Interest for Change 

- The Microfinance Capital Market

Project description – July 27, 2007

The idea

To connect lenders with small and medium-sized microfinance institutions, thereby giving the institutions access to capital and lenders access to transparent performance and credit history of the institutions. Microfinance institutions get capital. Lenders are able to diversify their microfinance portfolio.
The purpose

Interest for Change serves two purposes:

1) To enable lenders to reach the high-potential segments of small and medium-sized microfinance institutions.
2) To give small and medium-sized microfinance institutions access to capital, something which for them is a key constraint. 
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The large are few

Commercial investment in microfinance has grown 233% to a current value of USD 2 billion during the last two years, according to CGAP, a consortium of private and public donors in microfinance based at the World Bank. These investors concentrate their investments in large, well established and less risky microfinance institutions, even though nine out of ten institutions are small (see chart).
 This is likely to be because of the high transaction costs associated with the small and medium-sized microfinance institutions. Interest for Change bring these transaction costs by providing information and investment opportunities down thereby bridging the gap between lenders and microfinance institutions.

The platform

The core of Interest for Change is an online lending platform, where lenders and microfinance institutions can sign up.

How it works

Firstly, microfinance institutions can submit a request for a loan of a size defined by themselves, while at the same time indicating the highest interest rate they are willing to pay. Loans can range from USD 2,000 to USD 100,000. The request is posted on the Interest for Change website together with the profile of the microfinance institution. Several information and due diligence levels are available: From self-reported data over official ratings to information collected by third parties in accordance with CGAP portfolio review criteria.
 

Secondly, lenders can bid on the loans, either granting a loan in accordance with the suggested interest rate, or offering a lower one. 

Lenders can commit as little as USD 500 and can choose to meet only a part of the loan request. Furthermore, lenders are encouraged to diversify, either manually by simply lending smaller amounts to several microfinance institutions or automatically, in which case the loan will be distributed to several microfinance institutions, either screened by Interest for Change or selected from objective criteria by the lender. 

Thirdly, the borrowing microfinance institution starts repaying the loan. The repayment track record of the microfinance institution is monitored and displayed on the website. After the last installment is paid back, the lender can give comments on the borrowing microfinance institution, which the institution of can respond to.

Income is generated by fees on borrowers and lenders, for example a 0.5% fee of the total amount paid up front by the microfinance institution and a 0.5% fee on lenders to be paid once the loan is repaid.

Value proposition for investors

Investors can diversify their portfolio and maximize their development impact by investing through Interest for Change. Advantages are:

· Access to small and medium-sized microfinance institutions. Previously, it has been impossible or too expensive to invest in this type of microfinance institutions.
· Diversification of investment portfolio. Investors already involved in microfinance are concentrated in larger institutions, so Interest for Change will allow them to diversity their portfolio. At the same time, investors can diversify risk by investing smaller amounts in several institutions and countries. Finally, credit histories and microfinance institution portfolios will make it possible to choose between high risk-high return and low risk-low return profiles. 
· Maximize social and financial returns. Investing in small and medium-sized microfinance institutions has a high social and financial return, due to the potential for scaling and the high degree of outreach. 
Value proposition for microfinance institutions

Small and medium-sized microfinance institutions get access to capital to help them develop. Advantages are:

· Access to capital. Small and medium-sized microfinance institutions cannot borrow on international or domestic market. International markets offer too large loan sizes and domestic markets have comprehensive collateral requirements. 
· Introduction to the commercial market. Early access to a commercial market for capital will help the institutions to develop sustainable business practices at an early stage. 
· Individual interest rate according to the institution's performance and credit history. The reputation and auction system allow both young and more mature microfinance institutions to gain access to capital at an interest rate set on the basis of performance and credit history.

Development impact

Microfinance's potential to reduce poverty is widely recognized. With an outreach at an estimated 100 million and a market of 2.5 billion, microfinance currently has a market penetration of only four percent. Interest for Change will increase this penetration rate, thereby contributing to poverty reduction, reduction in vulnerability, better health and better education in a cost-effective and sustainable manner.
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Table 4:

Size of Institution
(in terms of poorest clients)
1 million or more
100,000-999,999
10,000-99,999
2,500-9,999

Fewer than 2,500
Networks”

Number of
Institutions

9
46
29
553
223"
3

Combined Number of
Poorest Clients

26,856,854
11,775,843
8,176,554
2,667,531
1,305,970
31,166,284

Percentage of
Total Poorest

328
144
10
33
16
38







