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Can Profit Be a Force for Good?

July 6, 2008

Contrary to popular belief, most
companies are not greedy and pur-
suing profit is not a sinful act. In
fact, there is a strong argument to
be made that the profit motive may
be just what we need to drive so-
cial progress.

Take poverty for example. Micro
financing has helped millions of
poor people around the world earn
their own way out of poverty by
providing loans on terms they
could live with and by teaching
them sound financial principles so
they could help themselves. Nobel
Peace Laureate Muhammad Yunus
and the Grameen Bank he estab-
lished in Bangladesh are perhaps
the best known. For the most
part, these are not-for-profit or-
ganizations that obtain their funding

r edgroughn“sokially motivated inves-

tors” like the World Bank, govern-
ment agencies and charities. As
such, their funding is somewhat
limited — as is the number of peo-
ple they can help.

Compartamos Banco, however, is a
Mexican bank that has taken micro
financing to a whole new level for
low-income entrepreneurs. While
it was once a non profit organiza-
tion born out of the same social
concern that inspired Mr. Yunus, to
help poor people escape from pov-
erty, it has since turned to fighting
poverty with profits. In 2000, it
formed a for-profit company in
order to raise larger amounts of
new capital from the private-
sector.

Compartamos not only figured out
how to meet the needs of more
poor people who needed access to
the banking system - but also how
to make money doing it. As a re-
sult, the bank has been growing by
leaps and bounds:

e After 10 years operating as a
nonprofit, in 2000 Compartamos
was financing 60,000 micro-
borrowers.

e By 2006 its client base had
grown to more than 600,000.

Today it has more than 900,000
clients -- |5 times as many as it had
in 2000 - with an average loan size
of only $450.

This strong growth suggests that
the bank's for-profit model makes
both borrowers and lenders better
off. Yet the triumph is not good
news for everyone. In the eco-
nomic sector that Compartamos
serves -- those making about $10 a
day (largely women) -- the interna-
tional charity brigade is at risk of
becoming obsolete, says the Wall
Street Journal. Perhaps this ex-
plains why people who make their
living giving away other people's
money are badmouthing Comparta-
mos for the vulgar practice of earn-
ing "too much" profit.

Helping the poor may be virtuous,
but when the poverty industry
starts losing "clients" because the
market is performing good works,
watch out, the Journal warns.

To its critics, the Mexican bank is
no better than an old-fashioned
loan shark, earning its huge profits
by charging poor borrowers usuri-
ous interest rates. But, as The
Economist magazine recently
pointed out, lending to micro-
entrepreneurs with no collateral is
labour-intensive and costly. By
charging an interest rate that gen-
erates a profit, the bank can grow
fast and provide many more “micro
-entrepreneurs” with the finance
they need. Although the interest
rates may seem unacceptably high
by our standards, it reports low
default rates and high customer
satisfaction. None of Comparta-
mos’ new borrowers was com-
pelled to come to its doors.

According to The Economist the
evidences also suggests that Com-
partamos’ profitability is helping
build a microfinance industry be-
cause the more it earns, the more
attractive microfinance becomes to
investors, and the more capital will
flow in. The fact is, since starting

to pursue profit, seven new regu-
lated microfinance providers have
begun to compete with it in Mexico,
many of them financed by profit-
seeking capitalists. As a result, inter-
est rates have decreased, and the
demand for and availability of ser-
vices have increased.

Profiting from the poor can be
wrong, when lending is predatory—
when the lender knows it is unlikely
that the borrower will be able to
pay the interest or repay the princi-
pal. Compartamos does not target
the poorest of the poor: it argues
they would be better served by
benefits such as income support
from the state. As for exploiting the
ignorance of some borrowers, Com-
partamos says it is committed to
transparency on interest rates and
other charges. And, since going pub-
lic, it has offered financial literacy
courses, with some 60,000 of its
clients attending one last year. If only
those rich-country banks which
touted subprime mortgages to the
poor had been as public-spirited.

Compartamos’ mission has not
changed, but it has become con-
vinced that by pursuing profits it will
be able to provide financial services
to many more poor people far more
quickly than it would if it had contin-
ued to act as a charity. Even some of
its severest critics are starting to
make the case for a more self-
sustaining “social business” model.

If it can work for the poor, why
can’t it work for the people of the
Prairies? We need more funding for
low cost housing, new sources of
energy, the environment, clean wa-
ter, transportation, education and
health services, and the list goes on.
Even with the current economic
boom, the public purse cannot han-
dle our needs.

How can earning a profit be any
worse that not having these things at
ali?

Allan ). Evans,
Executive Director, Prairie Policy Centre.



