Webinar series for investors on analyzing
fintech investments
How can investors evaluate ‘value’ to clients?
How can investors evaluate ‘risk’ to clients?
Repayment Capacity Analysis, Pricing, and Predatory Marketing
December 7, 2017

Agenda
• Overview – Anup Singh, Leads MicroSave’s Banking and Financial
Services domain in Africa
▫ 1) Design considerations for sustainable fintechs;
▫ 2) Analysis of Pricing models;
▫ 3) Marketing strategies

• Commentary after Pricing and Marketing sections– Rafe Mazer, Policy Lead,
FSD Kenya
• What questions can investors ask to evaluate a potential fintech investment? Anup Singh
• Summary: Responsible communications, social performance and client protection
issues - Rafe Mazer
• Q&A with participants

Repayment Capacity
Analysis and Predatory
Marketing
SPTF/CDC Group
Fintech Webinar Series
December 2017
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About Us

International FI consulting

20+

firm with
years of
experience

11 offices around
the world

~50

Projects in
developing countries

Our impact so far

200+
clients

>550
Publications
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Implemented

>70

digital transformation
projects

Developed

200+

products and channels

Trained

1,000+

financial sector stakeholders
globally

Anup Singh
q Leads MicroSave’s Banking and
Financial Services domain in
Africa
q Eleven plus years of experience
q Expertise includes strategy,
business model design, product
development, and implementation
support
q Consulted over 100 financial
institutions in Africa and Asia.
q Supported a large number of
fintechs and digital transformation
projects
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Fintech and Financial Inclusion
Fintechs are
transforming
financial services
globally

Fintech or Financial
Technology refers to
organisations combining
innovative business models
and technology to enable,
enhance and disrupt
financial services
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USD 45B in capital has been
invested in the fintech start-ups
globally

Fintech disrupts
established business
models by creating
new and efficient
means of
providing services

Fintechs are leveraging
on technology and
creating new
distribution
channels

Fintechs have led to the
emergence of new
customer segments
previously unreached
8,000+ fintech startups serve users across 16
financial services categories globally
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Design Considerations for Sustainable Fintechs
User-centric Design
Products and services that meet the needs of the end user for it to make sense
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Pricing
Pricing that is easily understood and perceived affordable by the
end users

Marketing and Customer Acquisition
Marketing that communicates the uses and benefits as well as the risks
to the end users

Responsibility
Embedded aspects of social performance and client protection within the
products and services delivery

6

Pricing
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Repayment Willingness Analysis, Pricing and Risk

Repayment ability
and willingness
• Fintech offering
credit assess their
customers’ ability
and willingness to
repay by use of
available data.
• The data sources can
either be
transactional data
and or alternative
data or a blend

Product pricing
• Fintechs’ are not subjected
to rigorous supervision
compared to traditional
banks. They therefore have
more freedom on how they
price their offerings.
• Pricing is based on the
usage while considering
their competitors prices
and risk

Risk pricing
• Fintechs’ mainly focus on
segments (niche-focus)
perceived to be risky due to
their irregular incomes.
Fintechs price their digital
credits highly since they are
unsecured and chances of
recovering the money in case
of default are low.
• Risk pricing also depends on
whether alternative data is
utilised

Risk-return tradeoffs
• Fintechs’ understand that
the higher the risk the
higher the return
potential. They therefore
engage in high risks such
as gradual loan limits
progress with higher
returns.
• In addition, fintechs’
investors demand higher
returns

https://letstalkpayments.com/usage-based-pricing-for-fintech-from-selling-products-to-providing-services/
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Pricing Models
Price comprise of cost, margin and risk. In addition, fintech prices are pegged on usage.
• Pay-as-you-go: Pricing based
on transactions (M-Kopa)
• Bundled pricing: Bundling
pricing models, for example a
loan price entail both facilitation
and interest fee (Equity’s
EazzyLoans)
• Threshold: Pricing is tagged to
specific amount of transaction
(Branch’s digital credit)
• Flat rate: Fixed fee regardless of
transaction value

