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 Conclusion 

 
 
 

2 



The Market Setting 

 South Africa 
 „Cash loan“ industry 

 
 Risky sector 
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High 
30% 1 month 

 

Low 
3% 12+ month 
 

Lender 
7,75%-11,75% 

1,4,6,12 month 



The Market Setting 

 Incentives to repay 
 
 
 
 

 
 No interest rate ceiling (fall 2003). 
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Carrots 
•↓ future price 
•↑ future loan size 

Sticks 
• Reports to credit bureaus 
•Collection agents’ calls 
•Court summons 
•Wage garnishment 



Experiment 

 53’810 past clients 
 Rates є[3,25%; 14,75%] 
 96% < standart rate  
 1% > standart rate  
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The offer and loan application process 
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Model 

 
where: 
 i - potential borrowers; 
 yi- measure of take-up or loan size demand for debt 
 Ci - a vector of loan contract terms (offer rate (ri) and/or the maturity (mi)); 
 Xi includes the two variables:pre-approved credit risk (low/medium/high), 

and the mailer wave (July, September, or October). 

 
 

where: 
 a= 1 if the client applied for a loan; 
 ß - unbiased estimate of the price sensitivity of loan take-up 
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Price Elasticity Results 
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Pricing Strategy for Profitability and Access 
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Pricing Strategy for Profitability and Access 
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Maturity Elasticities of Demand 

where: 
 m - the maturity chosen (parameterized linearly) 
 S - the maturity suggestion 
 R - vector of the randomly assigned offer and contract interest rates 
 X- vector of risk and loan size presented in the offer letter’s example 

loan 
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Maturity Elasticities of Demand 
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Conclusion 

 Downward-sloping but relatively flat demand; 
 Lender, which had no social targeting objectives, had 

no incentive to cut rates; 
 Maturity elasticities are significant only among 

relatively low-income borrowers; 
 Female and low-income borrowers are more 

sensitive to interest rates; 
 The methodology can be adapted to other MFIs 

marketing approaches and strategic considerations. 
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