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Introduction
Ergo-Lend is a new paradigm for lending. The market for Ergo-Lend loans is the global
“unbanked”, people without access to banking services. The goal is to leverage blockchain
technology to create a global lending platform. A decentralized autonomous organization (DAO)
will manage the platform.

With blockchains, it is possible to automate much of the loan underwriting process. Fees can be
completely transparent, predictable and immutable. With a global pool of lenders, reducing
financing costs is easier.

Reducing lending costs make it possible to lend smaller amounts with less interest. These loans
are more attractive to the unbanked, who do not have access to loans or who are offered loans
with high interest rates. Lowering the barriers to financing and costs is part of the vision of The
Ergo Manifesto:

“In the eyes of the original broad community vision, the tools of a cryptocurrency should
allow people to do economic activity whatever the business size, geographic location, or
interest rates set by big players.”

There are many challenges - technical, social, and financial - to achieving this goal. Ergo-Lend
is a high risk project. It is different from other token offerings because it is a governance token
for a mutual benefit society on the Ergo blockchain.

If successful, a global lending platform can provide opportunities for everyone. But, it will not
happen overnight. Ergo-Lend will need time to further develop and expand. It is possible to
revolutionize loan underwriting, and the risk potential comes with a high reward. As more
people, both investors and borrowers alike, seek to use the most modern financial tools
available, these tools will be enabled by blockchain development.

The Problem: Loan Cost & Availability
What is the central problem for unbanked borrowers in getting a loan? Our financial system is
not designed to provide small loans at reasonable rates. This is true at every level, from large
banks to small microfinance institutions. Why?

Every traditional loan has three main costs:

1. The operational costs of underwriting the loan
2. The cost of financing the loan
3. The cost to mitigate the risk of borrower default

Cryptocurrencies and smart contracts can lower these costs.
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Operational & Underwriting Costs
The operational costs of a modern bank include many expenses. There is the cost of
maintaining a physical bank branch and employees. Mainframes are expensive, and websites
need support.

Underwriting a loan also has costs, from application to approval. There are many people
involved in the underwriting process and each is paid a salary. Consequently, this concentrates
financial institutions in cities where people with the skills necessary for this process live.

Underwriting costs are more expensive for people in rural areas. Rural communities with low
levels of economic activity cannot support a bank branch. Without bank accounts and credit,
people can not establish a credit history. It is riskier to lend to people with no credit history, and
rural people end up paying more for loans. Often, they cannot get a loan at all.

Financing Loans
Emerging markets face the same problem as rural communities. Bank loans use government
benchmark rates as a starting point. These rates are much higher in developing countries.

To illustrate, the Kenyan Central Bank has had interest rates between 7% and 18% over the last
decade. To be profitable, every bank has to charge more in interest. This is often 2-5% more
than the benchmark rate for corporations and people that can get bank loans.

For the unbanked, they turn to Kenyan microfinancing institutions (MFI). Most loans have
interest rates of 30-40%. If they get above a few thousand U.S. dollars, these rates can be as
much as 70%.

The consequence of these facts is there is a lower limit on whom and the types of needs banks
and MFIs can serve. Even if a loan is available, it is often not worth taking for the borrower.

Borrower Default Risk
Banks also include an extra percentage to offset the rate of borrower default. In the United
States, charge-off rates for loans are between 1-2%. They can reach above 11% during a
recession.

Where borrow-default risk is harder to quantify or there are not strong institutions supporting
repayment, interest rates are much higher:

“The average in Mexico itself is around 70 per cent, compared with a global average of
about 37 per cent in interest and fees, analysts say.” -Neil MacFarquhar
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“Micro-credit in sub-Sahara Africa is more expensive than in most other world regions,
mainly because the credit risk is high. The reasons are mostly institutional, including the
lack of systems to check a person’s identity, high litigation costs, vague rules and
unclear regulations, particularly regarding land ownership.” -Geoffrey Muzigiti & Oliver
Schmidt

Loan Types & Externalities
Risk also varies depending on what the loan is for. Banks charge a premium for personal credit
even when benchmark rates are low. In the United States, the Fed Funds interest rate over the
last decade has been between 0.25% to 2.5%. Yet, the average minimum a U.S. citizen pays is
15% for credit card balances.

For microfinance loans around the world, interest rates for loans averages around 25%. But,
some larger loans can have interest rates above 70%.

There are always other costs, such as the costs of corruption or predatory lending. These costs
are often due to a lack of transparency in lending and limits the options of borrowers.

The Opportunity: Decentralized Finance (DeFi)
What are the real costs of making a loan? How can fees and interest rates be reduced? How
can loans be made more accessible to the unbanked? For those underserved by their banks,
can a system for the unbanked provide better service than banks?

Leverage Technology & Reduce Costs
With ubiquitous cell phone access, financial services can be an app away. Almost every person
on the planet has a cell phone. Banks have gained some efficiencies from these technologies. It
is now common to deposit a check with a cell phone.

Yet, there is much more potential to use technology to reduce lending costs. There is less need
for bank branches and the red tape of bank loan applications. With a cell phone and an app
connected to a blockchain, it becomes possible to provide loans to anyone in the world.

“Cost of outreach - reaching the unbanked populations of the world means servicing
small loan amounts and servicing remote and sparsely populated areas of the planet,
which can be dangerously unprofitable without high rates of process automation and
mobile delivery.” -Amol S. Khanvilkar

Banks serve their customers. Serving people who have never used a bank is not their market,
and they do not know how to serve it.
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A loan on a blockchain can be transparent, automated and give access to a global pool of
lenders. A system that leverages these advantages will drive down borrowing costs. Banks
limited by geography and legacy systems will not be able to compete.