•Transparency on pricing, terms
and conditions
•Market-based pricing which is
non-discriminatory pricing
•Pre-payment penalties and
transaction fees are not
excessive
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Examples of
pricing models

An example of responsible
pricing models
• Branch uses threshold pricing models and
is transparent on the charges

Elements of
responsible
pricing models
https://www.gotransverse.com/blog/12-examples-of-usage-based-pricing-models/
CPP- Responsible pricing
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Alternative Data Impact on Pricing Models and Repayment Capacity
Alternative data for
Repayment Capacity

• Alternative data also called nontraditional data is non transactional
data collected from different sources
• The data can be structured, semistructured unstructured, and does
not always tell about financial
services usage

360
Customer
view

Impact of alternative
data on pricing models
Lower pricing:
Alternative data analysis à client
understanding and profiling (credit
rating) thus lower risk pricing
Discounted pricing:
Use of alternative data helps identify
different marketing strategy that lead to
discounted pricing e.g. referrals, instant
gratification on transactions among
other.

IFC, Data Analytics Handbook
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Repayment Capacity Analysis and Responsible Pricing
Assessment models on repayment
capacity analysis
Alternative Data: Fintechs can largely benefit
from the use of non traditional/ non transactional
data. They should assess their clients repayment
capacity based on the locations they frequent, bills
they pay, social media activities among others.
Analysis of this data can drive informed decisions
on portfolio quality only if potential clients leave
digital footprints.
Basic Threshold Limit: Fintechs with limited
budget for data analytics and research create initial
limit of a digital credit, for example, at USD 10.
From there they can then analyse the repayment
trends of the borrower and increase their limit with
their transactional data. Apart from the fintech
with limited budget, amount of data the
prospective client leaves in his/her digital footprint
also matters.
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How should investors assess the
fintech’s approach to responsible
pricing practices?

Evaluate the
market price
range

Evaluate
competitors
pricing

Check if the
pricing of
products and
services is within
the public domain
(through websites
or messages to the
subscribers)

Evaluate customer participation in pricing
determination
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Pricing, Risks and Risk Mitigation Mechanisms
Impact of pricing on the endconsumers
§ Uptake Hike: An increase in
uptake happens when pricing is
perceived to be lower by the
consumers in comparison with
competitors and vice versa
§ Reputation: Consumers may
perceive products/ solutions by
fintechs’ as of high or low quality
based on the price
§ Defines Target Market: High
prices may be seen to serve high
income earners and vice verse
affecting preference and choice of
product

.

Risks of current pricing
models to the disruptors
§ Pay-as-you-go: Fraud
§ Bundled Pricing: Reputation,
fraud
§ Threshold: Fraud, risk coverage
is small for larger amount
§ Flat Rate: Fraud, risk coverage is
small for larger amount

Risk mitigation
mechanisms
§ Fraud: Double verifications
(four eye principle) – twofactor authentication
§ Reputation Risk: Constant
monitoring of stakeholders
and customers’ perception of
the disruptor

DFS and Risk Management- IFC Handbook
https://www.iia.org.uk/resources/risk-management/managing-reputation-risk/
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Case – Branch International and Lending Club
Branch

Lending Club

• Fintechs are anticipated to reduce their pricing over time for
repeat customers. Branch and Lending Club indicate on their
websites that after building relatively good to excellent credit
history the loan terms improve*
*There is no evidence to substantiate the claim
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Marketing
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Marketing Strategies for Fintechs and Predatory Marketing
There is more usage of below the line
marketing

• Attending Fintech events
• Promotions on social media, SMS
• Highly customised content- using
keywords that the target market would be
looking for, ads
• Millennial-oriented strategy
• Focus on building long term relationship
• Transparency

Marketing Strategies
for Disruptors

Factors leading to
predatory marketing
• Need to increase the customer base
• Need for increased profit share
• Need to eliminate competition
• Need to increase sales

Predatory marketing can be
implemented through:

