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Case 6.1
Zopa and Kiva: Two Examples of Mutual Finance  

[bookmark: _Hlk525113962]Zopa (www.zopa.com), started in 2005, is a peer-to-peer lending institution that enables its members to save and borrow from each other. According the Guardian (2014), it “uses the internet to cut out the banks entirely” to give both savers and borrowers a better deal. The only money available to borrowers are the savings of Zopa’s members (so money comes from the ‘real economy’ and there are no fractional reserve banking practices).  By the end of 2014, Zopa’s website claimed it had lent £753 million to more than 54,000 members and had received the ‘most trusted’ MoneyWise Customer Service Award for four years running. As we update this case, Zopa.com reports total lending of £3.62 billion (£996m in the last 12 months), 60,000 lenders, 311,000 borrowers, and 300 staff employed in London and Barcelona.
In peer-to-peer lending, the lender’s money is at risk, but this risk is mitigated by dividing each person’s deposits into small amounts (e.g. £10 units) and lending it to many borrowers.  Zopa claims that most of its lenders and borrowers are not high net worth individuals, but are credit worthy middle-income earners. Its credit-scoring system does means that marginalised members of a community who have a poor credit record could be refused a loan request (or have to pay much higher rates of interest). Despite this, the Zopa system shows that a large group of ‘ordinary people’ who would otherwise not have access to loans and savings rates enjoyed by the ‘rich’ can organize this for themselves through a mutual. 
To put this to the test, one of the authors (Rory) borrowed a loan at 5.9 per cent to buy a second‑hand car (this was between two and six percent lower than car loans available from banks and car dealers). He also tested out Zopa’s claims aout lending using some of his savings. In the two years to Feb 2015, he received 5.1 per cent interest (after charges) on the money lent (three per cent higher than the interest received on his bank’s individual savings account (ISA)).[footnoteRef:1]  This practical test shows that mutual saving/lending clubs like Zopa can enable people who are not ‘high net-worth’ individuals to achieve rates of return on their capital similar to professional investors. However, it also highlights that people with poor credit ratings are still better served by credit unions (fully mutualised saving/lending institutions like the Grameen Bank designed to provide banking services for low income households). [1:  	In 2018, he borrowed again, but this time at the lower rate of 3.1%. Income from savings has also dropped to just under 3%. Unlike 2015, Rory did find another mutual lender (Nationwide) offering car and house improvement loans at 3%, but only to members with a current, savings or mortgage account.] 

[bookmark: _Hlk525114211][bookmark: _Hlk525114187][bookmark: _GoBack]What about interest-free loans to start new businesses?  Kiva claimed in 2012 to have helped 800,000 entrepreneurs in 60 countries through an international peer-to-peer lending network. In 2017, they had a network of 327 field partners enabling 1.8m lenders to provide $1.13bn in loans to 2.8m borrowers.  Kiva means ‘unity’ in Swahili. It invites members of the public to invest small amounts (starting from $25) in projects listed on their website. Kiva raises over $1m dollars every 3 days in interest-free loans – the lender charges no interest, but does expect to get their financial capital back.  To see how this works, Rory gave a $25 Kiva voucher to his nephew in 2010. Five years later, his nephew was still lending it out to new projects. After one default, his capital shrank to $21, but it was recycled several times before being ‘topped up’ to support additional projects of his nephew’s choosing.
In 2009, Kiva’s practices came under close scrutiny when it was discovered that they recover capital already paid to social entrepreneurs so the appearance of making a direct investment in a social entrepreneur’s project is an illusion (Roodman, 2009).  However, once a local micro-finance provider raises capital to reimburse their expenditure via Kiva, they do establish a direct link and the repayments collected from the micro-entrepreneur are used to reimburse Kiva lenders.
Overview of peer to peer lending in the UK at: 
https://www.youtube.com/watch?v=Qe-HogbHvOo
Hear about the start of peer to peer in South African at: https://www.youtube.com/watch?v=FaCORZlLLmc
Find out about peer to peer in the US lending at: https://www.youtube.com/watch?v=BLmvlNNoGpA
Overview of Kiva lending activities:
https://www.youtube.com/watch?v=hmjTwp_MViU 
Find out more about Kiva micro-finance at: https://www.youtube.com/watch?v=TLQX_5kQHyo
For Kiva Labs see: https://www.youtube.com/watch?v=v2vetkuQivw
You can use this case with Exercise 6.1
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