Remove the Middlemen
With lower borrowing costs, smaller loans become viable. This opens up a large, untapped
market of borrowers. And, it is not only borrowers that can benefit.

Loans on a blockchain do not need to go through a bank. Savers get little to no interest in a
savings account in a local bank branch. That same person making a loan to people all over the
world has an opportunity to earn a better return.

Moreover, it is an opportunity for savers to get involved in other communities. Funds lended to
unbanked communities can make an enormous impact on their quality of life. It also ties the
value of a blockchain to the off-chain world.

In sum, it is possible to reduce the operational costs of underwriting and funding loans. It is
possible to create new types of markets for lenders and borrowers. The key challenge in DeFi is
managing borrower default risk.

Strong Communities & Borrower Default Risk
Ergo-Lend is actively working with communities from different parts of the world. For example,
The Vision for Rural Kenya has connections with many communities and can serve as a partner
to assess loan opportunities in communities in rural Kenya.

At the start, loan default risk will be offset by a guarantor or collateral to secure a loan. Over
time, Ergo-Lend aims to grow into a trusted lending platform that helps the unbanked establish a
credit history. Further, it will use social underwriting mechanisms to help evaluate borrower risk..

Trust is the key ingredient. Digital identity, communities, and so forth are all means to build trust.
Alternative models of creditworthiness will depend on it. Often, the way to trust is to offer it
before it is earned.

Why Ergo?
Ergo is different from other blockchains. Its defining feature is a fair launch. It is not a vehicle for
its creators or venture capitalists to make money. It is a decentralized, open, permissionless,
and secure platform for contractual money. And, the needs of ordinary people are the focus of
the developers. They strive to give everyone the tools they need to pursue their common good
over the long term.
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Ergo is designed to be resilient. In the face of different economic environments, it will endure. Its
ethic is to allow individuals to choose. This applies to choosing how much privacy is right. It also
means choosing which economic opportunity to pursue, such as whether to take a loan.

Ergo has unique technical advantages. Oracle pools, logarithmic mining, profit sharing protocols
and other innovations are available. But, the most important thing about Ergo is it is not
beholden to outside interests.

Ergo-Lend
Ergo-Lend will be a lending platform with easy to use borrowing and lending tools, low
transaction costs and transparently managed through a DAO.

Version 1.0 Implementation
The Ergo-Lend token will fund initial development. This will be a borrower initiated loan process
with a simple interface. Once in place, testing the loan process will begin. Testing will involve
making small loans to people recommended by community partners.

DAO
Ergo-Lend tokens will be governance tokens in the Ergo-Lend DAO. The DAO will be
responsible for managing the Ergo-Lend project. The DAO formation contributors will propose
and vote on new development paths and they will decide on the services to offer through
Ergo-Lend, determine platform fees and manage every other aspect of the project until the DAO
will begin using the governance tokens when DAO software is available on the Ergo blockchain.

Piloting Social Underwriting
The DAO will experiment with the social underwriting of loans. Ergo-Lend needs methods to
assess borrower risk. This could include digital ID, loan guarantors, and other methods. Some
combinations will work. The community can assess which to use.

Growth
Once social underwriting is proven, the platform can move into a growth phase. More
communities and actors can get involved. In this phase, the DAO will encourage, support, and
educate communities to use the platform. The goal will be to build sustainable network growth.
As borrowers establish a credit history, it will be easier to assess borrower default risk. Better
risk assessments leads to better underwriting. Better underwriting will lead to better loan rates
for borrowers and better returns for lenders.
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Challenges & Opportunities
It will take lenders with a philanthropic vision to work out the lending model under this new
system. There are significant technical, financial and social hurdles that need to be overcome.

1. Technical

Implementing the initial borrower-initiated loan process is straight-forward. Yet,
Ergo-Lend will have to build or use new technologies developed by others that do not
currently exist. A partial list includes: DAO software, digital identity, reputation
management, crowd-funded loans, collateralized lending, cryptocurrency index funds
and other innovations.

2. Financial

The market capitalization of the Ergo blockchain is a reflection of its user base.
Currently, they are not large enough to fulfill the ambitions of Ergo-Lend.
The opportunity is that Ergo-Lend can grow alongside the Ergo blockchain. As Ergo
grows and connects to other blockchains, it can provide a larger lending pool. This larger
lending pool increases Ergo-Lend’s financial carrying capacity and growth prospects.

3. Social

Ergo-Lend will rely on creating integrated online and offline communities. Managing
social dynamics carries risk. Ergo-Lend plans to mitigate some of this risk with digital ID,
reputation and so forth. These technologies may conflict with cultural values and norms
of off-line communities. But, it is also an opportunity to forge strong new communities
based on these values.

If these challenges can be overcome and turned into opportunities, the Ergo-Lend platform can
grow and enter new markets. In the end, a good service for the unbanked will have the potential
to help everyone.

Conclusion
There’s a tremendous amount of potential value in Ergo-Lend. Providing the right people with
the right financial support, where they live, can be transformative. This platform is an opportunity
to democratize the lending process, with people being able to loan directly, one to another. It
offers the opportunity to change relationships and lives. Those changes, in turn, will transform
communities for the better. When you can change communities, you can change the world.
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Appendix: Tokenomics
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(%)
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ErgoPad Staker
Round 12,000,000 16% $0.015 0% Daily 0 12

Seed Round 15,750,000 21% $0.033 0% Daily 0 9

Strategic Round 8,250,000 11% $0.06 0% Daily 0 6

Liquidity 4,500,000 6% $0.08 100% - 0 0

DAO Reserve 15,000,000 20% 0% Monthly 0 12

Distribution
Partner 3,750,000 5% 5% Monthly 3 12

Core Team 15,750,000 21% 5% Monthly 3 16
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