SUMMARY

Why do Entities for the Development of Small and Microenterprises (EDPYMEs) lack competitive advantages in the Peruvian Microfinance market ?

The thesis’ first hypothesis is that EDPYMEs’ lack of competitive advantages comes from the structure of their liabilities. The second hypothesis is that transforming to a Deposit-Taking Institution (DTI or Financiera) can help EDPYMEs (and Proempresa in particular) increase their competitive advantages by decreasing their debt to liabilities and cost of funds ratios. A lower cost of funds will allow EDPYMEs to decrease the rate they are charging to their customers or increase their profits (that they can reinvest to improve their productivity).

To check the first hypothesis, we calculated EDPYMEs’ debt to liabilities and cost of funds ratios and compared them to that of other microfinance actors. The second hypothesis was checked by comparing Proempresa’s cost of funds before and after transformation, using Proempresa’s past and forecast financial statements.

To answer the question, the Peruvian Microfinance market was analyzed: it is characterised by harsh competition between Microfinance actors and a trend towards clients’ overindebtedness. Then, the reasons for EDPYMEs’ lack of competitive advantages in the Peruvian Microfinance market were studied. The main cause for EDPYMEs’ lack of competitive advantages is due to regulation constraints: EDPYMEs are the only regulated entities that are prohibited by Law from collecting savings from the public. As a result, EDPYMEs’ debt to liabilities and cost of funds ratios are higher than that of other microfinance institutions (MFIs). EDPYMEs pass these extra costs on to clients through higher interest rates than that of their competitors.

Assuming harsh competition between Microfinance actors, a third consequence is that clients do not borrow from EDPYMEs first, since other MFIs offer better interest rates and since interest rate is one of the attributes that clients value the most. EDPYMEs have therefore more difficulty in attracting clients and have “softer” evaluation processes, which implies more risks. Moreover, as the Peruvian Microfinance market is characterised by a trend towards clients’ overindebtedness, people ask for credit to EDPYMEs to repay loans they have in other institutions and then have difficulty in repaying the latter credit. Hence, EDPYMEs have a poorer portfolio quality and lower profitability than that of competitors, which does not help improve their competitive advantages...They cannot be viable in the long-term because they have fewer opportunities to grow than their competitors, since they are prohibited from offering savings products and have lower profits to invest.

An option to be considered to improve this situation is to transform to Financiera. The case of Edpyme Proempresa was presented, after having checked that Proempresa meets the general characteristics of EDPYMEs and that it faces competitive disadvantages in front of other types of MFIs, which justifies its decision to transform to Financiera.

The first objective for Proempresa to transform to Financiera is to collect money from the public as a cheap source of funds. This can imply lower interest rates for Proempresa’s clients (or more income for Proempresa), which will increase the competitive advantage of Proempresa in the Microfinance market. It will then be able to compete with other MFIs on equal terms. The second objective of transformation is to offer a wider variety of Microfinance products, so as to align with competition in terms of products offered, better retain clients and transform overindebtedness into savings, offering saving products instead of credit products.

From the cost of funds analysis, we cannot firmly conclude that transforming to Financiera will help decrease Proempresa’s cost of funds in the first five years after transformation. We can assume it will do so on a longer-term and this could be an opportunity for further investigation in the future. 