• Pull and push
• Opt in vs opt out
• ATL and BTL
The success of the chosen approach(es) is
highly dependent on the understanding of
the marketing mix (8Ps)
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Predatory
Marketing
Approaches

An example of
marketing
strategy

Millennial
oriented
campaign

httEntps://securionpay.com/blog/6-marketing-trendsfintech-industry/
http://blaze.co.ke/byob/
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Responsible Marketing Strategies Design and Marketing KPIs
Responsible Marketing Strategy Design
Be honest and transparent about social causes
• Avoid aggressive marketing by being
transparent and complete disclosure of
information

Marketing KPIs
• Sales Revenue
• Landing page conversion rates
• Organic traffic – where clients are finding
their websites by their own tired to SEO

Be aware of legal regulations specific to the
industry
• Ensure the message remain silence on pricing
comparison to avoid implications

strategy
• Social Media Traffic (and Conversion Rates)
• Customer Value = average sales per person by
number of purchase per year by average

Be involved with your audience at a social level
• Ensure visibility in social media and engage
with your customers

retention in months

https://www.forbes.com/sites/steveolenski/2015/01/01/3-ways-to-kill-it-with-socially-responsiblemarketing/#33a0eca72400
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Marketing, Risks and Risk Mitigation Mechanisms
Impact of marketing on
the end-consumers
• Brand awareness and
recognition
• Uptake of the service or
product
• Thought leadership
• Definition of target market
segment

Risks of current
marketing strategies to
the disruptors
§ Fraud: Fraudsters capitalise
on undergoing promotions
to defraud non-suspecting
customers
§ Reputation: Negative
publicity

Risk mitigation
mechanisms
§ Fraud: Awareness
campaign
§ Reputation Risk: constant
monitoring stakeholders
and customers perception
of the disruptors

IFC DFS handbook
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Pricing in Marketing Communications
Pricing has a critical role in marketing
communications, this is the story one plans
to tell. Why include pricing?

Expensive
services/products are
perceived to be
valuable

Profits are affected by
prices

Strategic prices can
lead to clientele
growth

To build loyal
customer base- this
means focusing on
customers who are
not focused on lowest
achievable prices

Watchful pricing
leads to smart
competition

Examples of pricing marketing messages
Did you know that you can qualify for a
loan of 50 dollars from XXXX. To Learn
more click on….?

Did you know that you can qualify for a
loan of 50 dollars from XXXX?

Did you know that you can qualify for a
loan of 50 dollars from XXXX with an
interest of 7% flat rate per month?

Did you know that you can qualify for a
loan of 50 dollars from XXXX at 5%?

https://thekinigroup.com/importance-pricing-marketing/
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Investors’ Terms of Reference
Value
Proposition

Problem
and
Solution

Customer
Segments
& Channel
Penetration

Resources
&
Partners

MarCom
Risk
Management

Potent Fintech
Revenue
Streams

Cost Structure
Vision
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Sample Due Diligence Questions
Marketing
1. Which marketing strategy are
you using currently? Why?
2. How effective is the strategy?
How do you measure its
effectiveness?
3. Do you intend to change the
strategy in the next 3-5 years

User Centric Design
1. What informed your product
offering(s)?
2. Who is your target customer?
3. Do you consider your solutions
to be market-led? How do you
measure that?
4. How did you achieve user-centric
design in the solutions you offer?

Pricing
1. What is your pricing model
and what led to that model?
2. Is the model working for the
target customers? If yes, why?
3. Do you intend to change the
model in the next 3 years? If
yes, why?

Responsibility
1. How sustainable is your
business model?
2. To what extent do you offer
responsible financing? Focus on
product itself, marketing,
pricing

Capacity to Repay
1. What informs your customers repayment ability?
2. Is this fintech using any technology to understand the customers ability
to repay? If any, tell us more about the technology
3. To what extent are you using alternative data? Please explain
4. How accurate is this approach?
5. Any plans to enhance repayment capacity analysis?
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Contacts:
Anup Singh
Principal Consultant
MicroSave
Anup@MicroSave.net
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