedness 



Growth and Over-Indebtedness 
“Compartamos’ greatest achievement was having inspired so 
much competition that the number of microfinance institutions 
(MFIs) in Mexico grew from 200 in 2006 to 2,000 today.” 

  Alvaro Rodriguez, Board Chair, Compartamos 

 • Do the poor in Mexico need 2,000 sellers of credit? 
• How many of those 2,000 are committed to responsible practice? 

• How many have been attracted by quick, high profits?  

• As saturation leads to over-indebtedness, how many loans 
at >100% APR can a woman handle before defaulting? 

 





Are High Profits Necessary and Beneficial? 

• Do we need profit maximization to be a viable industry?  Or 
does it endanger the reputation of the industry? 

• Aggressive expectations of investors influence business decisions 

• Risk of high growth strategies and over-indebtedness 

• Long term reputation is poor 

• What are the consequences of moderate profit targets? 
• We can still grow fast enough, and at a healthier rate 

• We attract a different type of investor. Hedge funds go elsewhere… 
(and that’s a good thing) 

• Less negative reaction from public and politic system 

• Little or no negative issues 

• Long term reputation is positive 



Approaches for Setting Profit 
Standards: 

 
It’s time to discuss and decide 

 



Some Responsible Profit Options 

1. ROE 

2. ROA 

3. Matrix approaches comparing prices and profits 
- Kiva approach, Daniel Rozas approach 

4. Building in factors for “who benefits”, e.g., where 
the profit goes 

- More tolerant of profit if it clients are shareholders 



One Idea for Responsible Profit - ROE 

Reference Point 

ROE of 8% Typical market investment 
 

Possible Benchmarks for ROE in microfinance 

Less than 5% Red light – Insufficient for 
long term sustainability 

6% to 15% Green light – Healthy double 
bottom line institution 

16% to 25% Yellow light – The “grey area” 
in these benchmarks are 
colored “yellow”  

Above 25% Red light – Excessive profits 
generated from the poor 



What ROEs do we currently see? 

 







* Negative ROEs filtered out to improve y-axis visibility 



For more ideas on this, visit this page on our 
website: 

 
http://www.mftransparency.org/resources/growth-profit-

compensation-in-microfinance-how-much-is-too-much/ 
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